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(Registrant�s telephone number, including area code)

(Former name, former address and former fiscal year, if changed since last report)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to the filing requirements for the past 90 days.

ý Yes  o No

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or non-accelerated filer. See definition of
�accelerated filer and large accelerated filer� in rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer ý Accelerated filer o Non-accelerated filer o

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). o  Yes    ý  No

Indicate the number of shares outstanding of each of the issuer�s classes of common stock, as of the latest practicable date. At March 31, 2006,
there were 199,704,803 shares of IMS Health Incorporated Common Stock, $0.01 par value, outstanding.
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PART I. FINANCIAL INFORMATION

Item 1. FINANCIAL STATEMENTS

IMS HEALTH INCORPORATED

CONDENSED CONSOLIDATED STATEMENTS OF FINANCIAL POSITION (Unaudited)

(Dollars and shares in thousands, except per share data)

As of March 31,
2006

As of December 31,
2005

Assets:
Current Assets:
Cash and cash equivalents $ 146,424 $ 362,943
Accounts receivable, net of allowances of $6,966 and $7,629 in 2006 and 2005,
respectively 310,163 297,302
Other current assets 177,274 160,765
Total Current Assets 633,861 821,010
Securities and other investments 4,707 6,037
Property, plant and equipment, net of accumulated depreciation of $183,464 and
$180,576 in 2006 and 2005, respectively 148,733 148,586
Computer software 242,927 241,298
Goodwill 471,962 457,006
Other assets 313,448 299,083
Total Assets $ 1,815,638 $ 1,973,020

Liabilities, Minority Interests and Shareholders� (Deficit) Equity:
Current Liabilities:
Accounts payable $ 72,917 $ 71,737
Accrued and other current liabilities 191,083 231,475
Accrued income taxes 112,375 114,325
Short-term deferred tax liability 8,688 8,627
Deferred revenues 123,624 122,884
Total Current Liabilities 508,687 549,048
Postretirement and postemployment benefits 115,846 110,782
Long-term debt (Note 10) 1,112,768 611,431
Other liabilities 150,380 186,839
Total Liabilities $ 1,887,681 $ 1,458,100

Commitments and Contingencies (Note 8)
Minority Interests $ 99,949 $ 99,865

Shareholders� (Deficit) Equity:
Common Stock, par value $.01, authorized 800,000 shares; issued 335,045 shares in
2006 and 2005, respectively $ 3,350 $ 3,350
Capital in excess of par 471,510 468,299
Retained earnings 2,433,827 2,321,765
Treasury stock, at cost, 135,341 and 107,075 shares in 2006 and 2005, respectively (3,026,917) (2,315,404)
Cumulative translation adjustment (22,399) (31,521)
Minimum pension liability adjustment, net of taxes of $14,484 in 2006 and 2005,
respectively (31,408) (31,408)
Unrealized loss on changes in fair value of cash flow hedges, net of tax (16) (59)
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Unrealized gain on investments, net of tax 61 33
Total Shareholders� (Deficit) Equity $ (171,992) $ 415,055
Total Liabilities, Minority Interests and Shareholders� (Deficit) Equity $ 1,815,638 $ 1,973,020
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See accompanying Notes to the Condensed Consolidated Financial Statements (Unaudited).

Edgar Filing: IMS HEALTH INC - Form 10-Q

See accompanying Notes to the Condensed Consolidated Financial Statements (Unaudited). 6



3

Edgar Filing: IMS HEALTH INC - Form 10-Q

See accompanying Notes to the Condensed Consolidated Financial Statements (Unaudited). 7



IMS HEALTH INCORPORATED

CONDENSED CONSOLIDATED STATEMENTS OF INCOME (Unaudited)

(Dollars and shares in thousands, except per share data)

Three Months Ended
March 31,

2006 2005

Operating Revenue $ 446,154 $ 410,984

Operating costs 197,917 180,006
Selling and administrative expenses 124,152 109,429
Depreciation and amortization 27,349 24,677
Operating Income 96,736 96,872
Interest income 1,543 2,355
Interest expense (8,459) (6,153)
Gains from investments, net 2,673 2,671
Other income, net 1,772 9,261
Non-Operating (Loss) Income, Net (2,471) 8,134
Income before benefit (provision) for income taxes 94,265 105,006
Benefit (Provision) for income taxes (Note 12) 23,832 (74,663)
Net Income $ 118,097 $ 30,343

Basic Earnings Per Share of Common Stock $ 0.56 $ 0.13
Diluted Earnings Per Share of Common Stock $ 0.56 $ 0.13

Weighted average number of shares outstanding � Basic 209,262 227,874
Dilutive effect of shares issuable as of period-end under stock-based compensation plans
and other 2,559 3,405
Adjustment of shares outstanding applicable to exercised and cancelled stock options
during the period 81 178
Weighted Average Number of Shares Outstanding � Diluted 211,902 231,457

See accompanying Notes to the Condensed Consolidated Financial Statements (Unaudited).
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IMS HEALTH INCORPORATED

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (Unaudited)

(Dollars and shares in thousands, except per share data)

Three Months Ended March 31,
2006 2005

Cash Flows from Operating Activities:
Net income $ 118,097 $ 30,343
Adjustments to reconcile net income to net cash provided by (used in) operating
activities:
Depreciation and amortization 27,349 24,677
Bad debt expense � 1,311
Deferred income taxes (2,892) 2,380
Gains from investments, net (2,673) (2,671)
Minority interests in net income of consolidated companies 891 727
Non-cash stock-based compensation charges 11,155 740
Excess tax benefits from stock-based compensation (454) �
Change in assets and liabilities, excluding effects from acquisitions and dispositions:
Net increase in accounts receivable (10,527) (49,405)
Net (increase) decrease in inventory (1,343) 3,295
Net increase in prepaid expenses and other current assets (12,580) (34,605)
Net increase in accounts payable (2,195) (302)
Net decrease in accrued and other current liabilities (27,201) (31,782)
Net decrease in accrued severance, impairment and other charges (11,081) (6,982)
Net decrease in deferred revenues (918) (2,780)
Net (decrease) increase in accrued income taxes (37,558) 32,789
Net increase in pension assets (net of liabilities) (7,212) (2,031)
Net increase in other long-term assets (355) (1,699)
Net decrease in other long-term liabilities (931) (4,111)
Net tax benefit on stock-based compensation 204 1,990
Net Cash Provided by (Used in) Operating Activities 39,776 (38,116)
Cash Flows Used in Investing Activities:
Capital expenditures (5,406) (4,337)
Additions to computer software (19,257) (20,885)
Proceeds from sale of TriZetto � 37,414
Investments in short-term marketable securities � 8,305
Payments for acquisitions of businesses, net of cash acquired (18,298) (62,455)
Proceeds from sales of investments, net 4,057 3,023
Funding of venture capital investments � (500)
Other investing activities, net 1,966 (2,800)
Net Cash Used in Investing Activities (36,938) (42,235)
Cash Flows (Used in) Provided by Financing Activities:
Net increase in debt 501,750 107,100
Payments for purchase of treasury stock (728,201) (92,580)
Proceeds from exercise of stock options 9,792 23,856
Excess tax benefits from stock-based compensation 454 �
Dividends paid (6,035) (4,570)
Increase in cash overdrafts 2,986 9,476
Payments to minority interests and other financing activities (808) (827)
Net Cash (Used in) Provided by Financing Activities (220,062) 42,455
Effect of Exchange Rate Changes on Cash and Cash Equivalents 705 (5,680)
Decrease in Cash and Cash Equivalents (216,519) (43,576)
Cash and Cash Equivalents, Beginning of Period 362,943 444,903
Cash and Cash Equivalents, End of Period $ 146,424 $ 401,327
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See accompanying Notes to the Condensed Consolidated Financial Statements (Unaudited).
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IMS HEALTH INCORPORATED

Notes to Condensed Consolidated Financial Statements (Unaudited)

(Dollars and shares in thousands, except per share data)

Note 1.  Interim Condensed Consolidated Financial Statements (Unaudited)
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The accompanying Condensed Consolidated Financial Statements (Unaudited) have been prepared in accordance with accounting principles
generally accepted in the United States of America for interim financial information and Article 10 of Regulation S-X under the Securities and
Exchange Act of 1934, as amended. The Condensed Consolidated Financial Statements (Unaudited) do not include all the information and notes
required by accounting principles generally accepted in the United States of America for complete financial statements. In the opinion of
management, all adjustments, all of which are of a normal recurring nature, considered necessary for a fair presentation of financial position,
results of operations and cash flows for the periods presented have been included. The results of operations for interim periods are not
necessarily indicative of the results expected for the full year. The December 31, 2005 balance sheet data was derived from audited financial
statements, but does not include all disclosures required by accounting principles generally accepted in the United States of America. The
Condensed Consolidated Financial Statements (Unaudited) and related notes should be read in conjunction with the Consolidated Financial
Statements and related notes of IMS Health Incorporated (the �Company� or �IMS�) included in its 2005 Annual Report on Form 10-K. Certain
prior year amounts have been reclassified to conform to the 2006 presentation. Amounts presented in the Condensed Consolidated Financial
Statements (Unaudited) may not add due to rounding.

Note 2.  Basis of Presentation
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IMS Health Incorporated (�IMS� or the �Company�) is the leading global provider of market intelligence to the pharmaceutical and healthcare
industries. The Company offers leading-edge business intelligence products and services that are integral to our clients� day-to-day operations,
including portfolio optimization capabilities; launch and brand management solutions; sales force effectiveness innovations; managed care and
over-the-counter offerings; and consulting and services solutions that improve ROI and the delivery of quality healthcare worldwide. The
Company�s information products are developed to meet client needs by using data secured from a worldwide network of suppliers in the markets
where operations exist. Key information products include:

�  Sales Force Effectiveness to optimize sales force productivity and territory management;

�  Portfolio Optimization to provide clients with insights into market opportunity and business development
assessment; and

�  Launch, Brand Management and Other to support client needs relative to market segmentation and positioning and
life cycle management for prescription and over-the-counter pharmaceutical products.

Within these key information products, the Company provides consulting and services that use in-house capabilities and methodologies to assist
pharmaceutical clients in analyzing and evaluating market trends, strategies and tactics, and to help in the development and implementation of
customized software applications and data warehouse tools.

The Company operates in more than 100 countries. Until December 21, 2004, the Company also owned approximately a 25.0% equity interest in
the TriZetto Group, Inc. (�TriZetto�) (See Note 7).

6
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The Company is managed on a global business model with global leaders for the majority of its critical business processes and accordingly has
one reportable segment (See Note 16).

Note 3. Summary of Recent Accounting Pronouncements
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In February 2006, the Financial Accounting Standards Board (�FASB�) issued Statement of Financial Accounting Standards (�SFAS�) No. 155,
�Accounting for Certain Hybrid Financial Instruments � an amendment of FASB Statements No. 133 and 140.� This statement clarifies the
application of SFAS No. 133, �Accounting for Derivative Instruments and Hedging Activities,� to beneficial interests in securitized financial
assets and improves the consistency of accounting for similar financial instruments. This statement also amends SFAS No. 140, �Accounting for
Transfers and Servicing of Financial Assets and Extinguishments of Liabilities � a replacement of FASB Statement No. 125,� to eliminate the
prohibition on a qualifying special-purpose entity from holding a derivative financial instrument that pertains to a beneficial interest other than
another derivative financial instrument. This statement is effective for all financial instruments acquired or issued after the beginning of an
entity�s first fiscal year that begins after September 15, 2006. The Company is currently evaluating this statement to determine any potential
impact that it may have on its financial results.

In March 2006, the FASB issued SFAS No. 156, �Accounting for Servicing of Financial Assets � an amendment of FASB Statement No. 140.� This
statement amends SFAS 140 and clarifies the accounting for, measurement of, and disclosure of servicing assets and servicing liabilities. This
statement should be adopted as of the beginning of an entity�s first fiscal year that begins after September 15, 2006, but earlier adoption is
permitted. The Company is currently evaluating this statement to determine any potential impact that it may have on its financial results.

Note 4.  Summary of Significant Accounting Policies
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Stock-Based Compensation Expense

On January 1, 2006, the Company adopted SFAS No. 123 (revised 2004), �Share-Based Payment,� (�SFAS 123R�) which requires the measurement
and recognition of compensation expense for all share-based payment awards made to employees and directors including employee stock
options, restricted stock and employee stock purchases related to the Employee Stock Purchase Plan based on estimated fair values. SFAS 123R
supersedes the Company�s previous accounting under Accounting Principles Board (�APB�) Opinion No. 25, �Accounting for Stock Issued to
Employees� (�APB 25�) for periods beginning in fiscal 2006. In March 2005, the Securities and Exchange Commission (�SEC�) issued Staff
Accounting Bulletin No. 107 (�SAB 107�) relating to SFAS 123R. The Company has applied the provisions of SAB 107 in its adoption of SFAS
123R.

The Company adopted SFAS 123R using the modified prospective transition method, which requires the application of the accounting standard
as of January 1, 2006, the first day of the Company�s fiscal year 2006. The Company�s Condensed Consolidated Financial Statements (Unaudited)
as of and for the three months ended March 31, 2006 reflect the impact of SFAS 123R. In accordance with the modified prospective transition
method, the Company�s Condensed Consolidated

7
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Financial Statements (Unaudited) for prior periods have not been retrospectively adjusted to reflect, and do not include, the impact of SFAS
123R. See Note 9 for additional information.

SFAS 123R requires companies to estimate the fair value of share-based payment awards on the date of grant using an option-pricing model.
The value of the portion of the award that is ultimately expected to vest is recognized as expense over the requisite service period of the award in
the Company�s Condensed Consolidated Statements of Income (Unaudited). Prior to the adoption of SFAS 123R, the Company accounted for
stock-based awards to employees and directors using the intrinsic value method in accordance with APB 25 as allowed under SFAS No. 123,
�Accounting for Stock-Based Compensation� (�SFAS 123�). Under the intrinsic value method, stock-based compensation expense had been
recognized in the Company�s Condensed Consolidated Statements of Income (Unaudited) only for stock option modifications and restricted stock
units because the exercise price of the Company�s stock options granted to employees and directors equaled the fair market value of the
underlying stock at the date of grant.

Stock-based compensation expense recognized during the period is based on the value of the portion of share-based payment awards that is
ultimately expected to vest during the period. Stock-based compensation expense recognized in the Company�s Condensed Consolidated
Statements of Income (Unaudited) for the first quarter of fiscal 2006 included compensation expense for share-based payment awards granted
prior to, but not yet vested as of January 1, 2006 based on the grant date fair value estimated in accordance with the pro forma provisions of
SFAS 123 and compensation expense for the share-based payment awards granted subsequent to January 1, 2006 based on the grant date fair
value estimated in accordance with the provisions of SFAS 123R. Prior to the adoption of SFAS 123R, the Company used the straight-line
method of attributing the value of stock-based compensation and continued to use that method after the adoption. As stock-based compensation
expense recognized in the Condensed Consolidated Statements of Income (Unaudited) for the first quarter of fiscal 2006 is based on awards
ultimately expected to vest, it has been reduced for estimated forfeitures. SFAS 123R requires forfeitures to be estimated at the time of grant and
revised, if necessary, in subsequent periods if actual forfeitures differ from those estimates. In the Company�s pro forma information required
under SFAS 123 for the periods prior to fiscal 2006, the Company accounted for estimated forfeitures for stock option grants and for forfeitures
as they occurred for restricted stock grants. The Company�s method of valuation for share-based awards granted after January 1, 2006 is the
Black-Scholes option-pricing model which was also previously used for the Company�s pro forma information required under SFAS 123. See
Note 9 for additional information.

Computation of Net Income per Share

Basic net income per share is computed using the weighted-average number of common shares outstanding during the period. Diluted net
income per share is computed using the weighted-average number of common shares and dilutive potential common shares outstanding during
the period. Dilutive potential common shares primarily consist of employee stock options and restricted stock.

SFAS No. 128, �Earnings per Share,� requires that employee equity share options, restricted stock units and similar equity instruments granted by
the Company be treated as potential common shares outstanding in computing diluted earnings per share. Diluted shares outstanding include
restricted

8
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stock units and the dilutive effect of in-the-money options which is calculated based on the average share price for each fiscal period using the
treasury stock method. Under the treasury stock method, the amount the employee must pay for exercising stock options, the amount of
compensation cost for future service that the Company has not yet recognized, and the amount of benefits that would be recorded in additional
paid-in capital when the award becomes deductible for tax purposes are assumed to be used to repurchase shares.

For a description of the Company�s other critical accounting policies, please refer to the Company�s 2005 Annual Report on Form 10-K as filed
with the SEC.

Note 5.  Acquisitions
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The Company makes acquisitions in order to expand its products, services and geographic reach. During the three months ended March 31,
2006, the Company completed one acquisition of Läkemedelsstatistik AB (Sweden) at a cost of approximately $12,000. This acquisition was
accounted for under the purchase method of accounting. As such, the aggregate purchase price has been allocated on a preliminary basis to the
assets acquired based on estimated fair values as of the closing date. The purchase price allocations will be finalized after the completion of the
valuation of certain assets and liabilities. Any adjustments resulting from the finalization of the purchase price allocations are not expected to
have a material impact on the Company�s results of operations. The Condensed Consolidated Financial Statements (Unaudited) include the
results of this acquired company subsequent to the closing of the acquisition. Had this acquisition occurred as of January 1, 2006 or 2005, the
impact on the Company�s results of operations would not have been significant. Goodwill of approximately $10,723 was recorded in connection
with this acquisition, of which none is deductible for tax purposes.

During the three months ended March 31, 2005, the Company completed two acquisitions for an aggregate cost of approximately $25,000.
These acquisitions were Taskarena Software Engineering GmbH (Germany) and SAI Healthcare (U.S.) and were accounted for under the
purchase method of accounting. As such, the aggregate purchase price had been allocated on a preliminary basis to the assets acquired based on
estimated fair values as of the closing date. The Company finalized the purchase price allocation for these acquisitions during 2005 which did
not have a material impact on the Company�s results of operations. The Condensed Consolidated Financial Statements (Unaudited) include the
results of these acquired companies subsequent to the closing of the acquisitions. Had each of these acquisitions occurred as of January 1, 2005,
the impact on the Company�s results of operations would not have been significant. Goodwill of approximately $16,414 was recorded in
connection with these acquisitions, of which approximately $9,000 is deductible for tax purposes.

Additionally, during January 2005, the Company paid approximately $36,000 to acquire the 50% interest in IHA.IMS Health GmbH (�IHA�) not
owned by IMS. The Company accounted for this purchase as a step transaction and allocated the purchase price to acquired intangible assets and
goodwill. Prior to 2005, the Company consolidated the results of IHA and recorded minority interest expense for the 50% not owned by the
Company.
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Note 6.  Goodwill and Intangible Assets
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During the three months ended March 31, 2006, the Company recorded additional goodwill of approximately $11,255 related primarily to the
preliminary allocation of purchase price for the acquisition completed during the first quarter of 2006 and also to earn-out agreements for
acquisitions completed prior to 2006 (see Note 8). During the three months ended March 31, 2005, the Company recorded additional goodwill of
approximately $54,798 related primarily to the acquisition of the remaining 50% of IHA in January 2005, the preliminary allocation of purchase
price for the acquisitions completed during the first quarter of 2005 and to earn-out agreements for acquisitions completed prior to 2005.

All of the Company�s other acquired intangibles are subject to amortization. Intangible asset amortization expense was $4,399 and $4,278 during
the three months ended March 31, 2006 and 2005, respectively. At March 31, 2006, intangible assets were primarily composed of customer
relationships, databases and trade names (included in Other assets) and computer software. The gross carrying amounts and related accumulated
amortization of these intangibles were $133,160 and $46,423, respectively, at March 31, 2006 and $131,338 and $41,978, respectively, at
December 31, 2005. These intangibles are amortized over periods ranging from two to fifteen years. As of March 31, 2006, the weighted
average amortization periods of the acquired intangibles by asset class are listed in the following table:

Intangible Asset Type
Weighted Average

Amortization (Years) Period
Customer Relationships 10.1
Computer Software and Algorithms 7.0
Databases 4.9
Trade Names 4.4
Other 3.8
Weighted average 8.9

Based on current estimated useful lives, amortization expense associated with intangible assets at March 31, 2006 is estimated to be
approximately $4,100 for each of the remaining three quarters in 2006. Thereafter, annual amortization expense associated with intangible assets
is estimated to be as follows:

Year Ended
December 31,

Amortization
Expense

2007 $ 14,278
2008 12,698
2009 10,923
2010 7,758
2011 6,672
Thereafter $ 21,980
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Note 7.  Investments in Equity Investees
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On December 21, 2004, the Company and TriZetto entered into a share purchase agreement pursuant to which, the Company sold to TriZetto all
of the 12,142,857 shares of Common Stock, par value $0.001 per share, of TriZetto owned by the Company for an aggregate cash consideration
of $81,964. The Company received $44,550 in December 2004 and the balance of $37,414 in January 2005.

Note 8.  Contingencies
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The Company and its subsidiaries are involved in legal and tax proceedings, claims and litigation arising in the ordinary course of business.
Management periodically assesses the Company�s liabilities and contingencies in connection with these matters based upon the latest information
available. For those matters where management currently believes it is probable that the Company will incur a loss and that the probable loss or
range of loss can be reasonably estimated, the Company has recorded reserves in the Condensed Consolidated Financial Statements (Unaudited)
based on its best estimates of such loss. In other instances, because of the uncertainties related to either the probable outcome or the amount or
range of loss, management is unable to make a reasonable estimate of a liability, if any. However, even in many instances where the Company
has recorded a reserve, the Company is unable to predict with certainty the final outcome of the matter or whether resolution of the matter will
materially affect the Company�s results of operations, financial position or cash flows. As additional information becomes available, the
Company adjusts its assessment and estimates of such liabilities accordingly.

The Company routinely enters into agreements with its suppliers to acquire data and with its customers to sell data, all in the normal course of
business. In these agreements, the Company sometimes agrees to indemnify and hold harmless the other party for any damages such other party
may suffer as a result of potential intellectual property infringement and other claims. These indemnities typically have terms of approximately
two years. The Company has not accrued a liability with respect to these matters, as the exposure is considered remote.

Based on its review of the latest information available, in the opinion of management, the ultimate liability of the Company in connection with
pending tax and legal proceedings, claims and litigation will not have a material effect on the Company�s results of operations, cash flows or
financial position, with the possible exception of the matters described below.

Legacy IRI Litigation

In July 1996, Information Resources, Inc. (�IRI�) filed a complaint (the �IRI Action�), subsequently amended in 1997, in the U.S. District Court of
the Southern District of New York (the �District Court�), naming as defendants a company then known as The Dun & Bradstreet Corporation
(�D&B�) and now known as R.H. Donnelley (�Donnelley�), A.C. Nielsen Company (a subsidiary of ACNielsen Corporation (�ACNielsen�)) and
I.M.S. International, Inc. (a predecessor of the Company) (collectively, the �Defendants�). At the time of the filing of the complaint, each of the
other defendants was a wholly-owned subsidiary of Donnelley. The amended complaint alleged various violations of U.S. antitrust laws under
Sections 1 and 2 of the Sherman Antitrust Act. IRI sought
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damages in excess of $650,000, which IRI asked to be trebled, as well as punitive damages in an unspecified amount.

In connection with the spin-off by D&B of ACNielsen and Cognizant Corporation (�Cognizant� - then the parent Company of I.M.S.
International, Inc. and now known as Nielsen Media Research, Inc. (�NMR�)), in 1996 (the �1996 Spin-Off�), ACNielsen assumed exclusive
responsibility for the payment of all liabilities incurred by the other Defendants and their affiliates relating to a judgment or any settlement being
entered in the IRI Action (the �IRI Liabilities�). In 2001, ACNielsen was acquired by VNU N.V., a publicly traded Dutch company (�VNU�).
Thereafter, VNU and certain of its affiliates, including ACNielsen, assumed exclusive responsibility for the payment of all IRI Liabilities.

On February 1, 2005, the U.S. District Court for the Southern District of New York (the �District Court�) entered a final judgment against IRI
dismissing IRI�s claims with prejudice and on the merits. IRI filed a notice of appeal to the U.S. Court of Appeals for the Second Circuit (the
�Second Circuit�) and oral arguments were held on October 18, 2005. On February 16, 2006, IRI and the Defendants entered into a settlement
agreement pursuant to which such parties agreed to cause the IRI Action to be dismissed with prejudice. Pursuant to the settlement agreement,
ACNielsen deposited $55,000 into escrow for the benefit of IRI, IRI deposited a full release of each of the Defendants and their affiliates and
successors in interest into escrow and each of the Defendants deposited a full release of IRI into escrow, all to be held pending entry of an order
of dismissal. On March 7, 2006, the Second Circuit entered an order of dismissal and the settlement funds and releases were released from
escrow. The IRI Action is now finally resolved.

D&B Legacy and Related Tax Matters

Sharing Disputes. The agreements effecting the 1996 Spin-Off allocated tax-related liability with respect to certain prior
business transactions (the �Legacy Tax Controversies�) between D&B and Cognizant. The D&B portion of such
liability is now shared among Donnelley and certain of its former affiliates, and the Cognizant portion of such liability
is shared between NMR and the Company pursuant to the agreements effecting Cognizant�s spin-off of the Company
in 1998 (the �1998 Spin-Off�). The underlying tax controversies with the Internal Revenue Service (the �IRS�) have
substantially all been resolved but certain disputes have arisen between Donnelley and its former affiliates, on the one
hand, and NMR and the Company, on the other hand, as to the proper interpretation of, and allocation of liability
under, the 1996 Spin-Off agreements. The parties are currently attempting to resolve these disputes through
negotiation. If no resolution is reached through negotiation, the 1996 Spin-Off agreements provide that the parties
arbitrate the disputes. Although the Company intends to vigorously defend itself with respect to these disputes, as of
March 31, 2006 the Company has a reserve of approximately $25,300 for these matters, of which $24,100 was
accrued during the first quarter of 2006.

The Partnership (Tax Year 1997). The IRS is seeking to reallocate certain items of partnership income and expense as well
as disallow certain items of partnership expense with respect to a partnership now substantially owned by the
Company (the �Partnership�) on the Partnership�s 1997 tax return. During 1997, the Partnership was substantially owned
by Cognizant, but liability for this matter was allocated to the Company pursuant to the agreements effecting the 1998
Spin-Off. The Company
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has filed a formal protest relating to the proposed assessment for 1997 with the IRS Office of Appeals. The Company is attempting to resolve
this matter in the administrative appeals process before proceeding to litigation if necessary. If the IRS were to ultimately prevail in its position,
the Company�s liability (tax and interest, net of tax benefit) with respect to tax year 1997 would be approximately $19,400, which amount the
Company has reserved in current accrued income taxes payable at March 31, 2006.

The Partnership (Tax Years 1998-2013). The IRS also sought to reverse items of partnership income and loss and disallow
certain royalty expense deductions claimed by the Company on its 1998 through 2003 tax returns arising from the
Company�s participation in the Partnership. On March 15, 2006, the Company and the IRS entered into a settlement
relating to this matter. Under the terms of the settlement, the Company�s aggregate liability (tax and interest, net of tax
benefit for interest) for the tax years that were under audit, 1998 through 2003, was approximately $19,300, of which
the Company paid approximately $16,300 in April 2006. The Company�s aggregate liability (tax and interest, net of
tax benefit for interest) for tax years 2004 and 2005 is approximately $7,500. The Company was fully reserved for
these items. The settlement also provides that the Company�s tax treatment of the Partnership and the transactions
conducted therein will not be challenged by the IRS for tax years 1998 through 2013 and also stipulates the allowable
amount of related expenses that the Company may deduct on its federal income tax returns for tax years 2004 through
2013 (see Note 12).

In addition to these matters, the Company and its predecessors have entered, and the Company continues to enter, into global tax planning
initiatives in the normal course of their businesses. These activities are subject to review by applicable tax authorities. As a result of the review
process, uncertainties exist and it is possible that some of these matters could be resolved adversely to the Company.

Matters Before the Belgian Competition Service

Complaints were filed in 1998 and 1999 against the Company with the Belgian Competition Service (�BCS�) alleging abuse of a dominant
position on the Belgian market. In October 1999 and 2000, the Chairman of the Belgian Competition Council (�BCC�) adopted interim measures
against the Company, with which the Company complied. In December 2004, the Company received a formal statement of objections alleging
that the Company had abused its dominant position on the Belgian market in violation of Article 82 of the EC Treaty and corresponding Belgian
law. The Company submitted its comments to the statement of objections in writing to the BCC in February 2005.

In a separate matter, in October 2004, the BCS notified IMS of a request for information in connection with IMS�s acquisition in April 2004 of a
competitor in the Belgian market, Source Informatics Belgium S.A. The BCS is investigating whether such acquisition may have violated
Article 82 of the EC Treaty and corresponding Belgian law. The Company responded to the request for information in December 2004.

The Company intends to continue to vigorously defend itself in these matters before the Belgian competition authorities. Management of the
Company is unable to predict at this time the final outcome of these matters or whether adverse resolutions thereof could materially affect the
Company�s results of operations, cash flows or financial position in the period in which such adverse resolution
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occurs.

Other Contingencies

Contingent Consideration. Under the terms of the purchase agreements related to acquisitions made from 2001 through
2005, the Company may be required to pay additional amounts as contingent consideration based on the achievement
of certain targets during 2003 through 2008. Substantially all of any additional payments will be recorded as goodwill
in accordance with Emerging Issues Task Force Issue (�EITF�) No. 95-8, �Accounting for Contingent Consideration Paid
to the Shareholders of an Acquired Enterprise in a Purchase Business Combination.� As of March 31, 2006,
approximately $26,000 was earned under these contingencies. Based on current estimates, management expects the
remaining additional contingent payments under these agreements to total approximately $40,000. It is expected that
these contingent payments will be resolved within a specified time period after the end of each respective calendar
year from 2006 through 2008.

Synavant Spin-Off. In August 2000, the Company spun off Synavant, Inc. in a transaction qualifying as tax free under
Section 355 of the Internal Revenue Code (�IRC�). If, contrary to expectations, the spin-off of Synavant were not to
qualify as tax free under Section 355, then the Company would generally be liable for the resulting corporate tax,
except in certain circumstances. In the opinion of management and based on the opinion of tax counsel, McDermott,
Will & Emery, it is not probable, but may be reasonably possible, that the Company will incur liability for this matter;
therefore, the Company has not recorded reserves for this matter. The Company estimates that the aggregate tax
liability in this regard would not exceed $100,000.

CTS Split-Off. On February 6, 2003, the Company completed an exchange offer to distribute its majority interest in
Cognizant Technology Solutions (�CTS�) in a transaction qualifying as tax free under Section 355 of the IRC. If,
contrary to expectations, the CTS distribution were not to qualify as tax free under Section 355, then the Company
would generally be liable for the resulting corporate tax. However, pursuant to the distribution agreement entered into
between the Company and CTS in connection with the distribution, CTS agreed to indemnify the Company in the
event the transaction is taxable as a result of a breach of certain representations made by CTS, subject to certain
exceptions. In the opinion of management and based on the opinion of tax counsel, McDermott, Will & Emery, it is
not probable, but may be reasonably possible, that the Company will incur liability for this matter; therefore, the
Company has not recorded reserves for this matter. The Company estimates that the aggregate tax liability in this
regard would not exceed $215,725.

Other Tax Contingencies. In addition to the tax items discussed above, the Company has tax reserves of approximately
$20,800 that relate to various positions it has taken on tax returns filed in numerous countries over the last several
years. These reserves represent the Company�s best estimate of the probable liability should the tax return positions be
challenged by the relevant tax authorities. While the amount is material in the aggregate, no individual item is material
and no single event will have a material impact related to these reserves. See Note 12 for additional tax related
matters.
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Note 9.  Stock-Based Compensation
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Effective January 1, 2006, the Company adopted SFAS 123R. The Company elected to use the modified prospective transition method,
therefore, prior period results were not restated. Prior to the adoption of SFAS 123R, stock-based compensation expense related to stock options
was not recognized in the results of operations if the exercise price was at least equal to the market value of the Common Stock on the grant
date, in accordance with APB 25. As a result, the recognition of stock-based compensation expense was generally limited to the expense
attributed to restricted stock unit awards and stock option modifications.

SFAS 123R requires all share-based payments to employees, including grants of employee stock options, to be recognized as compensation
expense over the requisite service period (generally the vesting period) in the consolidated financial statements based on their fair values. For
options with graded vesting, the Company values the stock option grants and recognizes compensation expense as if each vesting portion of the
award was part of the total award and not a separate award. Under the modified prospective method, awards that were granted, modified, or
settled on or after January 1, 2006 are measured and accounted for in accordance with SFAS 123R. Unvested equity-classified awards that were
granted prior to January 1, 2006 will continue to be accounted for in accordance with the pro forma provisions of SFAS 123, except that all
awards are recognized in the results of operations over the remaining vesting periods. SFAS 123R requires the recognition of stock-based
compensation for the number of awards that are ultimately expected to vest. As a result, for most awards, recognized stock compensation was
reduced for estimated forfeitures prior to vesting primarily based on historical annual forfeiture rates. Estimated forfeitures will be reassessed in
subsequent periods and may change based on new facts and circumstances. Prior to January 1, 2006, forfeitures were estimated for stock option
grants for purposes of required pro forma stock compensation disclosures and were recognized as they occurred for restricted stock grants. In
addition, the realization of tax benefits in excess of amounts recognized for financial reporting purposes will be recognized as a financing
activity rather than an operating activity as in the past for purposes of the cash flow statement.

The Company maintains four Stock Incentive Plans, which provide for the grant of stock options, restricted stock and restricted stock units to
eligible employees and Non-Employee Directors. At March 31, 2006, there were 52,579 shares of Common Stock reserved for issuance under
all of the Company�s stock plans, of which 6,889 shares are still available for future grants. Common Stock reserved for issuance includes 18,448
shares from the 2000 Stock Incentive Plan, which the Board of Directors approved during 2000, 29,784 shares from the 1998 Employees� Stock
Incentive Plan, which was approved by the shareholders during 1998, 3,437 shares from the 1998 Employees� Stock Purchase Plan, which was
approved by the shareholders during 1998, and 910 shares from the 1998 Non-Employee Directors� Stock Incentive Plan, 410 shares of which
were approved by the shareholders during 1998 and an additional 500 shares of which were approved by the shareholders in May 2003.
Historically, stock options have been granted to broad groups of employees on a discretionary basis. Beginning in fiscal 2006, employees are
generally eligible to receive restricted stock units with a service condition of four years instead of stock options with a service condition of three
years. Certain senior employees will continue to be eligible to receive restricted stock unit awards which contain both performance and service
conditions.
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The Employee Stock Purchase Plan (�ESPP�) was originally adopted in 1998 with a quarterly purchase period and a price equal
to the lesser of 90% of the fair market value on the first trading day or the last trading day of the period. The Company
amended its Employee Stock Purchase Plan in 2001 to allow employees to purchase a limited amount of Common
Stock at the end of each six-month period at a price equal to the lesser of 85% of fair market value on (a) the first
trading day of the period, or (b) the last trading day of the period. Beginning with the first purchase of 2006, the plan
has been amended to allow employees to purchase a limited amount of Common Stock at the end of each six-month
period at a price equal to 85% of the fair market value on the last trading day of the period. Fair market value is
defined as the average of the high and low prices of the shares on the relevant day. The 15% discount makes the plan
compensatory under SFAS 123R.

Stock options are granted with an exercise price equal to the market value of a share of Common Stock on the date of grant. Stock options expire
within five, seven, or ten years and generally vest ratably over three years for employees and one to three years for
non-employee directors. The vesting period and option term for grants to employees is at the discretion of the
Compensation and Benefits Committee of the Board of Directors.

Restricted stock units are granted at a price equal to the market value of a share of Common Stock on the date of grant. Restricted stock unit
awards with service vesting generally vest ratably over three to four years. The vesting period for grants to employees is at the
discretion of the Compensation and Benefits Committee of the Board of Directors.

Participation in the Performance Restricted Stock Units program (�PERS�), under which performance restricted stock awards are granted, is
limited to key senior executives. The target award is denominated in cash and is equal to each eligible executive�s annual incentive target. These
awards are subject to fair value adjustments for any changes in the underlying market value of our Common Stock until the end of the
performance period. The performance period is one year during which performance against the established financial criterion is measured. The
actual award is quantified and granted to eligible employees in restricted stock units at the February Compensation and Benefits
Committee of the Board of Directors meeting in the year following the one year performance period. Upon grant,
there is an additional two year cliff vest service requirement which begins on the first business day of the year
following the performance period. If performance criterion is not met, the award is forfeited and no restricted stock
units are granted. The final value of the restricted stock units granted are at fair market value based on the average
high/low stock price for the last 20 business days of the performance period in accordance with the PERS plan
document.

Participation in the Long Term Incentive program (�LTI�), under which performance restricted stock awards are granted, is at the CEO�s discretion
with participants varying from year to year. The target awards, by person, are approved at the February Compensation and Benefits Committee
meeting for each performance cycle. The target award is denominated 50% in cash, which is payable after the two year performance period, and
50% in restricted stock units, which are granted after the two year performance period with an additional two year cliff vest service requirement.
A restricted stock unit, if earned, may only be settled by issuance or delivery of a share. These awards are subject to fair value adjustments for
any changes in the underlying market value of our Common Stock until the end of the two year performance period. At the end of the
performance period, achievement against the
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established financial criterion is measured and the actual payout percentage is quantified and approved by the Compensation and Benefits
Committee of the Board of Directors following approval of year end results by the Board of Directors. If performance criterion is not met, the
award is forfeited and no restricted stock units are granted or cash is paid. The final value of the restricted stock units granted are at fair market
value based on the average high/low stock price for the last 20 business days of the performance period in accordance with the LTI plan
document.

The following table summarizes stock option activity for the periods indicated:

Shares

Weighted
Average Exercise
Price Per Share

Options Outstanding, December 31, 2003 37,021 $ 20.89
Granted 6,003 $ 23.90
Exercised (5,598) $ 17.25
Forfeited (1,020) $ 18.89
Cancelled (906) $ 27.50
Options Outstanding, December 31, 2004 35,500 $ 21.86
Granted 4,813 $ 24.12
Exercised (8,726) $ 18.97
Forfeited (575) $ 20.63
Cancelled (1,028) $ 26.93
Options Outstanding, December 31, 2005 29,984 $ 22.91
Granted 8 $ 24.54
Exercised (521) $ 18.79
Forfeited (241) $ 22.67
Cancelled (350) $ 28.83
Options Outstanding, March 31, 2006 28,880 $ 22.92
Exercisable, March 31, 2006 19,338 $ 23.02

As of March 31, 2006, approximately $33,052 of unrecognized stock compensation related to unvested stock options (net of estimated
forfeitures) is expected to be recognized over a weighted-average period of 1.37 years. As of March 31, 2005, approximately $42,983 of
unrecognized stock compensation related to unvested stock options (net of estimated forfeitures) was expected to be recognized over a
weighted-average period of 1.50 years. The weighted average remaining term for outstanding stock options was 4.00 years at March 31, 2006
and 4.34 years at March 31, 2005. The weighted average grant price for the stock options granted during the first quarter of 2006 and 2005 is
$24.54 and $23.02, respectively. The aggregate intrinsic value at March 31, 2006 and March 31, 2005 was $105,542 and $121,574 for stock
options outstanding and $75,627 and $74,810 for stock options exercisable, respectively. The intrinsic value for stock options is calculated based
on the exercise price of the underlying awards and the market price of our Common Stock as of the end of the period. Proceeds received from
the exercise of stock options were $9,792 during the first quarter of fiscal 2006 and $23,856 during the first quarter of fiscal 2005. The intrinsic
value related to the exercise of stock options was $3,326 during the first quarter of fiscal 2006, which is currently deductible for tax purposes,
and $7,299 during the first quarter of fiscal 2005.

The fair value of stock options was estimated using the Black-Scholes option-pricing model. This model requires the input of subjective
assumptions that will usually have a significant impact on the
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fair value estimate. The assumptions for the current period grants were developed based on SFAS 123R and SEC guidance contained in SAB
107. The following table summarizes the assumptions used to compute the weighted average fair value of stock option grants:

Three Months Ended
March 31,

2006 2005
Dividend Yield 0.5% 0.3%
Weighted Average Volatility 29.4% 34.1%
Risk Free Interest Rate 4.5% 3.6%
Expected Term 4.39 years 4.39 years
Weighted Average Fair Value of Options Granted $ 7.82 $ 7.74

�  The dividend yield is equal to the annualized dividend divided by the closing stock price on the date of payment.
The increase in the dividend yield from 2005 to 2006 was due to a $0.01 per share increase in the quarterly dividend
payment. An increase in the dividend yield will decrease stock compensation expense.

�  The weighted average volatility for the current period was developed using historical volatility for periods equal to
the expected life of the options. An increase in the weighted average volatility assumption will increase stock
compensation expense.

�  The risk-free interest rate was developed using the U.S. Treasury yield curve for periods equal to the expected life
of the options on the grant date. An increase in the risk-free interest rate will increase stock compensation expense.

�  The expected term for the current period and prior period grants was estimated by reviewing the historical exercise
experience of a fully vested material grant that was close to maturity. An increase in the expected holding period will
increase stock compensation expense.

The following table summarizes non-vested restricted stock unit activity.

Shares

Weighted
Average

Grant Date
Fair Value

Unvested, December 31, 2003 516 $ 19.24
Granted 194 $ 23.42
Exercised (29) $ 20.72
Forfeited (30) $ 20.89
Unvested, December 31, 2004 651 $ 20.34
Granted 347 $ 22.22
Exercised (172) $ 22.65
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Forfeited (6) $ 17.72
Unvested, December 31, 2005 820 $ 20.67
Granted 288 $ 24.77
Exercised (338) $ 22.30
Unvested, March 31, 2006 770 $ 21.91

18

Edgar Filing: IMS HEALTH INC - Form 10-Q

See accompanying Notes to the Condensed Consolidated Financial Statements (Unaudited). 42



As of March 31, 2006, approximately $6,862 of unrecognized stock compensation expense related to unvested restricted stock awards (net of
estimated forfeitures) is expected to be recognized over a weighted-average period of 1.75 years. As of March 31, 2005, approximately $6,536
of unrecognized stock compensation related to unvested restricted stock awards was expected to be recognized over a weighted-average period
of 1.61 years. The aggregate intrinsic value at March 31, 2006 and March 31, 2005 was $16,542 and $15,713 for outstanding restricted stock,
respectively. The intrinsic value for restricted stock is calculated based on the grant price of the underlying awards. The total fair value of shares
vested during the years ended March 31, 2006 and 2005 was $7,540 and $3,464, respectively.

The following table summarizes the pro forma effect of stock-based compensation as if the fair value method of accounting for stock
compensation had been applied:

Three Months
Ended March 31,

2005
Net Income: As reported $ 30,343

Add: Stock-based employee compensation expense included
in reported net income, net of tax 918
Deduct: Total stock-based employee compensation expense
under fair value method for all awards, net of tax (6,353)
Pro forma $ 24,908

Earnings Per Share:
Basic As reported $ 0.13

Pro forma $ 0.11
Diluted

As reported $ 0.13
Pro forma $ 0.11

The following table summarizes the components and classification of stock-based compensation expense:

Three Months Ended
March 31, 2006

Stock Options $ 9,141
Restricted Stock Units 1,772
ESPP Purchases 242
Total Stock-Based Compensation Expense $ 11,155

Operating Costs $ 1,540
Selling, General & Administrative 9,615
Total Stock-Based Compensation Expense $ 11,155

Tax Benefit on Stock-Based Compensation Expense $ 3,326
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The Company satisfies stock option exercises, vested restricted stock units and ESPP shares with repurchased treasury stock on hand. For further
information regarding the Company�s share repurchase programs and shares available for repurchase under such programs, see Note 13.

Note 10. Financial Instruments
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Foreign Exchange Risk Management

The Company transacts business in more than 100 countries and is subject to risks associated with changing foreign exchange rates. The
Company�s objective is to reduce earnings and cash flow volatility associated with foreign exchange rate changes. Accordingly, the Company
enters into foreign currency forward contracts to minimize the impact of foreign exchange movements on net income and on the value of
non-functional currency assets and liabilities.

It is the Company�s policy to enter into foreign currency transactions only to the extent necessary to meet its objectives as stated above. The
Company does not enter into foreign currency transactions for investment or speculative purposes. The principal currencies hedged are the Euro,
the Japanese Yen, the British Pound, the Swiss Franc and the Canadian Dollar.

The impact of foreign exchange risk management activities on pre-tax income in the three months ended March 31, 2006 was a net gain of
$2,691, and net gain of $11,236 in the three months ended March 31, 2005. In addition, at March 31, 2006, the Company had approximately
$621,714 in foreign exchange forward contracts outstanding with various expiration dates through February 2007 relating to non-US Dollar
Anticipated Royalties and non-functional currency assets and liabilities. Foreign exchange forward contracts are recorded at estimated fair value.
The estimated fair values of the forward contracts are based on quoted market prices.

Unrealized and realized gains and losses on the contracts hedging non-functional currency assets and liabilities do not qualify for hedge
accounting in accordance with SFAS 133 �Accounting for Derivative Instruments and Hedging Activities,� as amended by SFAS No. 138,
�Accounting for Certain Derivative Instruments and Certain Hedging Activities,� and SFAS No. 149, �Amendment of Statement 133 on Derivative
Instruments and Hedging Activities,� (collectively, �SFAS No. 133�), and therefore are not deferred and are included in the Condensed
Consolidated Statements of Income (Unaudited) in Other income, net.

Unrealized gains and losses on the contracts hedging non-US Dollar Anticipated Royalties qualify for hedge accounting under SFAS No. 133
and are therefore deferred and included in OCI �Other Comprehensive Income.�

Fair Value of Financial Instruments

At March 31, 2006, the Company�s financial instruments included cash, cash equivalents, receivables, accounts payable and long-term debt. At
March 31, 2006, the fair values of cash, cash equivalents, receivables and accounts payable approximated carrying values due to the short-term
nature of these instruments. At March 31, 2006, the fair value of long-term debt approximated carrying value.
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Credit Concentrations

The Company continually monitors its positions with, and the credit quality of, the financial institutions which are counterparties to its financial
instruments and does not anticipate non-performance by the counterparties. The Company would not realize a material loss as of March 31, 2006
in the event of non-performance by any one counterparty. The Company enters into transactions only with financial institution counterparties
that have a credit rating of A or better. In addition, the Company limits the amount of credit exposure with any one institution.

The Company maintains accounts receivable balances ($310,163 and $297,302, net of allowances, at March 31, 2006 and December 31, 2005,
respectively), principally from customers in the pharmaceutical industry. The Company�s trade receivables do not represent significant
concentrations of credit risk at March 31, 2006 due to the high quality of its customers and their dispersion across many geographic areas.

Lines of Credit

The following table summarizes the Company�s long-term debt at March 31, 2006 and December 31, 2005:

March 31,
2006

December 31,
2005

4.6% Private Placement Note, principal payment of $150,000 due January 2008, net
of interest rate swaps of $(3,123) and $(2,710), respectively $ 146,877 $ 147,290

Short-Term Credit Agreement due May 2, 2006 (Refinanced on April 27, 2006 with
5.55% Private Placement Notes, principal payment of $150,000 due April 2016 -
see below) 150,000 �

1.70% Private Placement Note, principal payment of 34,395,000 Japanese Yen due
January 2013 291,532 �

Revolving Credit Facility:
Japanese Yen denominated borrowings at average floating rates of approximately
0.47% 78,657 371,924
Swiss Franc denominated borrowings at average floating rates of approximately
1.52% 94,301 92,217
U.S. Dollar denominated borrowings at average floating rates of approximately
5.20% 351,401 �

Total Long-Term Debt $ 1,112,768 $ 611,431
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In January 2006, the Company entered into a $175,000 short term credit agreement with a bank. Total borrowings under this agreement were
$150,000 at March 31, 2006. Such amount is classified as long-term debt in the Condensed Consolidated Statements of Financial Position
(Unaudited) in accordance with the provisions of SFAS No. 6, �Classification of Short-Term Obligations Expected to be Refinanced,� as the
Company refinanced this debt through a private placement transaction closed on April 27, 2006, pursuant to which it issued $150,000 of ten-year
notes to two highly rated insurance companies at a fixed rate of 5.55%.

In January 2006, the Company closed a private placement transaction pursuant to which its Japanese subsidiary issued 34,395,000 Japanese Yen
seven-year debt (equal to $300,000 at date of issuance) to several highly rated insurance companies at a fixed rate of 1.70%. The Company used
the proceeds to refinance existing debt in Japan.

In April 2004, the Company entered into a $700,000 revolving credit facility with a syndicate of 12 banks (the �Unsecured Facility�). The
Unsecured Facility replaced the Company�s lines of credit with several domestic and international banks. On March 9, 2005, the Company
renegotiated with the syndicate of 12 banks to amend and restate the Unsecured Facility (the �Amended and Restated Facility�). The terms of the
Amended and Restated Facility extended the maturity of the facility in its entirety to a term of five years, maturing March 2010, reduced the
borrowing margins and increased subsidiary borrowing limits. Total borrowings under these existing lines were $524,359 and $464,141 at
March 31, 2006 and December 31, 2005, respectively, all of which were classified as long-term. The Company defines long-term lines as those
where the lines are non-cancelable for more than 365 days from the balance sheet date by the financial institutions except for specified,
objectively measurable violations of the provisions of the agreement. In general, rates for borrowing under the Amended and Restated Facility
are LIBOR plus 40 basis points and can vary based on the Company�s Debt to EBITDA ratio. The weighted average interest rates for the
Company�s lines were 3.83% and 0.62% at March 31, 2006 and December 31, 2005, respectively. In addition, the Company is required to pay a
commitment fee on any unused portion of the facilities of 0.9%. At March 31, 2006, the Company had approximately $175,641 available under
its existing bank credit facilities.

In January 2003, the Company closed a private placement transaction pursuant to which it issued $150,000 of five-year debt to several highly
rated insurance companies at a fixed rate of 4.60%. The Company used the proceeds to pay down short-term debt. The Company also swapped
$100,000 of its fixed rate debt to floating rate based on six-month LIBOR plus a margin of approximately 107 basis points. The Company
accounted for these swaps as fair value hedges under the provisions of SFAS No. 133, �Accounting for Derivative Instruments and Hedging
Activities.� The Company determined the fair values based on estimated prices quoted by financial institutions. The fair values of these swaps
were $(3,123) and $(2,710) as of March 31, 2006 and December 31, 2005, respectively.

In March and April 2002, the Company entered into interest rate swaps on a portion of its variable rate debt portfolio. In March 2005, $50,000 of
these swaps matured. The remaining arrangement converts the variable interest rates to a fixed interest rate of 5.08% on a notional amount of
$25,000 and matured in April 2006. The Company accounted for the interest rate swaps as cash flow hedges and recorded any changes in fair
value in Other Comprehensive Income. The Company determined the fair values based on estimated prices quoted by financial institutions. The
fair values of these swaps were $(35) and $(100) as of March 31, 2006 and December 31, 2005, respectively.
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The Company�s financing arrangements provide for certain covenants and events of default customary for similar instruments, including in the
case of its main bank arrangements and the 2003 private placement transaction, covenants to maintain specific ratios of consolidated total
indebtedness to EBITDA and of EBITDA to certain fixed charges. At March 31, 2006, the Company was in compliance with these financial
debt covenants.

Note 11. Pension and Postretirement Benefits
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The following table provides the Company�s expense associated with pension benefits that are accounted for under SFAS No. 87,
�Employers� Accounting for Pensions,� and postretirement benefits that are accounted for under SFAS No. 106, �Employers� Accounting for
Postretirement Benefits Other Than Pensions.� For a complete description of the Company�s pension and postretirement benefits, refer to
Note 12 of the Company�s 2005 Annual Report on Form 10-K as filed with the SEC.
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Components of Net Periodic Benefit Cost for the
Three Months Ended March 31,

Pension Benefits Other Benefits
2006 2005 2006 2005

Service cost $ 3,464 $ 2,315 $ 10 $ 18
Interest cost 3,911 3,642 193 167
Expected return on plan assets (6,354) (5,586) � �
Amortization of prior service cost (credit) (45) (55) (141) (247)
Amortization of transition obligation (1) (1) � �
Amortization of net loss 1,128 728 152 63
Net periodic benefit cost $ 2,103 $ 1,043 $ 214 $ 1

Note 12. Income Taxes
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The Company operates in more than 100 countries around the world and its earnings are taxed at the applicable income tax rate in each of these
countries.

For the three months ended March 31, 2006, the Company�s effective tax rate was reduced primarily due to a favorable U.S. partnership audit
settlement of approximately $69,200 for the tax years 1998 through 2003 and a favorable U.S. audit settlement of approximately $17,600 for the
tax years 2000 through 2003. Also in the first quarter of 2006, approximately $24,100 of tax expense was recorded related to disputes between
the Company and NMR, on the one hand, and Donnelley and certain of its former affiliates on the other hand, as to proper interpretation of, and
allocation of tax liabilities under, the 1996 Spin-Off agreements (see Note 8). For the three months ended March 31, 2005, the Company�s
effective tax rate was reduced primarily due to a favorable non-U.S. audit settlement of approximately $29,300. Also in the first quarter of 2005,
$67,100 of tax expense was recorded related to the decision to repatriate approximately $647,000 of foreign earnings back to the U.S. during
2005 under the American Jobs Creation Act of 2004. While the Company intends to continue to seek global tax planning initiatives, there can be
no assurance that the Company will be able to successfully implement such initiatives to reduce or maintain its overall tax rate.

The Company accrues for tax loss contingencies in the period in which they are probable and estimable in accordance with SFAS No. 5,
�Accounting for Contingencies.� These reserves are included in current income taxes payable to the extent the related amounts are expected to be
paid within the next twelve-month period. If the Company expects the liability to be settled beyond one year, these amounts are classified as a
long-term liability.

23

Edgar Filing: IMS HEALTH INC - Form 10-Q

See accompanying Notes to the Condensed Consolidated Financial Statements (Unaudited). 54



Note 13. IMS Health Capital Stock
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The Company�s share repurchase program has been developed to buy opportunistically, when the Company believes that its share price provides
it with an attractive use of its cash flow and debt capacity.

On January 25, 2006, the Board of Directors authorized a stock repurchase program to buy up to 30,000 shares. As of March 31, 2006, 11,374
shares remained available for repurchase under the January 2006 program.

On November 16, 2005, the Board of Directors authorized a stock repurchase program to buy up to 10,000 shares. This program was completed
in February 2006 at a total cost to date of $251,620. The final total cost will be determined upon completion of the accelerated share repurchase
program (�ASR�) settlement period as described below.

On December 14, 2004, the Board of Directors authorized a stock repurchase program to buy up to 10,000 shares. This program was completed
in January 2006 at a total cost of $242,680.

On February 10, 2004, the Board of Directors authorized a stock repurchase program to buy up to 10,000 shares. This program was completed in
January 2005 at a total cost of $232,770.

On April 15, 2003, the Board of Directors authorized a stock repurchase program to buy up to 10,000 shares. This program was completed in
May 2004 at a total cost of $243,520.

On July 19, 2000, the Board of Directors authorized a stock repurchase program to buy up to 40,000 shares. This program was completed in
June 2003 at a total cost of $868,314.

During the first quarter of 2006, the Company repurchased 29,000 shares of outstanding Common Stock under these programs at a total cost of
$728,202, including the repurchase of 25,000 shares on January 30, 2006 pursuant to an ASR. The ASR agreement provides for the final
settlement of the contract in either cash or additional shares of the Company�s Common Stock at the Company�s sole discretion. The Company�s
final settlement amount will increase (decrease) based on an increase (decrease) in the Company�s share price over the settlement period, and will
occur no later than August 7, 2006.

During 2005, the Company repurchased approximately 10,213 shares of outstanding Common Stock under these programs at a total cost of
$246,507.

Shares acquired through the Company�s repurchase programs described above are open-market purchases or privately negotiated transactions in
compliance with Securities and Exchange Commission Rule 10b-18, with the exception of purchases pursuant to the ASR.

Under the Company�s Restated Certificate of Incorporation as amended, the Company has authority to issue 820,000 shares with a par value of
$.01 per share of which 800,000 represent shares of Common Stock, 10,000 represent shares of preferred stock and 10,000 represent shares of
Series Common Stock. The preferred and series Common Stock can be issued with varying terms, as determined by the Board of Directors.
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The Company paid cash dividends of $0.03 and $0.02 per share which amounted to $6,035 and $4,570 during the three months ended March 31,
2006 and 2005, respectively.  The payments and level of cash dividends made by the Company are subject to the discretion of the Board of
Directors.

Note 14.  Comprehensive Income
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The following table sets forth the components of comprehensive income, net of income tax expense:

Three Months Ended
March 31,

2006 2005
Net Income $ 118,097 $ 30,343
Other comprehensive income, net of taxes:
Unrealized gains (losses) on:
Available-for-sale equity securities 44 (105)
Tax (expense) benefit on above (16) 37
Change in unrealized gains (losses) on investments 28 (68)
Foreign currency translation gains (losses) 9,121 (26,298)
Changes in fair value of cash flow hedges 43 353
Total other comprehensive income (loss) 9,192 (26,013)
Comprehensive Income $ 127,289 $ 4,330

Note 15.  Severance, Impairment and Other Charges
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During the fourth quarter of 2004, the Company recorded $36,890 of Severance, impairment and other charges as a component of operating
income.  As a result of leveraging prior investments in technology and process improvements, the Company committed to a plan to eliminate
selected positions involved primarily in production and development.  The plan resulted in a charge for one-time termination benefits relating to
a headcount reduction of approximately 490 employees located primarily in Europe and the U.S.  These severance benefits were calculated
pursuant to the terms of established employee protection plans, in accordance with local statutory minimum requirements or individual
employee contracts, as applicable.

All of the 2004 fourth quarter charge will be settled in cash.  Substantially all termination actions under this plan were completed by March 31,
2006.

Severance Related
Reserves

Charge at December 31, 2004 $ 36,890
2004 utilization (452)
2005 utilization (24,052)
2006 utilization (8,631)
Balance at March 31, 2006 $ 3,755

The Company currently expects that a substantial portion of the cash outlays relating to the 2004 fourth quarter charge will be applied against
the remaining March 31, 2006 balance during the remainder of 2006.
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During the three months ended March 31, 2003, the Company recorded $37,220 of Severance, impairment and other charges as a component of
operating income.  These charges were designed to further streamline operations and increase productivity through a worldwide reduction in
headcount of approximately 80 employees and charges related to impaired contracts and assets.   The contract-related charges were for impaired
data supply and data processing contacts primarily in the Company�s U.S. and Japanese operations.  The asset write-downs portion of the 2003
charge related to the Company�s decision to abandon certain products and as such, certain computer software primarily in the U.S., Japan and
Europe was written-down to its net realizable value.

Severance
Related
Reserves

Contract
Related
Reserves

Asset
Write-
Downs Total

Charge at March 31, 2003 $ 9,958 $ 22,307 $ 4,955 $ 37,220
2003 utilization (6,197) (7,047) (6,634) (19,878)
2004 utilization (1,637) (3,614) � (5,251)
2005 utilization (378) (6,747) � (7,125)
2006 utilization � (1,934) � (1,934)
Adjustments (1,746) 67 1,679 �
Balance at March 31, 2006 $ � $ 3,032 $ � $ 3,032

Approximately $9,958 of the 2003 charge related to a worldwide reduction in headcount of approximately 80 employees.  These severance
benefits were calculated pursuant to the terms of established employee protection plans, in accordance with local statutory minimum
requirements or individual employee contracts, as applicable.

The cash portion of the first quarter 2003 charge amounted to $30,586, of which the Company paid approximately $1,934 during the first quarter
of 2006 for contract related charges.  The remaining accrual of $3,032 at March 31, 2006 relates to lease obligations.

The Company expects that cash outlays will be applied against the $3,032 balance remaining of the first quarter 2003 charge at March 31, 2006
as follows:

Year Ended
December 31, Cash Outlays
2006 $ 372
2007 2,660
Total $ 3,032

During 2003, the Company reversed approximately $1,750 of severance related charges originally included in the first quarter 2003 charge due
to the Company�s refinement of estimates.  The Company also recorded additional charges during 2003 of approximately $1,700 related
primarily to a software impairment.

During the fourth quarter of 2001, the Company completed the assessment of its Competitive Fitness Program.  This program was designed to
streamline operations, increase productivity, and improve client service.  In connection with this program, the Company recorded $94,616 of
Severance, impairment and other charges during the fourth quarter of 2001 as a component of operating income.
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Severance
Related
Reserves

Contract
Related
Reserves

Asset
Write-
Downs Total

Charge at December 31, 2001 $ 39,652 $ 26,324 $ 28,640 $ 94,616
2001 utilization (3,692) (6,663) (27,887) (38,242)
2002 utilization (26,277) (9,819) (1,474) (37,570)
2003 utilization (6,384) (2,720) (241) (9,345)
2004 utilization (455) (1,232) � (1,687)
2005 utilization (262) (1,881) � (2,143)
2006 utilization (66) (451) � (517)
Adjustments (688) (274) 962 �
Balance at March 31, 2006 $ 1,828 $ 3,284 $ � $ 5,112

The Company expects that cash outlays will be applied against the $5,112 balance remaining in the program at March 31, 2006 as follows:

Year Ended
December 31, Cash Outlays
2006 $ 1,704
2007 1,903
2008 262
2009 262
2010 262
Thereafter 719
Total $ 5,112

Note 16.  Operations by Business Segment
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Operating segments are defined as components of an enterprise about which financial information is available that is evaluated on a regular basis
by the chief operating decision-maker, or decision-making groups, in deciding how to allocate resources to an individual segment and in
assessing performance of the segment.  The Company operates a globally consistent business model, offering pharmaceutical business
information, software and related services to its customers in more than 100 countries.  See Note 2.

The Company maintains regional geographic management to facilitate local execution of its global strategies.  However, the Company maintains
global leaders for the majority of its critical business processes; and the most significant performance evaluations and resource allocations made
by the Company�s chief operating decision makers are made on a global basis.  As such, the Company has concluded that it maintains one
operating and reportable segment.

Geographic Financial Information:

The following represents selected geographic information for the regions in which we operate for the three months ended March 31, 2006 and
2005:
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Americas
(1)

Europe
(2)

Asia Pacific
(3)

Corporate &
Other

Total
IMS

Three months ended March 31, 2006:
Operating Revenue (4) $ 207,079 $ 174,852 $ 64,223 � $ 446,154
Operating Income (Loss) (5) $ 73,274 $ 18,009 $ 27,599 $ (22,146) $ 96,736
Three months ended March 31, 2005:
Operating Revenue (4) $ 176,550 $ 175,606 $ 58,828 � $ 410,984
Operating Income (Loss) (5) $ 65,403 $ 18,072 $ 28,275 $ (14,878) $ 96,872

Notes to Geographic Financial Information:

(1)  Americas includes the United States, Canada and Latin America.

(2)  Europe includes countries in Europe, the Middle East and Africa.

(3)  Asia Pacific includes Japan, Australia and other countries in the Asia Pacific region.

(4)  Operating revenue relates to external customers and is primarily based on the location of the customer.  The
operating revenue for the geographic regions includes the impact of foreign exchange in converting results into U.S.
dollars.

(5)  Operating income for the three geographic regions does not reflect the allocation of certain expenses that are
maintained in Corporate and Other and as such, is not a true measure of the respective regions� profitability.   The
operating income for the geographic segments includes the impact of foreign exchange in converting results into U.S.
dollars.

A summary of the Company�s operating revenue by product line for the three months ended March 31, 2006 and 2005 is presented below:

Three Months Ended
March 31,

2006 2005
Sales force effectiveness $ 214,137 $ 199,973
Portfolio optimization 129,811 126,748
Launch, brand and other 102,206 84,263
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Total Operating revenue $ 446,154 $ 410,984
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Item 2. Management's Discussion and Analysis of Financial Condition and Results of Operations

(Dollars and shares in thousands, except per share data)

This discussion and analysis should be read in conjunction with the accompanying Condensed Consolidated Financial Statements (Unaudited)
and related notes.

Executive Summary
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Our Business
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IMS Health Incorporated (�we�, �us� or �our�) is the leading global provider of market intelligence to the pharmaceutical and healthcare industries. 
We offer leading-edge business intelligence products and services that are integral to our clients� day-to-day operations, including portfolio
optimization capabilities; launch and brand management solutions; sales force effectiveness innovations; managed care and over-the-counter
offerings; and consulting and services solutions that improve ROI and the delivery of quality healthcare worldwide.  Our information products
are developed to meet client needs by using data secured from a worldwide network of suppliers in the markets where operations exist.  Key
information products include:

�  Sales Force Effectiveness to optimize sales force productivity and territory management;

�  Portfolio Optimization to provide clients with insights into market opportunity and business development
assessment; and

�  Launch, Brand Management and Other to support client needs relative to market segmentation and
positioning and life cycle management for prescription and over-the-counter pharmaceutical products.

Within these business lines, we provide consulting and services that use in-house capabilities and methodologies to assist pharmaceutical clients
in analyzing and evaluating market trends, strategies and tactics, and to help in the development and implementation of customized software
applications and data warehouse tools.

We operate in more than 100 countries.  Until December 21, 2004, we also owned approximately a 25% equity interest in the TriZetto Group,
Inc. (�TriZetto�) (see Note 7 to the Condensed Consolidated Financial Statements (Unaudited).

We manage on a global business model with global leaders for the majority of our critical business processes and accordingly have one
reportable segment.

We believe that important measures of our financial condition and results of operations include operating revenue, constant dollar revenue
growth, operating income, constant dollar operating income growth, operating margin and cash flows.

Performance Overview

Our operating revenue grew 8.6% to $446,154 in the first quarter of 2006 as compared to $410,984 in the first quarter of 2005 with growth in all
three of our business lines.  Our operating income remained essentially flat at $96,736 in the first quarter of 2006 and $96,872 in the first quarter
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of 2005, as the growth in operating revenue was offset by increases in operating costs and selling and administrative expenses. These increases
in costs and expenses were primarily driven by our adoption of Statement of Financial Accounting Standards (�SFAS�) No. 123
(revised 2004), �Share-Based Payment,� (�SFAS 123R�), acquisitions, increased costs of data, and additional investments
in consulting and services capabilities.  Our net income was $118,097 for the first quarter of 2006 as compared to
$30,343 for the first quarter of 2005 primarily due to favorable U.S. tax-related audit settlements in the first quarter of
2006.  As a result, our diluted earnings per share of Common Stock increased to $0.56 for the first quarter of 2006 as
compared to $0.13 for the first quarter of 2005.

Results of Operations

Reclassifications.  Certain prior-year amounts have been reclassified to conform to the 2006 presentation.

References to constant dollar results.  We report results in U.S. dollars, but we do business on a global basis.  Exchange rate
fluctuations affect the rate at which we translate foreign revenues and expenses into U.S. dollars and have important
effects on our results.  In order to illustrate these effects, the discussion of our business in this report sometimes
describes the magnitude of changes in constant dollar terms.  We believe this information facilitates a comparative
view of business growth.  In the first three months of 2006, the U.S. dollar was generally stronger against other
currencies as compared to the first three months of 2005, so growth at constant dollar exchange rates was higher than
growth at actual currency exchange rates.  See �How Exchange Rates Affect Our Results� below and the discussion of
�Market Risk� in the Management Discussion and Analysis section of our annual report on Form 10-K for the year
ended December 31, 2005 for a more complete discussion regarding the impact of foreign currency translation on our
business.

Stock-Based Compensation Expense

SFAS 123R was adopted on January 1, 2006, which now requires among other items, the recognition of stock option expense in the results of
operations. The modified prospective transition method was elected; therefore, prior period results were not retrospectively adjusted.  Prior to the
adoption of SFAS 123R, stock-based compensation expense related to stock options was not recognized in the results of operations if the
exercise price was at least equal to the market value of the common stock on the grant date, in accordance with Accounting Principles Board
(�APB�) Opinion No. 25, �Accounting for Stock Issued to Employees,� (�APB 25�). As a result, the recognition of stock-based compensation expense
was generally limited to the expense attributed to restricted stock unit awards and stock option modifications.  Historically, stock options have
been granted to broad groups of employees on a discretionary basis. Beginning in fiscal 2006, employees are eligible to receive restricted stock
units with a service condition of four years instead of stock options with a service condition of three years. Employees in more advanced
leadership positions will continue to be eligible to receive restricted stock units which contain performance and service conditions.

As a result of adopting SFAS 123R on January 1, 2006, our income before income taxes and net income for the period ended March 31, 2006
are $9,623 lower and $6,728 lower, respectively, than if the company had continued to account for share-based compensation under APB 25. 
Basic and diluted earnings per share for the period ended March 31, 2006 both were $0.56, but would have been
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$0.60 and $0.59, respectively, if we had not adopted SFAS 123R.  Stock-based compensation expense was $11,155 before taxes during the three
months ended March 31, 2006 and $8,630 before taxes during the three months ended March 31, 2005.  Stock-based compensation expense
recognized in the results of operations during the first quarter of fiscal 2006 was $2,525 higher than the proforma amount determined under the
fair value-based method and disclosed in accordance with SFAS No. 123, �Accounting for Stock-Based Compensation,� for the comparable prior
year period. This increase was primarily due to higher fair value amounts attributed to the more recent awards, acceleration of the vesting of
restricted stock units and stock options of one executive employee due to retirement, and an increase in the amount of restricted stock unit
amortization in the first quarter of the fiscal year due to an increase in restricted stock grants to employees of recent acquisitions.   As of March
31, 2006, approximately $6,862 of unrecognized stock compensation related to unvested restricted stock awards (net of estimated forfeitures) is
expected to be recognized over a weighted-average period of 1.75 years.  As of March 31, 2006, approximately $33,052 of unrecognized stock
compensation related to unvested stock options (net of estimated forfeitures) is expected to be recognized over a weighted-average period of
1.37 years.

Summary of Operating Results

% Variance
Three months ended March 31, 2006

vs. 20052006 2005
Operating revenue $ 446,154 $ 410,984 8.6%
Operating costs 197,917 180,006 10.0%
Selling and administrative expenses 124,152 109,429 13.5%
Depreciation and amortization 27,349 24,677 10.8%
Operating income $ 96,736 $ 96,872 (0.1)%

Operating Income

Our operating income for the first quarter of 2006 was essentially flat at $96,736 from $96,872 in the first quarter of 2005.  This was primarily
due to the increase in our operating revenue, offset by increases in our operating costs and selling and administrative expenses driven primarily
by acquisitions, increased cost of data, investments in consulting and services capabilities, and the adoption of SFAS 123R.  Our operating
income increased 2.8% in constant dollar terms.  Excluding the effect of our adoption of SFAS 123R, our operating income increased 9.8% on a
reported basis and 12.7% in constant dollar terms (See Note 9 to our Condensed Consolidated Financial Statements (Unaudited)).

Operating Revenue

Revenue in 2005 reflects a reclassification between our three business lines to conform to the 2006 presentation.

Our operating revenue for the first quarter of 2006 grew 8.6% to $446,154 from $410,984 in the first quarter of 2005. On a constant dollar basis
our operating revenue growth was 12.9%.  Acquisitions made during 2005 and 2006 contributed approximately 4.0 percentage points to both
reported and constant dollar operating revenue growth.  The increase in our operating revenue
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resulted from growth in revenue in all three of our business lines, together with the effect of currency translation.  On a constant dollar basis, all
business lines grew.

Summary of Operating Revenue

% Variance
2006 vs 2005

Three months ended March 31, Reported
Rates

Constant
Dollar2006 2005

Sales force effectiveness $ 214,137 $ 199,973 7.1% 11.1%
Portfolio optimization 129,811 126,748 2.4% 6.8%
Launch, brand and other 102,206 84,263 21.3% 26.5%
Operating Revenue $ 446,154 $ 410,984 8.6% 12.9%

�  Sales Force Effectiveness revenue grew primarily due to our DDD offering in Japan, Long-Term Care
offerings in the Americas, and growth in our weekly data offerings as well as continued growth in our Sales and
Account Management consulting practice area.

�  Portfolio Optimization revenue grew primarily due to strong demand for certain of our core products
including MIDAS Quantum.

�  Launch, Brand Management and Other product lines revenue grew primarily due to our Launch and Brand
management offerings and strong acceptance of our Managed Care offerings in the Americas.

�  Consulting and services revenue, as included in the business lines above, was $69,019 in the first quarter of
2006, up 25.9% from $54,818 in the first quarter of 2005 (up 30.9% on a constant-dollar basis).  Approximately
two-thirds of the consulting and services revenue growth for the first quarter of 2006 was attributable to acquisitions
completed during 2006 and 2005.

Operating Costs

Our operating costs include data processing costs, the costs of data collection and production, and costs attributable to personnel involved in
production, data management and the processing and delivery of our consulting and services offerings.  Our operating costs grew 10.0% to
$197,917 in the first quarter of 2006, from $180,006 in the first quarter of 2005.  The increase in our operating costs was primarily due to the
adoption of SFAS 123R, operating costs of acquired businesses, increased cost of data, and increases in costs related to consulting and services
partially offset by the effect of foreign currency translations.  SFAS 123R increased our operating costs by $1,407 and foreign currency
translation decreased our operating costs by approximately $9,000 for the first quarter of 2006.  Excluding the effect of these two items, our
operating costs grew 14.3% in the first quarter of 2006 as compared to the first quarter of 2005.
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Our operating costs generally have increased at a rate greater than operating revenues in each of the last three full fiscal years.  This increase has
been due primarily to higher data costs to support revenue growth and acquisitions.
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Selling and Administrative Expenses

Our selling and administrative expenses consist primarily of the expenses attributable to sales, marketing, and administration, including human
resources, legal, management and finance.  Our selling and administrative expenses grew 13.5% in the first quarter of 2006, to $124,152 from
$109,429 in the first quarter of 2005:

�  SFAS 123R: The effect of the adoption of SFAS 123R increased our selling and administrative expenses by
$8,216 for the first quarter of 2006 as compared to the first quarter of 2005 (See Note 9 to our Condensed
Consolidated Financial Statements (Unaudited)).

�  Foreign Currency Translation: The effect of foreign currency translation decreased our selling and
administrative expenses by approximately $5,000 for the first quarter of 2006 as compared to the first quarter of 2005.

Excluding the effect of SFAS 123R and the change due to foreign currency translation, our selling and administrative expenses grew 10.6% in
the first quarter of 2006 as compared to the first quarter of 2005.

�  Sales and Marketing: Sales and marketing expense increased by approximately $4,000 in the first quarter of
2006, compared to the first quarter of 2005 to support revenue growth.

�  Consulting:  Consulting and services expenses increased by approximately $9,000 in the first quarter of 2006,
compared to the first quarter of 2005 to support the growth in this revenue stream.

Depreciation and Amortization

Our depreciation and amortization charges increased 10.8% to $27,349 in the first quarter of 2006, from $24,677 in the first quarter of 2005,
primarily due to computer software amortization associated with new products which increased by approximately $2,500, and amortization of
intangibles related to recent acquisitions, which increased by approximately $1,000 in the first quarter of 2006 as compared to the first quarter of
2005.

Trends in our Operating Margins
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Our operating margin for the first quarter of 2006 was 21.7%, as compared to 23.6% in the first quarter of 2005.  The decrease in our operating
margins for the first quarter of 2006 is primarily due to the adoption of SFAS 123R.  Excluding the effect of SFAS 123R, our operating margin
would have increased 0.2 percentage points to 23.8% in the first quarter of 2006, from 23.6% in the first quarter of 2005.

Recent acquisitions have had an adverse effect on our operating margins due to the fact that some of our small business acquisitions have
historically experienced lower operating margins than ours, and the revenue and cost synergies that we incorporate into our business plans are
not all immediately realized.  We also experience higher intangible amortization in the first years after completing an acquisition and
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may incur additional costs in integrating the acquired operations into ours, both of which tend to increase our costs and thus decrease our
operating margins in the initial years of each completed acquisition.

Excluding the effect of SFAS 123R, our operating margin stabilized during the first quarter of 2006.  Operating margins are likely to decline
throughout 2006 as a result of our adoption of SFAS 123R.

Non-Operating Income (Loss), net

Our non-operating income (loss), net decreased to a loss of $2,471 in the first quarter of 2006 from income of $8,134 in the first quarter of
2005.  The decrease in our non-operating income was primarily due to the following factors:

�  Interest Expense, net: Net interest expense for the first quarter was $6,916 in 2006, compared with $3,798 in
2005, primarily due to both higher debt levels and interest rates.

�  Gains from Investments, net: We had gains from investments of $2,673 during the first quarter of 2006,
primarily as a result of the sale of our investment in Allscripts Healthcare Solutions, Inc., offset by management fees
related to our Enterprise portfolio and write-downs related to other-than-temporary declines in the value of our venture
capital investments.  Gains from investment of $2,671 in the first quarter of 2005 were primarily as a result of a
divestiture of an interest we had in a German company.

�  Other Income, net: Other income, net, decreased by $7,489 primarily due to net foreign exchange gains of
$2,691 in the first quarter of 2006, compared with net foreign exchange gains of $11,236 in the first quarter of 2005.

Taxes

For the three months ended March 31, 2006, our effective tax rate was reduced primarily due to a favorable U.S. partnership audit settlement of
approximately $69,200 for the tax years 1998 through 2003 and a favorable U.S. audit settlement of approximately $17,600 for the tax
years 2000 through 2003.  Also in the first quarter of 2006, approximately $24,100 of tax expense was recorded
related to disputes between the Company and NMR, on the one hand, and Donnelley and certain of its former
affiliates on the other hand, as to proper interpretation of, and allocation of tax liabilities under, the 1996 Spin-Off
agreements.  For the three months ended March 31, 2005, our effective tax rate was reduced primarily due to a
favorable non-U.S. audit settlement of approximately $29,300.  Also in the first quarter of 2005, $67,100 of tax
expense was recorded related to the decision to repatriate approximately $647,000 of foreign earnings back to the U.S.
during 2005 under the American Jobs Creation Act of 2004 (�AJCA�).
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For all periods presented, our effective tax rate was reduced as a result of global tax planning initiatives.  While we intend to continue to seek
global tax planning initiatives, there can be no assurance that we will be able to successfully identify and implement such initiatives to reduce or
maintain our overall tax rate.
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Operating Results by Geographic Region

Edgar Filing: IMS HEALTH INC - Form 10-Q

Operating Results by Geographic Region 82



The following represents selected geographic information for the regions in which we operate for the three months ended March 31, 2006 and
2005:

Americas
(1)

Europe
(2)

Asia Pacific
(3)

Corporate &
Other

Total
IMS

Three months ended March 31, 2006:
Operating Revenue (4) $ 207,079 $ 174,852 $ 64,223 � $ 446,154
Operating Income (Loss) (5) $ 73,274 $ 18,009 $ 27,599 $ (22,146) $ 96,736
Three months ended March 31, 2005:
Operating Revenue (4) $ 176,550 $ 175,606 $ 58,828 � $ 410,984
Operating Income (Loss) (5) $ 65,403 $ 18,072 $ 28,275 $ (14,878) $ 96,872

Notes to Geographic Financial Information:

(1)  Americas includes the United States, Canada and Latin America.

(2)  Europe includes countries in Europe, the Middle East and Africa.

(3)  Asia Pacific includes Japan, Australia and other countries in the Asia Pacific region.

(4)  Operating revenue relates to external customers and is recognized primarily based on the location of
the customer.  The operating revenue for the geographic regions includes the impact of foreign exchange in
converting results into U.S. dollars.

(5)  Operating income for the three geographic regions does not reflect the allocation of certain expenses
that are maintained in Corporate and Other and as such, is not a true measure of the respective regions�
profitability.   The operating income for the geographic segments includes the impact of foreign exchange in
converting results into U.S. dollars.

Americas Region

Operating revenue growth in the Americas region was 17.3% in the first quarter of 2006, compared to the first quarter of 2005, primarily due to
strong performance in consulting and services within the launch and brand management, managed care and other business lines and continued
overall strength of the sales force effectiveness business line.
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Operating income in the Americas region grew 12.0% in the first quarter of 2006, compared to the first quarter of 2005.  The operating income
growth reflects revenue growth in the region and foreign currency translations, partially offset by the adoption of SFAS 123R, increased cost of
data, investment in consulting capabilities, and costs associated with acquisitions.  Excluding the effect of foreign currency translations,
operating income grew by 11.1%.  Excluding the effect of SFAS 123R, after adjusting for currency, operating income grew 15.0% in the
Americas region.

Europe Region

Operating revenue decreased in the Europe region by 0.4% in the first quarter of 2006, compared to the first quarter of 2005, primarily due to
foreign currency translations.  Excluding the effect of
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foreign currency translations, operating revenue grew 8.0% primarily due to the strong performance of our SFE and Launch and Brand
Management offerings and growth in of our portfolio optimization data sales.

Operating income in the Europe region decreased by 0.3% in the first quarter of 2006, compared to the first quarter of 2005.  The decline in
operating income in the first quarter of 2006 was primarily driven by foreign currency translations and the effect of SFAS 123R.  Excluding the
effect of foreign currency translations, operating income grew by 7.4%.  Excluding the effect of SFAS 123R, after adjusting for currency,
operating income grew 21.6% in the Europe region, primarily due to increased revenue and a decrease in our production costs as a result of the
fourth quarter 2004 severance actions.

Asia Pacific Region

Operating revenue in the Asia Pacific region increased 9.2% in the first quarter of 2006, compared to the first quarter of 2005, primarily due to
our sales force effectiveness offering in Japan and consulting and services in the rest of the region, partially offset by foreign currency
translations.  Excluding the effect of foreign currency translations, operating revenue grew 17.1%.

Operating income in the Asia Pacific region decreased by 2.4% in the first quarter of 2006, compared to the first quarter of 2005, primarily due
to foreign currency translations and the adoption of SFAS 123R.  Excluding the effect of foreign currency translations, operating income grew
by 5.7%.  Excluding the effect of SFAS 123R, after adjusting for currency, operating income grew by 7.9% in the Asia Pacific region, primarily
due to increased revenue offset by increased costs related to data and production support and investments in consulting capabilities.

How Exchange Rates Affect Our Results
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We operate globally, deriving a significant portion of our operating income from non-U.S. operations.  As a result, fluctuations in the value of
foreign currencies relative to the U.S. dollar may increase the volatility of U.S. dollar operating results.  We enter into foreign currency forward
contracts to partially offset the effect of currency fluctuations.  In the first quarter of 2006, foreign currency translation decreased U.S. dollar
revenue growth by approximately 4.4 percentage points, while the impact on operating income growth was an approximate decrease of 2.9
percentage points.

Non-U.S. monetary assets are maintained in currencies other than the U.S. dollar, principally the Euro, the Japanese Yen and the Swiss Franc. 
Where monetary assets are held in the functional currency of the local entity, changes in the value of these currencies relative to the U.S. dollar
are charged or credited to Cumulative translation adjustment in the Condensed Consolidated Statements of Financial Position (Unaudited).  The
effect of exchange rate changes during 2006 increased the U.S. dollar amount of Cash and cash equivalents by $705.

Liquidity and Capital Resources
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Our cash and cash equivalents decreased $216,519 during the first quarter of 2006 to $146,424    at March 31, 2006 compared to $362,943 at
December 31, 2005.  The decrease reflects cash provided
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by operating activities of $39,776, offset by cash used in investing activities of $36,938 and financing activities of $220,062.

We currently expect that we will use our cash and cash equivalents primarily to fund:

�  development of software to be used in our new products and capital expenditures to expand and upgrade our
information technology capabilities and to build or acquire facilities to house our growing business (we currently
expect to spend approximately $99,000 to $106,000 during 2006 for software development and capital expenditures);

�  acquisitions;

�  share repurchases;

�  dividends to our shareholders (we expect 2006 dividends will be $0.12 per share or approximately $24,000);

�  payments for tax-related matters, including the D&B Legacy Tax Matters discussed further in Note 8 to our
Condensed Consolidated Financial Statements (Unaudited).  In addition to the $16,300 payment made in April 2006
(see Note 8 to our Condensed Consolidated Financial Statements (Unaudited)), payments for certain of the D&B
Legacy Tax Matters could be up to approximately $51,300 prior to March 31, 2007; and

�  pension and other postretirement benefit plan contributions (we currently expect contributions to U.S. and
non-U.S. pension and other postretirement benefit plans to total approximately $7,300 in 2006, in addition to
approximately $10,500 paid in January 2006).

Net cash provided by operating activities amounted to $39,776 for the three months ended March 31, 2006, an increase of cash provided of
$77,892 over the comparable period in 2005.  The increase relates primarily to lower funding of accounts receivable and prepaid expenses
during the three months ended March 31, 2006.

Net cash used in investing activities amounted to $36,938 for the three months ended March 31, 2006, a decrease in cash used of $5,297 over the
comparable period in 2005.  The decrease relates primarily to the fact that we made payments of $18,298 for acquisitions during the first three
months of 2006, compared to payments made for acquisitions of $62,455 during the comparable period in 2005.  This decrease was partially
offset by $37,414 of proceeds from the sale of our investment in TriZetto in the first quarter of 2005 (see Note 7 of the Condensed Consolidated
Financial Statements (Unaudited)).
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Net cash used in financing activities amounted to $220,062 for the three months ended March 31, 2006, an increase of $262,517 over the
comparable period in 2005.  This increase in cash used was primarily due to an increase of $635,621 in purchases of our stock during the first
quarter of 2006 compared to the first quarter of 2005, partially offset by an increase of $394,650 in related debt during the first quarter of 2006
compared to the first quarter of 2005.  Refer to the Stock Repurchase
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Programs and Debt sections for further information on our variance between the first quarters of 2006 and 2005.

Our financing activities include cash dividends we paid of $0.03 and $0.02 per share quarterly for 2006 and 2005, respectively, which amounted
to $6,035 and $4,570 during the first three months of 2006 and 2005, respectively.  The payments and level of cash dividends made by us are
subject to the discretion of our Board of Directors.  Any future dividends, other than the $0.03 per share dividend for the second quarter of 2006,
which was declared by our Board of Directors in April 2006, will be based on, and affected by, a number of factors, including our operating
results and financial requirements.

Prior to the adoption of SFAS 123R, we presented all tax benefits of deductions resulting from the exercise of stock options as operating cash
flows in the Statement of Cash Flows.  Beginning on January 1, 2006, we changed our cash flow presentation in accordance with SFAS 123R
which requires the cash flows resulting from the tax benefits resulting from tax deductions in excess of the compensation cost recognized for
those options (excess tax benefits) to be classified as financing cash flows.

Tax and Other Contingencies

We are exposed to certain known tax and other contingencies that are material to our investors.  The facts and circumstances surrounding these
contingencies and a discussion of their effect on us are included in Note 8 to our Condensed Consolidated Financial Statements (Unaudited) for
the period ended March 31, 2006.  We do not know of any material tax or other contingencies, other than those described in Note 8 to our
Condensed Consolidated Financial Statements (Unaudited).

These contingencies may have a material effect on our liquidity, capital resources or results of operations.  Although we have established
reserves for D&B Legacy Tax Matters in accordance with SFAS No. 5, �Accounting for Contingencies,� the actual liability may exceed the
amount of the reserve.  We have not established any reserves in respect of the other contingencies other than those discussed in Note 8 of our
Notes to Condensed Consolidated Financial Statements (Unaudited).  In addition, even where our reserves are adequate, the incurrence of any of
these liabilities may have a material effect on our liquidity and the amount of cash available to us for other purposes.

Management believes that we have made appropriate arrangements in respect of the future effect on us of these known tax and other
contingencies.  Management also believes that the amount of cash available to us from our operations, together with cash from financing, will be
sufficient for us to pay any known tax and other contingencies as they become due without materially affecting our ability to conduct our
operations and invest in the growth of our business.
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Stock Repurchase Programs

Our share repurchase program has been developed to buy opportunistically, when we believe that our share price provides us with an attractive
use of our cash flow and debt capacity.

On January 25, 2006, the Board of Directors authorized a stock repurchase program to buy up to 30,000 shares.  As of March 31, 2006, 11,374
shares remained available for repurchase under the January 2006 program.

On November 16, 2005, the Board of Directors authorized a stock repurchase program to buy up to 10,000 shares.  This program was completed
in February 2006 at a total cost to date of $251,620.  The final total cost will be determined upon completion of the accelerated share repurchase
program (�ASR�) settlement period as described below.

On December 14, 2004, the Board of Directors authorized a stock repurchase program to buy up to 10,000 shares.  This program was completed
in January 2006 at a total cost of $242,680.

On February 10, 2004, the Board of Directors authorized a stock repurchase program to buy up to 10,000 shares.  This program was completed
in January 2005 at a total cost of $232,770.

On April 15, 2003, the Board of Directors authorized a stock repurchase program to buy up to 10,000 shares.  This program was completed in
May 2004 at a total cost of $243,520.

On July 19, 2000, the Board of Directors authorized a stock repurchase program to buy up to 40,000 shares.  This program was completed in
June 2003 at a total cost of $868,314.

During the first quarter of 2006, we repurchased 29,000 shares of outstanding Common Stock under these programs at a total cost of $728,202,
including the repurchase of 25,000 shares on January 30, 2006 pursuant to an ASR.  The ASR agreement provides for the final settlement of the
contract in either cash or additional shares of our Common Stock at our sole discretion.  Our final settlement amount will increase (decrease)
based on an increase (decrease) in our share price over the settlement period, and will occur no later than August 7, 2006.

During 2005, we repurchased approximately 10,213 shares of outstanding Common Stock under these programs at a total cost of $246,507.

Shares acquired through our repurchase programs described above are open-market purchases or privately negotiated transactions in compliance
with Securities and Exchange Commission Rule 10b-18, with the exception of purchases pursuant to the ASR.
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Under our Restated Certificate of Incorporation as amended, we have the authority to issue 820,000 shares with a par value of $.01 per share of
which 800,000 represent shares of Common Stock, 10,000 represent shares of preferred stock and 10,000 represent shares of Series Common
Stock.  The preferred and series Common Stock can be issued with varying terms, as determined by the Board of Directors.
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Debt

In recent years, we have increased debt levels to balance appropriately the objective of generating an attractive cost of capital with providing us
a reasonable amount of financial flexibility.  At March 31, 2006, our debt totaled $1,112,768, and management does not believe that this level of
debt poses a material risk to us due to the following factors:

�  in each of the last three years, we have generated strong net cash provided by operating activities in excess of
$300,000;

�  at March 31, 2006, we had $146,424 in worldwide cash and cash equivalents;

�  at March 31, 2006, we had $175,641 of unused debt capacity under our existing bank credit facilities; and

�  we believe that we have the ability to obtain additional debt capacity outside of our existing debt
arrangements.

The following table summarizes our long-term debt at March 31, 2006 and December 31, 2005:

March 31,
2006

December 31,
2005

4.6% Private Placement Note, principal payment of $150,000 due January 2008, net of
interest rate swaps of $(3,123) and $(2,710), respectively $ 146,877 $ 147,290

Short-Term Credit Agreement due May 2, 2006 (Refinanced on April 27, 2006 with 5.55%
Private Placement Notes, principal payment of $150,000 due April 2016 - see below) 150,000 �

1.70% Private Placement Note, principal payment of 34,395,000 Japanese Yen due
January 2013 291,532 �

Revolving Credit Facility:
Japanese Yen denominated borrowings at average floating rates of approximately 0.47% 78,657 371,924
Swiss Franc denominated borrowings at average floating rates of approximately 1.52% 94,301 92,217
U.S. Dollar denominated borrowings at average floating rates of approximately 5.20% 351,401 �

Total Long-Term Debt $ 1,112,768 $ 611,431
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In January 2006, we entered into a $175,000 short term credit agreement with a bank.  Total borrowings under this agreement were $150,000 at
March 31, 2006.  Such amount is classified as long-term debt in the Condensed Consolidated Statements of Financial Position (Unaudited) in
accordance with the provisions of SFAS No. 6, �Classification of Short-Term Obligations Expected to be Refinanced,� as we refinanced this debt
through a private placement transaction closed on April 27, 2006, pursuant to which we issued $150,000 of ten-year notes to two highly rated
insurance companies at a fixed rate of 5.55%.

In January 2006, we closed a private placement transaction pursuant to which its Japanese subsidiary issued 34,395,000 Japanese Yen
seven-year debt (equal to $300,000 at date of issuance) to several highly rated insurance companies at a fixed rate of 1.70%.  We used the
proceeds to refinance existing debt in Japan.

In April 2004, we entered into a $700,000 revolving credit facility with a syndicate of 12 banks (the �Unsecured Facility�).  The Unsecured
Facility replaced our lines of credit with several domestic and international banks.  On March 9, 2005, we renegotiated with the syndicate of 12
banks to amend and restate the Unsecured Facility (the �Amended and Restated Facility�).  The terms of the Amended and Restated Facility
extended the maturity of the facility in its entirety to a term of five years, maturing March 2010, reduced the borrowing margins and increased
subsidiary borrowing limits.  Total borrowings under these existing lines were $524,359 and $464,141 at March 31, 2006 and December 31,
2005, respectively, all of which were classified as long-term.  We define long-term lines as those where the lines are non-cancelable for more
than 365 days from the balance sheet date by the financial institutions except for specified, objectively measurable violations of the provisions of
the agreement.  In general, rates for borrowing under the Amended and Restated Facility are LIBOR plus 40 basis points and can vary based on
the our Debt to EBITDA ratio.  The weighted average interest rates for our lines were 3.83% and 0.62% at March 31, 2006 and December 31,
2005, respectively.  In addition, we are required to pay a commitment fee on any unused portion of the facilities of 0.9%.  At March 31, 2006,
we had approximately $175,641 available under our existing bank credit facilities.

In January 2003, we closed a private placement transaction pursuant to which it issued $150,000 of five-year debt to several highly rated
insurance companies at a fixed rate of 4.60%.  We used the proceeds to pay down short-term debt.  We also swapped $100,000 of its fixed rate
debt to floating rate based on six-month LIBOR plus a margin of approximately 107 basis points.  We accounted for these swaps as fair value
hedges under the provisions of SFAS No. 133, �Accounting for Derivative Instruments and Hedging Activities.�  We determined the fair values
based on estimated prices quoted by financial institutions.  The fair values of these swaps were $(3,123) and $(2,710) as of March 31, 2006 and
December 31, 2005, respectively.

In March and April 2002, we entered into interest rate swaps on a portion of its variable rate debt portfolio.  In March 2005, $50,000 of these
swaps matured.  The remaining arrangement converts the variable interest rates to a fixed interest rate of 5.08% on a notional amount of $25,000
and matured in April 2006.  We accounted for the interest rate swaps as cash flow hedges and recorded any changes in fair value in Other
Comprehensive Income.  We determined the fair values based on estimated prices quoted by financial institutions.  The fair values of these
swaps were $(35) and $(100) as of March 31, 2006 and December 31, 2005, respectively.
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Our financing arrangements provide for certain covenants and events of default customary for similar instruments, including in the case of its
main bank arrangements and the 2003 private placement transaction, covenants to maintain specific ratios of consolidated total indebtedness to
EBITDA and of EBITDA to certain fixed charges.  At March 31, 2006, we were in compliance with these financial debt covenants.

Severance, Impairment and Other Charges

During the fourth quarter of 2004, we recorded $36,890 of Severance, impairment and other charges as a component of operating income.  As a
result of leveraging prior investments in technology and process improvements, we committed to a plan to eliminate selected positions involved
primarily in production and development.  The plan resulted in a charge for one-time termination benefits relating to a headcount reduction of
approximately 490 employees located primarily in Europe and the U.S.  These severance benefits were calculated pursuant to the terms of
established employee protection plans, in accordance with local statutory minimum requirements or individual employee contracts, as
applicable.

All of the 2004 fourth quarter charge will be settled in cash.  Substantially all termination actions under this plan were completed by March 31,
2006.

Severance Related
Reserves

Charge at December 31, 2004 $ 36,890
2004 utilization (452)
2005 utilization (24,052)
2006 utilization (8,631)
Balance at March 31, 2006 $ 3,755

We currently expect that a substantial portion of the cash outlays relating to the 2004 fourth quarter charge will be applied against the remaining
March 31, 2006 balance during the remainder of 2006.

See Note 15 of our Condensed Consolidated Financial Statements (Unaudited) for a description of our 2001 and 2003 restructuring programs.

We expect that future results will benefit from the 2001 and 2003 restructuring charges to the extent of the contract-related charges and asset
write-downs primarily through 2007.  Our severance actions in the 2001 and 2003 programs related to a shifting of resources around the
Company.  The benefits from the 2004 severance actions will be partially offset by headcount additions in selected locations.  The benefits will
be realized primarily in Operating costs and Selling and administrative expense, with a partial year of benefit realized in 2005 and a full year of
benefit expected to be realized in 2006.  For the 2001 and 2003 charges the income statement lines that will be impacted in future periods are
Operating costs for the contract-related charges and Depreciation and amortization related to the asset write-downs.  However, we do not expect
a material impact on future cash flows due to the fact that we are still contractually obligated to continue to make payments under impaired
contracts.
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Recently Issued Accounting Standards

In February 2006, the Financial Accounting Standards Board (�FASB�) issued Statement of Financial Accounting Standards (�SFAS�) No. 155,
�Accounting for Certain Hybrid Financial Instruments � an amendment of FASB Statements No. 133 and 140.�  This statement clarifies the
application of SFAS No. 133, �Accounting for Derivative Instruments and Hedging Activities,� to beneficial interests in securitized financial
assets and improves the consistency of accounting for similar financial instruments. This statement also amends SFAS No. 140, �Accounting for
Transfers and Servicing of Financial Assets and Extinguishments of Liabilities � a replacement of FASB Statement No. 125,� to eliminate the
prohibition on a qualifying special-purpose entity from holding a derivative financial instrument that pertains to a beneficial interest other than
another derivative financial instrument.  This statement is effective for all financial instruments acquired or issued after the beginning of an
entity�s first fiscal year that begins after September 15, 2006.  We are currently evaluating this statement to determine any potential impact that it
may have on our financial results.

In March 2006, the FASB issued SFAS No. 156, �Accounting for Servicing of Financial Assets � an amendment of FASB Statement No. 140.� This
statement amends SFAS 140 and clarifies the accounting for, measurement of, and disclosure of servicing assets and servicing liabilities.  This
statement should be adopted as of the beginning of an entity�s first fiscal year that begins after September 15, 2006, but earlier adoption is
permitted.  We are currently evaluating this statement to determine any potential impact that it may have on our financial results.

Forward-Looking Statements and Risk Factors
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This Quarterly Report on Form 10-Q, as well as information included in oral statements or other written statements made or to be made by us,
contain statements that, in our opinion, may constitute �forward-looking statements� within the meaning of the Private Securities Litigation
Reform Act of 1995.  The words such as �believe,� �expect,� �anticipate,� �intend,� �plan,� �foresee,� �likely,� �project,� �estimate,� �will,� �may,� �should,� �future,�
�predicts,� �potential,� �continue� and similar expressions identify these forward-looking statements, which appear in a number of places in this
Quarterly Report and include, but are not limited to, all statements relating to plans for future growth and other business development activities
as well as capital expenditures, financing sources, dividends and the effects of regulation and competition, foreign currency conversion and all
other statements regarding our intent, plans, beliefs or expectations or those of our directors or officers.  Investors are cautioned that such
forward-looking statements are not assurances for future performance or events and involve risks and uncertainties that could cause actual
results and developments to differ materially from those covered in such forward-looking statements.  These risks and uncertainties include, but
are not limited to:

�  risks associated with operating on a global basis, including fluctuations in the value of foreign currencies
relative to the U.S. dollar, and the ability to successfully hedge such risks � we derived approximately 64% of our
operating revenue in 2005 from non-U.S. operations;

�  to the extent we seek growth through acquisitions, alliances or joint ventures, the ability to identify,
consummate and integrate acquisitions, alliances and joint ventures on satisfactory terms;
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�  our ability to develop new or advanced technologies, including sophisticated information systems, software
and other technology used to deliver our products and services and to do so on a timely and cost-effective basis, and
the exposure to the risk of obsolescence or incompatibility of these technologies with those of our customers or
suppliers;

�  our ability to maintain and defend our intellectual property rights in jurisdictions around the world;

�  our ability to successfully maintain historic effective tax rates;

�  competition, particularly in the markets for pharmaceutical information;

�  regulatory, legislative and enforcement initiatives to which we are or may become subject, relating
particularly to tax and to patient privacy and the collection and dissemination of data and specifically, the use of
anonymized patient-specific information, which we anticipate to be an increasingly important tool in the design,
development and marketing of pharmaceuticals;

�  regulatory, legislative and enforcement initiatives to which our customers in the pharmaceutical industry are
or may become subject restricting the prices that may be charged for subscription or other pharmaceutical products or
the manner in which such products may be marketed or sold;

�  deterioration in economic conditions, particularly in the pharmaceutical, healthcare, or other industries in
which our customers operate;

�  consolidation in the pharmaceutical industry and the other industries in which our customers operate;

�  the imposition of additional restrictions on our use of or access to data, or the refusal by data suppliers to
provide data to us;

�  conditions in the securities markets that may affect the value or liquidity of portfolio investments; and
management�s estimates of lives of assets, recoverability of assets, fair market value, estimates and liabilities and
accrued income tax benefits and liabilities;
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�  to the extent unforeseen cash needs arise, the ability to obtain financing on favorable terms; and

�  terrorist activity, the threat of such activity, and responses to and results of such activity and threats, including
but not limited to effects, domestically and/or internationally, on us, our personnel and facilities, our customers and
suppliers, financial markets and general economic conditions.

Consequently, all of the forward-looking statements we make in this document are qualified by the information contained herein, including, but
not limited to, the information contained under this heading and our Condensed Consolidated Financial Statements (Unaudited) and notes
thereto for the
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three months ended March 31, 2006 and by the material set forth under the headings �Business� and �Risk Factors� in our Annual Report on Form
10-K for the year ended December 31, 2005.  We are under no obligation to publicly release any revision to any forward-looking statement
contained or incorporated herein to reflect any future events or occurrences.
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Item 3.  Quantitative and Qualitative Disclosures About Market Risk

Information in response to this Item is set forth in �Note 10. Financial Instruments� in the Notes to the Condensed Consolidated Financial
Statements (Unaudited).

Item 4. Controls and Procedures

(a)  Evaluation of Disclosure Controls and Procedures

The Company maintains disclosure controls and procedures that are designed to ensure that information required to be disclosed in the reports
that the Company files or submits to the SEC under the Securities Exchange Act of 1934, as amended (the �Exchange Act�), is recorded,
processed, summarized and reported within the time periods specified in the SEC�s rules and forms, and that such information is accumulated and
communicated to the Company�s management, including its Chief Executive Officer and Chief Financial Officer, as appropriate, to allow timely
decisions regarding required disclosure.  In designing and evaluating the disclosure controls and procedures, management recognized that any
controls and procedures, no matter how well designed and operated, can provide only reasonable assurance of achieving the desired control
objectives, as the Company�s disclosure controls and procedures are designed to do.  Thus, management necessarily was required to apply its
judgment in evaluating the cost-benefit relationship of possible controls and procedures.

The Company�s Chief Executive Officer and Chief Financial Officer have evaluated the effectiveness of the Company�s disclosure controls and
procedures (as such term is defined in Rules 13a-14c and 15d-14c under the Exchange Act) as of March 31, 2006 (the �Evaluation Date�).  Based
on such evaluation, such officers have concluded that, as of the Evaluation Date, the Company�s disclosure controls and procedures are effective
in alerting them on a timely basis to material information relating to the Company (including its consolidated subsidiaries) required to be
included in the Company�s periodic filings under the Exchange Act.

(b)  Changes in Internal Control over Financial Reporting

There have been no changes in the Company�s internal control over financial reporting that occurred during the period covered by this report that
have materially affected, or are reasonably likely to materially affect, the Company�s internal control over financial reporting.
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PART II.  OTHER INFORMATION

Item 1. Legal Proceedings

Information in response to this Item is incorporated by reference to the information set forth in �Note 8. Contingencies� in the Notes to the
Condensed Consolidated Financial Statements (Unaudited).

Item 2.  Changes in Securities, Use of Proceeds and Issuer Purchases of Equity Securities

Period

Total Number
of Shares

Purchased(1)

Average
Price Paid
per Share

Total Number of Shares
Purchased Under
Publicly Announced

Programs

Maximum Number of
Shares that May Yet Be
Purchased Under the

Programs(2)

January 1-31, 2006 4,000,000 25.31 4,000,000 36,374,200

February 1-28, 2006 25,000,000 25.05 25,000,000 11,374,200

March 1-31, 2006 � � � 11,374,200

Total 29,000,000 25.09 29,000,000 11,374,200

(1)   All shares were repurchased through the Company�s publicly announced stock repurchase programs.

(2)   In December 2004, the Board of Directors authorized a stock repurchase program to buy up to 10,000,000 shares.  This program was
completed in January 2006.  In November 2005, the Board of Directors authorized a stock repurchase program to buy up to 10,000,000
shares.  This program was completed in February 2006.  In January 2006, the Board of Directors authorized a stock
repurchase program to buy up to 30,000,000 shares.  As of March 31, 2006, 11,374,200 shares remained available for
repurchase under the January 2006 program.  Unless terminated earlier by resolution of the Company�s Board of
Directors, this program will expire when the Company has repurchased all shares authorized for repurchase
thereunder.  See Note 13 of our Notes to Condensed Consolidated Financial Statements (Unaudited) for further
details.
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Item 6. Exhibits

(a) Exhibits:

Exhibit
Number Description of Exhibits

10.1 Closing Agreement on Final Determination Covering Specific Matters dated as of March 15, 2006 by and between IMS
Health Incorporated and the Commissioner of the Internal Revenue Service

10.2 Closing Agreement on Final Determination Covering Specific Matters dated as of March 15, 2006 by and between IMS
Health Licensing Associates L.L.C. and the Commissioner of the Internal Revenue Service

10.3 Summary Sheet for Non-Employee Director Remuneration as in effect at April 18, 2006

31.1 CEO 302 Certification pursuant to Rule 13a-14(a)/15d-14(a)

31.2 CFO 302 Certification pursuant to Rule 13a-14(a)/15d-14(a)

32.1 Joint CEO/CFO Certification Required Under Section 906 of the Sarbanes-Oxley Act of 2002
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SIGNATURES

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 thereunto duly authorized.

IMS Health Incorporated

By: /s/ Nancy E. Cooper
Date: May 5, 2006 Nancy E. Cooper

Senior Vice President and
Chief Financial Officer
(principal financial officer)

/s/ Leslye G. Katz
Date: May 5, 2006 Leslye G. Katz

Vice President, Controller
(principal accounting officer)
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EXHIBIT INDEX

Exhibit
Number Description of Exhibits

10.1 Closing Agreement on Final Determination Covering Specific Matters dated as of March 15, 2006 by and between IMS Health
Incorporated and the Commissioner of the Internal Revenue Service

10.2 Closing Agreement on Final Determination Covering Specific Matters dated as of March 15, 2006 by and between IMS Health
Licensing Associates L.L.C. and the Commissioner of the Internal Revenue Service

10.3 Summary Sheet for Non-Employee Director Remuneration as in effect at April 18, 2006

31.1 CEO 302 Certification pursuant to Rule 13a-14(a)/15d-14(a)

31.2 CFO 302 Certification pursuant to Rule 13a-14(a)/15d-14(a)

32.1 Joint CEO/CFO Certification Required Under Section 906 of the Sarbanes-Oxley Act of 2002
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