Edgar Filing: COGNIZANT TECHNOLOGY SOLUTIONS CORP - Form 10-Q

COGNIZANT TECHNOLOGY SOLUTIONS CORP
Form 10-Q

May 09, 2012
Table of Contents

UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

x  Quarterly Report pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934
For the quarterly period ended March 31, 2012

Transition Report pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934.
For the transition period from to

Commission File Number 0-24429

COGNIZANT TECHNOLOGY SOLUTIONS CORPORATION

(Exact Name of Registrant as Specified in Its Charter)
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Delaware 13-3728359
(State or Other Jurisdiction of (LR.S. Employer
Incorporation or Organization) Identification No.)
Glenpointe Centre West

500 Frank W. Burr Blvd.

Teaneck, New Jersey 07666
(Address of Principal Executive Offices) (Zip Code)
Registrant s telephone number, including area code (201) 801-0233

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 such filing requirements for the past 90 days. Yes x No: ~

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Website, if any, every Interactive Data
File required to be submitted and posted pursuant to Rule 405 of Regulation S-T during the preceding 12 months (or for such shorter period that
the registrant was required to submit and post such files). Yes x No: ~

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

Large accelerated filer x Accelerated filer
Non-accelerated filer ~ (Do not check if a smaller reporting company) Smaller reporting company
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes © No x

Indicate the number of shares outstanding of each of the issuer s class of common stock, as of May 4, 2012:

Class Number of Shares

Class A Common Stock, par value $.01 per share 304,490,277
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PART I. FINANCIAL INFORMATION

Item 1. Condensed Consolidated Financial Statements (unaudited).
COGNIZANT TECHNOLOGY SOLUTIONS CORPORATION

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(Unaudited)

(in thousands, except per share data)

Three Months Ended
March 31,
2012 2011

Revenues $1,711,349 $1,371,253
Operating expenses:

Cost of revenues (exclusive of depreciation and amortization expense shown separately below) 984,520 782,176
Selling, general and administrative expenses 374,178 296,330
Depreciation and amortization expense 34,752 27,382
Income from operations 317,899 265,365
Other income (expense), net:

Interest income 11,072 8,937
Other, net (6,694) 6,198
Total other income / (expense), net 4,378 15,135
Income before provision for income taxes 322,277 280,500
Provision for income taxes 78,626 72,173
Net income $ 243,651 $ 208,327
Basic earnings per share $ 0.80 $ 0.69
Diluted earnings per share $ 079 $ 0.67
Weighted average number of common shares outstanding Basic 303,428 304,041
Dilutive effect of shares issuable under stock-based compensation plans 5,780 7,762
Weighted average number of common shares outstanding  Diluted 309,208 311,803

The accompanying notes are an integral part of the unaudited condensed consolidated financial statements.
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COGNIZANT TECHNOLOGY SOLUTIONS CORPORATION

CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

(Unaudited)

(in thousands)

Net income

Other comprehensive income, net of tax:

Foreign currency translation adjustments

Change in unrealized (loss) gain on cash flow hedges, net of taxes of $22,942 and ($5,425), respectively
Change in unrealized gain on available-for-sale securities, net of taxes of $180 and ($371), respectively

Other comprehensive income
Comprehensive income

The accompanying notes are an integral part of the unaudited condensed consolidated financial statements.
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Three Months Ended
March 31,
2012 2011
$ 243,651 $ 208,327
11,634 8,837
119,892 (3,942)
537 (543)
132,063 4,352
$ 375,714 $212,679
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COGNIZANT TECHNOLOGY SOLUTIONS CORPORATION
CONDENSED CONSOLIDATED STATEMENTS OF FINANCIAL POSITION
(Unaudited)

(in thousands, except par values)

March 31,
2012
Assets
Current assets:
Cash and cash equivalents $ 1,328,535
Short-term investments 1,162,660
Trade accounts receivable, net of allowances of $25,312 and $24,658, respectively 1,234,177
Unbilled accounts receivable 187,081
Deferred income tax assets, net 94,641
Other current assets 189,648
Total current assets 4,196,742
Property and equipment, net of accumulated depreciation of $482,704 and $455,506, respectively 784,975
Goodwill 289,904
Intangible assets, net 93,421
Deferred income tax assets, net 164,074
Other noncurrent assets 139,009
Total assets $ 5,668,125
Liabilities and Stockholders Equity
Current liabilities:
Accounts payable $ 109,983
Deferred revenue 107,817
Accrued expenses and other current liabilities 803,445
Total current liabilities 1,021,245
Deferred income tax liabilities, net 2,978
Other noncurrent liabilities 276,653
Total liabilities 1,300,876
Commitments and contingencies (See Note 7)
Stockholders Equity:
Preferred stock, $.10 par value, 15,000 shares authorized, none issued
Class A common stock, $.01 par value, 1,000,000 shares authorized, 304,423 and 303,106 shares issued and
outstanding at March 31, 2012 and December 31, 2011, respectively 3,044
Additional paid-in capital 731,359
Retained earnings 3,826,177
Accumulated other comprehensive income (loss) (193,331)
Total stockholders equity 4,367,249
Total liabilities and stockholders equity $ 5,668,125
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December 31,
2011

$ 1,310,906
1,121,358
1,179,043

139,627
109,042
225,530

4,085,506
758,034
288,772

97,616
164,192
113,813

$ 5,507,933

$ 72,205
105,713
1,031,787

1,209,705
3,339
342,003

1,555,047

3,031

692,723

3,582,526
(325,394)

3,952,886

$ 5,507,933
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The accompanying notes are an integral part of the unaudited condensed consolidated financial statements.
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COGNIZANT TECHNOLOGY SOLUTIONS CORPORATION

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(in thousands)

Cash flows from operating activities:
Net income

Adjustments to reconcile net income to net cash provided by operating activities:

Depreciation and amortization
Provision for doubtful accounts
Deferred income taxes

Stock-based compensation expense
Excess tax benefits on stock-based compensation plans
Other

Changes in assets and liabilities:

Trade accounts receivable

Other current assets

Other assets

Accounts payable

Other current and noncurrent liabilities

Net cash provided by operating activities

Cash flows from investing activities:
Purchases of property and equipment
Purchases of investments

Proceeds from maturity or sale of investments
Acquisition, net of cash acquired

Net cash (used in) investing activities

Cash flows from financing activities:

Issuance of common stock under stock-based compensation plans
Excess tax benefits on stock-based compensation plans
Repurchases of common stock

Net cash provided by (used in) financing activities
Effect of currency translation on cash and cash equivalents

Increase (decrease) in cash and cash equivalents
Cash and cash equivalents, beginning of year

Cash and cash equivalents, end of period

(Unaudited)

For the Three Months Ended

March 31,
2012 2011
$ 243,651 $ 208,327
36,625 28,964
1,124 (819)
(8,182) 19,901
31,379 16,065
(12,746) (15,792)
(13,400) 240
(49,864) (89,029)
(7,355) (7,148)
(21,890) (6,334)
38,581 41,079
(136,160) (149,825)
101,763 45,629
(60,451) (55,815)
(434,832) (317,783)
407,670 128,836
(7,874) (7,895)
(95,487) (252,657)
43,353 23,430
12,746 15,792
(48,982) (88,266)
7,117 (49,044)
4,236 8,602
17,629 (247,470)
1,310,906 1,540,969
$ 1,328,535 $ 1,293,499

The accompanying notes are an integral part of the unaudited condensed consolidated financial statements.
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COGNIZANT TECHNOLOGY SOLUTIONS CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
(dollar amounts in thousands)
Note 1 Interim Condensed Consolidated Financial Statements

The terms Cognizant, we, our, us and Company refer to Cognizant Technology Solutions Corporation unless the context indicates otherwise
have prepared the accompanying unaudited condensed consolidated financial statements included herein in accordance with generally accepted

accounting principles in the United States of America and Article 10 of Regulation S-X under the Securities and Exchange Act of 1934, as

amended. The accompanying unaudited condensed consolidated financial statements should be read in conjunction with our audited

consolidated financial statements (and notes thereto) included in our Annual Report on Form 10-K for the year ended December 31, 2011. In our

opinion, all adjustments considered necessary for a fair presentation of the accompanying unaudited condensed consolidated financial statements

have been included, and all adjustments are of a normal and recurring nature. Operating results for the interim periods are not necessarily

indicative of results that may be expected to occur for the entire year.

In May 2012, our Board of Directors amended our existing share repurchase program increasing the amount of our Class A common stock that
can be repurchased from an aggregate of $600,000 to $1,000,000 of common stock and extended the expiration date from June 30, 2012 to
December 31, 2013.

Note 2 Investments

Investments were as follows:

March 31, 2012 December 31, 2011
Available-for-sale-investment securities:
U.S. Treasury and agency debt securities $ 455,605 $ 464,938
Corporate and other debt securities 217,510 202,705
Asset-backed securities 105,044 100,894
Municipal debt securities 45,043 43,889
Foreign government debt securities 10,521 10,500
Total available-for-sale investment securities 833,723 822,926
Time deposits 328,937 298,432
Total investments $ 1,162,660 $ 1,121,358

Our available-for-sale investment securities consist of U.S. dollar denominated investments primarily in U.S. Treasury notes, U.S. government
agency debt securities, municipal debt securities, non-U.S. government debt securities, U.S. and international corporate bonds, debt securities
issued by supranational institutions and asset-backed securities, including those backed by auto loans, credit card receivables, mortgage loans
and other receivables. Our investment guidelines are to purchase securities which are investment grade at the time of acquisition. We monitor
the credit ratings of the securities in our portfolio on an ongoing basis. The carrying value of the time deposits approximated fair value as of
March 31, 2012 and December 31, 2011.

Available-for-Sale Securities

The amortized cost, gross unrealized gains and losses and fair value of available-for-sale investment securities at March 31, 2012 were as
follows:
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U.S. Treasury and agency debt securities
Corporate and other debt securities
Asset-backed securities

Municipal debt securities

Foreign government debt securities

Total available-for-sale investment securities
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Amortized
Cost

$ 454,357

216,148

105,105

45,019

10,391

$ 831,020

Gross
Unrealized
Gains
$ 1,496

1,426
197
126
131

$ 3,376

Gross
Unrealized
Losses
$ (248)

(64)
(258)
(102)

(D

$  (673)

Fair
Value
$ 455,605
217,510
105,044
45,043
10,521

$ 833,723
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The amortized cost, gross unrealized gains and losses and fair value of available-for-sale investment securities at December 31, 2011 were as
follows:

Gross Gross

Amortized Unrealized Unrealized Fair

Cost Gains Losses Value
U.S. Treasury and agency debt securities $ 463,318 $ 1,742 $ (122 $ 464,938
Corporate and other debt securities 202,284 902 (481) 202,705
Asset-backed securities 101,068 100 274) 100,894
Municipal debt securities 43,873 101 (85) 43,889
Foreign government debt securities 10,397 105 2) 10,500
Total available-for-sale investment securities $ 820,940 $ 2,950 $ (964) $ 822,926

The fair value and related unrealized losses of available-for-sale investment securities in a continuous unrealized loss position for less than 12
months and for 12 months or longer were as follows as of March 31, 2012:

Less than 12 Months 12 Months or More Total
Fair Unrealized Fair Unrealized Fair Unrealized
Value Losses Value Losses Value Losses
U.S. Treasury and agency debt securities $202,326 $ (248) $ $ $202,326 $ (248)
Corporate and other debt securities 42,595 (64) 42,595 (64)
Asset-backed securities 35,537 (180) 3,787 (78) 39,324 (258)
Municipal debt securities 9,056 21) 1,717 (81) 10,773 (102)
Foreign government debt securities 1,501 D 1,501 @))
Total $291,015 $ (514) $5,504 $  (159) $296,519 $  (673)

The fair value and related unrealized losses of available-for-sale investment securities in a continuous unrealized loss position for less than 12
months and for 12 months or longer were as follows as of December 31, 2011:

Less than 12 Months 12 Months or More Total
Fair Unrealized Fair Unrealized Fair Unrealized
Value Losses Value Losses Value Losses
U.S. Treasury and agency debt securities $122,124 $ (122) $ $ $122,124 $ (122)
Corporate and other debt securities 75,076 (481) 75,076 (481)
Asset-backed securities 58,503 (241) 2,292 (33) 60,795 (274)
Municipal debt securities 5,149 (17 1,732 (68) 6,881 (85)
Foreign government debt securities 1,507 2) 1,507 )
Total $ 262,359 $ (863) $4,024 $  (101) $266,383 $  (964)

The unrealized losses for the above securities as of March 31, 2012 and December 31, 2011 are primarily attributable to changes in interest rates.
As of March 31, 2012, we do not consider any of the investments to be other-than-temporarily impaired. The gross unrealized gains and losses in
the above tables were recorded, net of tax, in accumulated other comprehensive income (loss).

The contractual maturities of available-for-sale investment securities as of March 31, 2012 are set forth in the following table:
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Due within one year

Due after one year through five years
Due after ten years

Asset-backed securities

Total available-for-sale investment securities

Amortized
Cost

$ 102,732

617,886

5,297

105,105

$ 831,020

Fair
Value
$ 102,940
620,507
5,232
105,044

$ 833,723

Asset-backed securities were excluded from the maturity categories because the actual maturities may differ from the contractual maturities
since the underlying receivables may be prepaid without penalties. Further, actual maturities of debt securities may differ from those presented
above since certain obligations provide the issuer the right to call or prepay the obligation prior to scheduled maturity without penalty.

Table of Contents
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Proceeds from sales of available-for-sale investment securities and the gross gains and losses that have been included in earnings as a result of
those sales were as follows for the three months ended March 31:

2012 2011
Proceeds from sales of available-for-sale investment securities $ 207,524 $ 127,527
Gross gains $ 445 $ 482
Gross losses (220) (133)
Net gains on sales of available-for-sale investment securities $ 225 $ 349

Note 3 Accrued Expenses and Other Current Liabilities

Accrued expenses and other current liabilities were as follows:

March 31, 2012

December 31, 2011

Compensation and benefits $ 437,846 $ 632,649
Income taxes 47,861 27,676
Professional fees 34,178 32,861
Travel and entertainment 19,114 18,215
Customer volume incentives 105,770 104,989
Derivative financial instruments 75,958 126,731
Deferred income taxes 781 73
Other 81,937 88,593
Total accrued expenses and other current liabilities $ 803,445 $ 1,031,787

Note 4 Income Taxes

Our Indian subsidiaries, collectively referred to as Cognizant India, are primarily export-oriented companies and are eligible for certain income
tax holiday benefits granted by the government of India for export activities conducted within Special Economic Zones, or SEZs, for periods of
up to 15 years. Our Indian operations outside of SEZs are subject to corporate income tax at a rate of 32.4%. In addition, all Indian profits,
including those generated within SEZs, are subject to the Minimum Alternative Tax, or MAT, at the current rate of 20.0%. Any MAT paid is
creditable against future Indian corporate income tax within a 10-year expiration period, subject to other limitations.

Our effective income tax rates were as follows for the three months ended March 31:

2012 2011
Effective income tax rate 24.4% 25.7%
For the 2012 and 2011 periods, the principal difference between our effective income tax rates and the U.S. federal statutory rate is the effect of
the Indian tax holiday and earnings taxed in countries that have lower rates than the United States.

Note 5 Fair Value Measurements

We measure our cash equivalents, investments and foreign exchange forward contracts at fair value. The authoritative guidance defines fair
value as the exit price, or the amount that would be received to sell an asset or paid to transfer a liability in an orderly transaction between
market participants as of the measurement date. The authoritative guidance also establishes a fair value hierarchy that is intended to increase
consistency and comparability in fair value measurements and related disclosures. The fair value hierarchy is based on inputs to valuation
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techniques that are used to measure fair value that are either observable or unobservable. Observable inputs reflect assumptions market
participants would use in pricing an asset or liability based on market data obtained from independent sources while unobservable inputs reflect
a reporting entity s pricing based upon their own market assumptions.

The fair value hierarchy consists of the following three levels:

Level 1 Inputs are quoted prices in active markets for identical assets or liabilities.
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Level 2 Inputs are quoted prices for similar assets or liabilities in an active market, quoted prices for identical or similar assets or
liabilities in markets that are not active, inputs other than quoted prices that are observable and market-corroborated inputs which are

derived principally from or corroborated by observable market data.

Level 3 Inputs are derived from valuation techniques in which one or more significant inputs or value drivers are unobservable.
The following table summarizes our financial assets and (liabilities) measured at fair value on a recurring basis as of March 31, 2012:

Cash equivalents:
Money market funds
Time deposits
Commercial paper

Total cash equivalents

Investments:
Time deposits

Available-for-sale securities

U.S. Treasury and agency debt securities
Corporate and other debt securities
Asset-backed securities

Municipal debt securities

Foreign government debt securities

Total available-for-sale securities

Total investments

Derivative financial instruments foreign exchange forward contracts:

Other current assets

Accrued expenses and other current liabilities

Other noncurrent assets
Other noncurrent liabilities

Total

Table of Contents

Level 1

$ 282,065

282,065

321,421

321,421

321,421

$ 603,486

Level 2

70,526
7,998

78,524

328,937

134,184
217,510
105,044
45,043
10,521

512,302

841,239

20,064
(75,958)

362
(169,739)

$ 694,492

Level 3 Total
$ $ 282,065

70,526
7,998

360,589

328,937

455,605
217,510
105,044
45,043
10,521

833,723

1,162,660

20,064
(75,958)

362
(169,739)

$ $1,297,978
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The following table summarizes our financial assets and (liabilities) measured at fair value on a recurring basis as of December 31, 2011:

Level 1 Level 2 Level 3 Total
Cash equivalents:
Money market funds $ 128,004 $ $ $ 128,004
Time deposits 13,283 13,283
Commercial paper 11,626 11,626
Total cash equivalents 128,004 24,909 152,913
Investments:
Time deposits 298,432 298,432
Available-for-sale securities
U.S. Treasury and agency debt securities 326,659 138,279 464,938
Corporate and other debt securities 202,705 202,705
Asset-backed securities 100,894 100,894
Municipal debt securities 43,889 43,889
Foreign government debt securities 10,500 10,500
Total available-for-sale securities 326,659 496,267 822,926
Total investments 326,659 794,699 1,121,358
Derivative financial instruments foreign exchange forward contracts:
Other current assets 30,935 30,935
Other noncurrent assets (126,731) (126,731)
Other noncurrent liabilities (259,104) (259,104)
Total $ 454,663 $ 464,708 $ $ 919,371

We measure the fair value of money market funds and U.S. Treasury securities based on quoted prices in active markets for identical assets. The
fair value of commercial paper, U.S. government agency securities, municipal debt securities, U.S. and international corporate bonds and foreign
government debt securities is measured based on relevant trade data, dealer quotes, or model driven valuations using significant inputs derived
from or corroborated by observable market data, such as yield curves and credit spreads. We measure the fair value of our asset-backed
securities using model driven valuations based on significant inputs derived from or corroborated by observable market data such as dealer
quotes, available trade information, spread data, current market assumptions on prepayment speeds and defaults and historical data on deal
collateral performance.

We estimate the fair value of each foreign exchange forward contract by using a present value of expected cash flows model. This model
calculates the difference between the current market forward price and the contracted forward price for each foreign exchange contract and
applies the difference in the rates to each outstanding contract. The market forward rates include a discount and credit risk factor. The amounts
are aggregated by type of contract and maturity.

During the three months ended March 31, 2012 and the year ended December 31, 2011, there were no transfers among Level 1, Level 2, or
Level 3 financial assets and liabilities.

Note 6 Derivative Financial Instruments

In the normal course of business, we use foreign exchange forward contracts to manage foreign currency exchange rate risk. The estimated fair
value of the foreign exchange forward contracts considers the following items: discount rate, timing and amount of cash flow and counterparty
credit risk. Derivatives may give rise to credit risks from the possible non-performance by counterparties. Credit risk is generally limited to the
fair value of those contracts that are favorable to us. We have limited our credit risk by entering into derivative transactions only with
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highly-rated global financial institutions, limiting the amount of credit exposure with any one financial institution and conducting ongoing
evaluation of the creditworthiness of the financial institutions with which we do business.
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The following table provides information on the location and fair values of derivative financial instruments included in our condensed
consolidated statements of financial position as of:

March 31, 2012 December 31, 2011
Location on Statement of Financial
Designation of Derivatives Position Assets Liabilities Assets Liabilities
Cash Flow Hedges Designated as hedging
instruments
Foreign exchange forward contracts Other current assets $ 2073 $ $ $
Other noncurrent assets 362
Accrued expenses and other current liabilities 75,502 126,536
Other noncurrent liabilities 169,739 259,104
Total 2,435 245,241 385,640
Other Derivatives Not designated as hedging
instruments
Foreign exchange forward contracts Other current assets 17,991 30,935
Accrued expenses and other current liabilities 456 195
Total 17,991 456 30,935 195
Total $20426 $245,697 $30,935 $385,835
Cash Flow Hedges

We have entered into a series of foreign exchange forward contracts that are designated as cash flow hedges of Indian rupee denominated
payments in India. These contracts are intended to partially offset the impact of movement of exchange rates on future operating costs and are
scheduled to mature each month during 2012, 2013, 2014, and 2015. Under these contracts, we purchase Indian rupees and sell U.S. dollars. The
changes in fair value of these contracts are initially reported in the caption accumulated other comprehensive income (loss) on our
accompanying consolidated statements of financial position and are subsequently reclassified to earnings in the same period the hedge contract
matures. As of March 31, 2012, we estimate that $61,435 of the net losses related to derivatives designated as cash flow hedges recorded in
accumulated other comprehensive income (loss) is expected to be reclassified into earnings within the next 12 months.

The notional value of our outstanding contracts by year of maturity and the net unrealized (loss) gain included in accumulated other
comprehensive income (loss) for such contracts were as follows as of:

March 31, 2012 December 31, 2011
2012 $ 923,750 $ 1,193,500
2013 1,217,000 1,080,000
2014 990,000 810,000
2015 600,000 420,000
Total notional value of contracts outstanding $ 3,730,750 $ 3,503,500
Net unrealized loss included in accumulated other comprehensive income (loss), net of taxes $ (203,147) $ (323,039)

10
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Upon settlement or maturity of the cash flow hedge contracts, we record the related gain or loss, based on our designation at the commencement
of the contract, to Indian rupee denominated expense reported within cost of revenues and selling, general and administrative expenses. Hedge
ineffectiveness was immaterial for all periods presented.

The following table provides information on the location and amounts of pre-tax gains (losses) on our cash flow hedges for the three months
ended March 31:

Location of Net Derivative Gains
(Losses) Reclassified

from Accumulated Other

Increase (decrease) in Net Gain (Loss)
Derivative Gains Comprehensive Income (Loss) Reclassified
(Losses) Recognized from Accumulated Other
in Accumulated Other into Income Comprehensive Income (Loss)
Comprehensive Income (Loss) into Income
(effective portion) (effective portion) (effective portion)
2012 2011 2012 2011
Cash Flow Hedges Designated as
hedging instruments
Foreign exchange forward contracts $ 135,015 $ 13,078 Cost of Revenues $ (6,621) $ 9,562

Selling, general and

administrative expenses (1,198) 2,033
Total $ 135015 § 13,078 $ (7,819) $ 11,595
Other Derivatives

We use foreign exchange forward contracts, which have not been designated as hedges, to hedge balance sheet exposure to certain monetary
assets and liabilities denominated in currencies other than the functional currency of our foreign subsidiaries. We entered into a series of foreign
exchange forward contracts scheduled to mature in 2012 which are primarily to purchase U.S. dollars and sell Indian rupees. Realized gains or
losses and changes in the estimated fair value of these derivative financial instruments are recorded in Other, net in our consolidated statements
of operations.

Additional information related to our outstanding contracts is as follows:

March 31, 2012 December 31, 2011
Notional value of contracts outstanding $ 287,239 $ 234,239

The following table provides information on the location and amounts of realized and unrealized pre-tax gains (losses) on our other derivative
financial instruments for the three months ended March 31, 2012 and 2011:

Location of Net Gains / (Losses) Amount of Net Gains (Losses)
on Derivative Instruments on Derivative Instruments
2012 2011

Other Derivatives Not designated as hedging instruments
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Foreign exchange forward contracts Other, net $ (13,168) $ (4,248)
The related cash flow impacts of all of our derivative activities are reflected as cash flows from operating activities.
Note 7 Commitments and Contingencies

Our current India real estate development program includes planned construction of 10.5 million square feet of new space between 2011 and the
end of 2015. This program includes the expenditure of over $700,000 during this period on land acquisition, facilities construction and
furnishings to build new company-owned state-of-the-art IT development and delivery centers in regions primarily designated as SEZs located
in India. As of March 31, 2012, we had outstanding fixed capital commitments of approximately $219,740 related to our India development
center expansion program.

We are involved in various claims and legal actions arising in the ordinary course of business. In the opinion of management, the outcome of
such claims and legal actions, if decided adversely, is not expected to have a material adverse effect on our business, financial condition, results
of operations and cash flows. Additionally, many of our engagements involve projects that are critical to the operations of our customers
business and provide benefits that are difficult to quantify. Any failure in a customer s systems or our failure to meet our contractual obligations
to our clients, including any breach involving a customer s confidential information or sensitive data, or our obligations under applicable laws or
regulations could result in a claim for substantial damages against us, regardless of our responsibility for such failure. Although we attempt to
contractually limit our liability for damages arising from negligent acts, errors, mistakes, or omissions in rendering our services, there can be no
assurance that the limitations of liability set forth in our contracts will be enforceable in all instances or will otherwise protect us from liability
for damages. Although we have general liability
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insurance coverage, including coverage for errors or omissions, there can be no assurance that such coverage will continue to be available on
reasonable terms or will be available in sufficient amounts to cover one or more large claims, or that the insurer will not disclaim coverage as to
any future claim. The successful assertion of one or more large claims against us that exceed available insurance coverage or changes in our
insurance policies, including premium increases or the imposition of large deductible or co-insurance requirements, could have a material
adverse effect on our business, results of operations, financial condition and cash flows.

In the normal course of business and in conjunction with certain client engagements, we have entered into contractual arrangements through
which we may be obligated to indemnify clients or other parties with whom we conduct business with respect to certain matters. These
arrangements can include provisions whereby we agree to hold the indemnified party and certain of their affiliated entities harmless with respect
to third-party claims related to such matters as our breach of certain representations or covenants, or out of our intellectual property
infringement, our gross negligence or willful misconduct or certain other claims made against certain parties. Payments by us under any of these
arrangements are generally conditioned on the client making a claim and providing us with full control over the defense and settlement of such
claim. It is not possible to determine the maximum potential amount under these indemnification agreements due to the unique facts and
circumstances involved in each particular agreement. Historically, we have not made payments under these indemnification agreements so they
have not had any impact on our operating results, financial position, or cash flows. However, if events arise requiring us to make payment for
indemnification claims under our indemnification obligations in contracts we have entered, such payments could have material impact on our
business, results of operations, financial condition and cash flows.

Note 8 Accumulated Other Comprehensive Income (Loss)

The components of accumulated other comprehensive income (loss) as of March 31, 2012 and December 31, 2011 were as follows:

March 31, 2012 December 31, 2011
Foreign currency translation adjustments $ 8,073 $ (3,561)
Unrealized (loss) on cash flow hedges, net of taxes (203,147) (323,039)
Unrealized gain on available-for-sale securities, net of taxes 1,743 1,206
Total accumulated other comprehensive income (loss) $ (193,331) $ (325,394)

Note 9 Segment Information

Our reportable segments are: Financial Services, which includes customers providing banking/transaction processing, capital markets and
insurance services; Healthcare, which includes healthcare providers and payers as well as life sciences customers;
Manufacturing/Retail/Logistics, which includes manufacturers, retailers, travel and other hospitality customers, as well as customers providing
logistics services; and Other, which is an aggregation of industry segments which, individually, are less than 10% of consolidated revenues and
segment operating profit. The Other reportable segment includes our entertainment, media and information services, communications and high
technology operating segments. Our sales managers, account executives, account managers and project teams are aligned in accordance with the
specific industries they serve.

Our chief operating decision maker evaluates the Company s performance and allocates resources based on segment revenues and operating
profit. Segment operating profit is defined as income from operations before unallocated costs. Generally, operating expenses for each operating
segment have similar characteristics and are subject to the same factors, pressures and challenges. However, the economic environment and its
effects on industries served by our operating segments may affect revenue and operating expenses to differing degrees. Expenses included in
segment operating profit consist principally of direct selling and delivery costs as well as a per seat charge for use of the development and
delivery centers. Certain selling, general and administrative expenses, excess or shortfall of incentive compensation for delivery personnel as
compared to target, a portion of depreciation and amortization, stock-based compensation expense and the impact of the settlements of our cash
flow hedges are not allocated to individual segments in internal management reports used by the chief operating decision maker. Accordingly,
such expenses are excluded from segment operating profit and are separately disclosed as unallocated and adjusted only against our total income
from operations. Additionally, management has determined that it is not practical to allocate identifiable assets, by segment, since such assets are
used interchangeably among the segments.

12
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Revenues from external customers and segment operating profit, before unallocated expenses, for the Financial Services, Healthcare,
Manufacturing/Retail/Logistics, and Other reportable segments were as follows:

Three Months Ended
March 31,
2012 2011

Revenues:

Financial Services $ 694,724 $ 569,976
Healthcare 467,409 348,969
Manufacturing/Retail/Logistics 334,794 274,335
Other 214,422 177,973
Total revenue $1,711,349 $1,371,253
Segment Operating Profit:

Financial Services $ 237,901 $ 194,498
Healthcare 182,386 127,566
Manufacturing/Retail/Logistics 122,943 101,450
Other 69,981 56,122
Total segment operating profit 613,211 479,636
Less: unallocated costs" 295,312 214,271
Income from operations $ 317,899 $ 265,365

(1) Includes $31,379 and $16,065 of stock-based compensation expense for the three months ended March 31, 2012 and 2011, respectively.
Geographic Area Information

Revenue and long-lived assets, by geographic area, are as follows:

Three Months Ended
March 31,
2012 2011
Revenues: "
North America® $ 1,360,724 $ 1,069,953
Europe® 283,925 255,886
Other” 66,700 45414
Total $1,711,349 $ 1,371,253
As of
March 31, December 31,
2012 2011
Long-lived Assets:®
North America® $ 29,381 $ 27,387
Europe 5,807 5,232
Other 749,787 725,415
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Total $ 784,975 $ 758,034

(1) Revenues are attributed to regions based upon customer location.

(2) Substantially all relates to operations in the United States.

(3) Includes revenue from operations in the United Kingdom of $180,336 and $162,856 for the three months ended March 31, 2012 and 2011,
respectively.

(4) Includes our operations in Asia Pacific, the Middle East and Latin America.

(5) Long-lived assets include property and equipment, net of accumulated depreciation and amortization.

(6) Substantially all of these long-lived assets relate to our operations in India.
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Note 10 Recent Accounting Pronouncements

In June 2011, the Financial Accounting Standards Board or FASB, issued new guidance, which requires that comprehensive income be
presented either in a single continuous statement of comprehensive income or in two separate consecutive statements, thus eliminating the option
of presenting the components of other comprehensive income as part of the statement of changes in stockholders equity. In addition, the new
guidance requires that the reclassification adjustments for items that are reclassified from other comprehensive income to net income be
presented on the face of the financial statements. In December 2011, the FASB deferred the new requirements related to the presentation of
reclassification adjustments. However, the requirement to present comprehensive income either in a single continuous statement of
comprehensive income or in two separate consecutive statements has not been deferred and is effective on a retrospective basis for periods
beginning on January 1, 2012. We adopted this standard on January 1, 2012 and elected to present comprehensive income in two consecutive
statements. The adoption of this standard affects financial statement presentation only and had no effect on our financial condition or
consolidated results of operations.

In September 2011, the FASB issued new guidance related to goodwill impairment testing. This standard allows, but does not require, an entity
to first assess qualitative factors to determine whether the existence of events or circumstances leads to a determination that it is more likely than
not that the fair value of a reporting unit is less than its carrying amount. If, after assessing the totality of events or circumstances, an entity
determines it is not more likely than not that the fair value of a reporting unit is less than its carrying amount, then performing the two-step
impairment test is unnecessary. However, if an entity concludes otherwise, then it is required to perform the first step of the two-step impairment
test by calculating the fair value of the reporting unit and comparing the fair value with the carrying amount of the reporting unit. If the carrying
amount of a reporting unit exceeds its fair value, then the entity is required to perform the second step of the goodwill impairment test to
measure the amount of the impairment loss, if any. The new standard gives an entity the option to bypass the qualitative assessment for any
reporting unit in any period and proceed directly to performing the first step of the two-step goodwill impairment test. An entity may resume
performing the qualitative assessment in any subsequent period. This standard is effective for periods beginning on January 1, 2012 and had no
effect on our financial condition or consolidated results of operations.

In December 2011, the FASB issued guidance requiring enhanced disclosures related to the nature of an entity s rights to offset and any related
arrangements associated with its financial instruments and derivative instruments. The new guidance requires the disclosure of the gross
amounts subject to rights of set-off, amounts offset in accordance with the accounting standards followed and the related net exposure. The new
guidance will be effective for periods beginning on or after January 1, 2013. The adoption of this standard affects financial statement disclosures
only and will have no effect on our financial condition or consolidated results of operations.

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

During the three months ended March 31, 2012, our revenue increased to $1,711.3 million compared to $1,371.3 million during the three months
ended March 31, 201 1. Net income increased to $243.7 million, or $0.79 per diluted share, including stock-based compensation expense, net of
tax, equal to $0.07 per diluted share, during the three months ended March 31, 2012. This is compared to net income of $208.3 million, or $0.67
per diluted share, including stock-based compensation expense, net of tax, of $0.04 per diluted share, during the three months ended March 31,
2011. The key drivers of our revenue growth during the three months ended March 31, 2012 were as follows:

Strong performance across all of our business segments with revenue growth ranging from 20.5% for our Other segment to 33.9%
for Healthcare for the quarter as compared to the quarter ended March 31, 2011;

Continued penetration of the European market where we experienced revenue growth of 11.0% for the quarter as compared to the
quarter ended March 31, 2011;

Increased customer spending on discretionary development projects;
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Expansion of our service offerings, which enabled us to cross-sell new services to our customers and meet the rapidly growing
demand for complex large-scale outsourcing solutions;

Increased penetration at existing customers, including strategic customers; and

Continued expansion of the market for global delivery of IT services and business process outsourcing.
We saw a continued increase in demand from our customers for a broad range of IT solutions, including application maintenance, complex
systems development engagements, testing, enterprise resource planning, or ERP, infrastructure management, business process outsourcing, or
BPO, and business intelligence. We finished the quarter with approximately
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805 active clients compared to 714 as of March 31, 2011 and increased the number of strategic clients by five during the quarter bringing the
total number of our strategic clients to 196. We define a strategic client as one offering the potential to generate at least $5 million to $50 million
or more in annual revenues at maturity. Our top five and top ten customers accounted for approximately 14.5% and 25.1%, respectively, of our
total revenues during the quarter ended March 31, 2012 as compared to approximately 17.0% and 28.8%, respectively, for the quarter ended
March 31, 2011. As we continue to add new customers and increase our penetration at existing customers, we expect the percentage of revenues
from our top five and top ten customers to decline over time.

During the quarter ended March 31, 2012, our revenue from European customers increased by 11.0% to approximately $283.9 million compared
to approximately $255.9 million in the quarter ended March 31, 201 1. For the quarter ended March 31, 2012, revenue from Europe, excluding
the UK, increased by approximately $10.6 million from approximately $93.0 million in the quarter ended March 31, 2011 to approximately
$103.6 million and revenue from the UK increased by approximately $17.4 million from approximately $162.9 million in the quarter ended
March 31, 2011 to approximately $180.3 million. As a result of the ongoing uncertainty in the European economy, we continue to expect Europe
to grow at a slower rate than the rest of the company for the remainder of 2012. We believe that Europe will continue to be an area of significant
investment for us as we see this region as well as the Middle East and the Asia Pacific regions, particularly Japan, India, Australia and
Singapore, as growth opportunities for the long term.

Our revenue growth is also attributed to increasing market acceptance of, and strong demand for, offshore IT software and services and business
process outsourcing. NASSCOM (India s National Association of Software and Service Companies) reports indicate that export revenues from
India s IT software and services and business process outsourcing sectors are expected to grow approximately 11-14% for NASSCOM s fiscal
year 2013. According to NASSCOM s Perspective 2020: Transform Business, Transform India report, global changes and new megatrends
within economic, demographic, business, social and environmental areas are set to expand the outsourcing industry by creating new dynamics
and opportunities and are expected to result in export revenues of $175 billion by 2020.

Our operating margin decreased to approximately 18.6% for the quarter ended March 31, 2012 compared to 19.4% for the quarter ended

March 31, 2011. Excluding stock-based compensation expense of approximately $31.4 million, operating margin for the quarter ended

March 31, 2012 was approximately 20.4%. This was slightly above our historic targeted operating margin range, excluding stock-based
compensation expense, of 19% to 20% of total revenues. The decrease in operating margin was primarily due to an increase in compensation and
benefits costs, including stock-based compensation, partially offset by the impact of the depreciation of the Indian rupee versus the U.S. dollar.
Historically, we have invested our profitability above the 19% to 20% operating margin level, which excludes stock-based compensation, back
into our business, which we believe is a significant contributing factor to our strong revenue growth. This investment is primarily focused in the
areas of: hiring client partners and relationship personnel with specific industry experience or domain expertise; training our technical staff in a
broader range of service offerings; strengthening our business analytic capabilities; strengthening and expanding our portfolio of services;
continuing to expand our geographic presence for both sales and delivery; and recognizing and rewarding exceptional performance by our
employees. In addition, this investment includes maintaining a level of resources, trained in a broad range of service offerings, to be well
positioned to respond to our customer requests to take on additional projects. We expect to continue to invest amounts in excess of our targeted
operating margin levels back into the business.

We finished the first quarter of 2012 with total headcount of approximately 140,500, which is an increase of approximately 29,300 as compared
to the total headcount at March 31, 2011. The increase in the number of our technical personnel and the related infrastructure costs to meet the
demand for our services is the primary driver of the increase in our operating expenses in 2012. Annualized turnover, including both voluntary
and involuntary, was approximately 10.6% during the three months ended March 31, 2012. The majority of our turnover occurs in India. As a
result, annualized attrition rates on-site at clients are below our global attrition rate. In addition, attrition is weighted towards the more junior
members of our staff. We have experienced increases in compensation and benefit costs, including incentive-based compensation costs, in India
which may continue in the future; however, historically, this has not had a material impact on our results of operations as we have been able to
absorb such cost increases through price increases or cost management strategies such as managing discretionary costs, mix of professional staff
and utilization levels and achieving other operating efficiencies.

Our current India real estate development program includes planned construction of 10.5 million square feet of new space between 2011 and the
end of 2015. This program includes the expenditure of over $700.0 million during this period on land acquisition, facilities construction and
furnishings to build new company-owned state-of-the-art development and delivery centers in regions primarily designated as Special Economic
Zones, or SEZs, located in India. During 2012, including the Indian real estate development program, we expect to spend approximately

$370 million globally for capital expenditures.
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At March 31, 2012, we had cash, cash equivalents and short-term investments of $2,491.2 million and working capital of $3,175.5 million.
Accordingly, we do not anticipate any near-term liquidity issues. During the three months ended March 31, 2012, we repurchased $42.7 million
of our Class A common stock under our stock repurchase program. Stock repurchases were funded from working capital.

While several measures have indicated that the economy is stabilizing, we believe the global economic environment remains fragile. During
2012, barring any unforeseen events, we expect the following factors to affect our business and our operating results:

Continued focus by customers on directing IT spending towards cost containment projects, such as application maintenance,
infrastructure management and BPO;

Demand from our customers to help them achieve their dual mandate of simultaneously achieving cost savings while investing in
innovation;

Secular changes driven by evolving technologies and regulatory changes;

Volatility in foreign currency rates; and

Continued uncertainty in the world economy, particularly in Europe.
In response to this fragile macroeconomic environment, we plan to:

Continue to invest in our talent base and new service offerings;

Partner with our existing customers to provide innovative solutions resulting in our garnering an increased portion of our customers
overall IT spend;

Continue our focus on growing our business in Europe, the Middle East and the Asia Pacific region, where we believe there are
opportunities to gain market share;

Continue to increase our strategic customer base across all of our business segments;

Opportunistically look for acquisitions that may improve our overall service delivery capabilities, expand our geographic presence
and/or enable us to enter new areas of technology;

Continue operating focus and discipline to appropriately manage our cost structure; and

Continue to locate most of our new development center facilities in tax incentivized areas.
Critical Accounting Estimates and Risks
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Management s discussion and analysis of our financial condition and results of operations is based on our unaudited condensed consolidated
financial statements that have been prepared in accordance with accounting principles generally accepted in the United States of America. The
preparation of these financial statements requires management to make estimates and assumptions that affect the amounts reported for assets and
liabilities, including the recoverability of tangible and intangible assets, disclosure of contingent assets and liabilities as of the date of the
financial statements, and the reported amounts of revenues and expenses during the reported period. On an ongoing basis, we evaluate our
estimates. The most significant estimates relate to the recognition of revenue and profits based on the percentage of completion method of
accounting for certain fixed-bid contracts, the allowance for doubtful accounts, income taxes, valuation of goodwill and other long-lived assets,
valuation of investments, assumptions used in valuing stock-based compensation arrangements, contingencies and litigation. We base our
estimates on historical experience and on various other assumptions that are believed to be reasonable under the circumstances, the results of
which form the basis for making judgments about the carrying values of assets and liabilities that are not readily apparent from other sources.
The actual amounts may differ from the estimates used in the preparation of the accompanying unaudited condensed consolidated financial
statements. Our significant accounting policies are described in Note 1 to the audited consolidated financial statements included in our Annual
Report on Form 10-K for the year ended December 31, 2011.

We believe the following critical accounting policies require a higher level of management judgments and estimates than others in preparing the
consolidated financial statements:

Revenue Recognition. Revenues related to our highly complex information technology application development contracts, which are
predominantly fixed-price contracts, are recognized as the services are performed using the percentage of completion method of accounting.
Under this method, total contract revenue during the term of an agreement is recognized on the basis of the percentage that each contract s total
labor cost to date bears to the total expected labor cost (cost to cost method). This method is followed where reasonably dependable estimates of
revenues and costs can be made. Management reviews total expected labor costs on an ongoing basis. Revisions to our estimates may result in
increases or decreases to revenues and income and are reflected in the consolidated financial statements in the periods in which they are first
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identified. If our estimates indicate that a contract loss will be incurred, a loss provision is recorded in the period in which the loss first becomes
probable and reasonably estimable. Contract losses are determined to be the amount by which the estimated costs of the contract exceed the
estimated total revenues that will be generated by the contract and are included in cost of revenues in our consolidated statement of operations.
Contract losses for the periods presented were immaterial.

Stock-Based Compensation. Utilizing the fair value recognition provisions prescribed by the authoritative guidance, stock-based compensation
cost is measured at the grant date based on the value of the award and is recognized as expense over the vesting period. Determining the fair
value of stock-based awards at the grant date requires judgment, including estimating the expected term over which the stock awards will be
outstanding before they are exercised, the expected volatility of our stock and the number of stock-based awards that are expected to be
forfeited. In addition, for performance stock units, we are required to estimate the most probable outcome of the performance conditions in order
to determine the amount of stock compensation costs to be recorded over the vesting period. If actual results differ significantly from our
estimates, stock-based compensation expense and our results of operations could be materially impacted.

Income Taxes. Determining the consolidated provision for income tax expense, deferred income tax assets (and related valuation allowance, if
any) and liabilities requires significant judgment. We are required to calculate and provide for income taxes in each of the jurisdictions where we
operate and changes in the geographic mix of income before taxes or estimated level of annual pre-tax income can affect the overall effective
income tax rate. The consolidated provision for income taxes may also change period to period based on non-recurring events, such as the
settlement of income tax audits and changes in tax laws, regulations, or accounting principles.

Our provision for income taxes also includes the impact of provisions established for uncertain income tax positions, as well as the related net
interest, which can involve complex issues and may require an extended period to resolve. Although we believe we have adequately reserved for
our uncertain tax positions, no assurance can be given that the final tax outcome of these matters will not differ from our recorded amounts. We
adjust these reserves in light of changing facts and circumstances, such as the closing of a tax audit. To the extent that the final tax outcome of
these matters differs from the amounts recorded, such differences will impact the provision for income taxes in the period in which such
determination is made.

Significant judgment is also required in determining any valuation allowance recorded against deferred income tax assets. In assessing the need
for a valuation allowance, we consider all available evidence for each jurisdiction including past operating results, estimates of future taxable
income and the feasibility of tax planning strategies. In the event we change our determination as to the amount of deferred income tax assets
that can be realized, we will adjust the valuation allowance with a corresponding impact recorded to income tax expense in the period in which
such determination is made.

Our Indian subsidiaries, collectively referred to as Cognizant India, are primarily export-oriented companies and are eligible for certain income
tax holiday benefits granted by the Indian government for export activities conducted within Special Economic Zones, or SEZs, for periods of up
to 15 years. We have constructed and expect to continue to locate most of our newer development facilities in SEZs. All Indian profits, including
those generated within SEZs, are subject to the MAT, at the current rate of approximately 20.0%. Any MAT paid is creditable against future
corporate income tax within a 10-year expiration period, subject to other limitations. Currently, we anticipate utilizing our existing MAT
balances against our future corporate income tax obligations in India. However, our ability to do so will depend on possible changes to the
Indian tax laws as well as the future financial results of Cognizant India.

Derivative Financial Instruments. Derivative financial instruments are accounted for in accordance with the authoritative guidance which
requires that each derivative instrument be recorded on the balance sheet as either an asset or liability measured at its fair value as of the
reporting date. Our derivative financial instruments consist of foreign exchange forward contracts. We estimate the fair value of each foreign
exchange forward contract by using a present value of expected cash flows model. This model utilizes various assumptions, including, but not
limited to timing and amounts of cash flows, discount rates, and credit risk factors. The use of different assumptions could have a positive or
negative effect on our results of operations and financial condition.

Investments. Our investment portfolio is primarily comprised of time deposits and U.S. dollar denominated corporate bonds, municipal bonds,
debt issuances by the U.S. government, U.S. government agencies, foreign governments and supranational entities and asset-backed securities.
The asset-backed securities include securities backed by auto loans, credit card receivables, mortgage loans and other receivables and are rated
AAA/Aaa. The years of issuance of our asset-backed securities fall in the 2002 to 2012 range.

We utilize various inputs to determine the fair value of our investment portfolio. To the extent they exist, unadjusted quoted market prices for
identical assets in active markets (Level 1) or quoted prices on similar assets (Level 2) are utilized to
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determine the fair value of each investment in our portfolio. In the absence of quoted prices or liquid markets, valuation techniques would be
used to determine fair value of any investments that require inputs that are both significant to the fair value measurement and unobservable
(Level 3). Valuation techniques are based on various assumptions, including, but not limited to timing and amounts of cash flows, discount rates,
rate of return, and adjustments for nonperformance and liquidity. A significant degree of judgment is involved in valuing investments using
Level 3 inputs. The use of different assumptions could have a positive or negative effect on our results of operations and financial condition. See
Note 5 to our unaudited condensed consolidated financial statements for additional information related to our security valuation methodologies.

We periodically evaluate if unrealized losses, as determined based on the security valuation methodologies discussed above, on individual
securities classified as available-for-sale in the investment portfolio are considered to be other-than-temporary. The analysis of
other-than-temporary impairment requires the use of various assumptions, including, but not limited to, the length of time an investment s book
value is greater than fair value, the severity of the investment s decline, any credit deterioration of the investment, whether management intends
to sell the security and whether it is more likely than not that we will be required to sell the security prior to recovery of its amortized cost basis.
Once a decline in fair value is determined to be other-than-temporary, an impairment charge is generally recorded to income and a new cost
basis in the investment is established.

Allowance for Doubtful Accounts. We maintain an allowance for doubtful accounts for estimated losses resulting from the inability of our
customers to make required payments. The allowance for doubtful accounts is determined by evaluating the relative credit-worthiness of each
customer, historical collections experience and other information, including the aging of the receivables. If the financial condition of our
customers were to deteriorate, resulting in an impairment of their ability to make payments, additional allowances may be required.

Goodwill. We evaluate goodwill for impairment at least annually, or as circumstances warrant. When determining the fair value of our reporting
units, we utilize various assumptions, including projections of future cash flows. Any adverse changes in key assumptions about our businesses
and their prospects or an adverse change in market conditions may cause a change in the estimation of fair value and could result in an
impairment charge. Based upon our most recent evaluation of goodwill, there are no significant risks of impairment. As of March 31, 2012, our
goodwill balance was $289.9 million.

Long-Lived Assets and Intangibles. We review long-lived assets and certain identifiable intangibles for impairment whenever events or changes
in circumstances indicate that the carrying amount of an asset may not be recoverable. In general, we will recognize an impairment loss when
the sum of undiscounted expected future cash flows is less than the carrying amount of such asset. The measurement for such an impairment loss
is then based on the fair value of the asset. If such assets were determined to be impaired, it could have a material adverse effect on our business,
results of operations and financial condition.

Risks. The majority of our development and delivery centers, including a majority of our employees, are located in India. As a result, we may be
subject to certain risks associated with international operations, including risks associated with foreign currency exchange rate fluctuations and
risks associated with the application and imposition of protective legislation and regulations relating to import and export or otherwise resulting
from foreign policy or the variability of foreign economic or political conditions. Additional risks associated with international operations
include difficulties in enforcing intellectual property rights, limitations on immigration programs, the burdens of complying with a wide variety
of foreign laws, potential geo-political and other risks associated with terrorist activities and local and cross border conflicts, and potentially
adverse tax consequences, tariffs, quotas and other barriers. We are also subject to risks associated with our overall compliance with Section 404
of the Sarbanes-Oxley Act of 2002. The inability of our management to ensure the adequacy and effectiveness of our internal control over
financial reporting for future year ends could result in adverse consequences to us, including, but not limited to, a loss of investor confidence in
the reliability of our financial statements, which could cause the market price of our stock to decline. See Part II, Item 1A. Risk Factors.
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Results of Operations

Three Months Ended March 31, 2012 Compared to Three Months Ended March 31, 2011

The following table sets forth, for the periods indicated, certain financial data expressed for the three months ended March 31:

(Dollars in thousands)

Increase /
% of % of (Decrease)
2012 Revenues 2011 Revenues $ %
Revenues $1,711,349 100.0 $1,371,253 100.0  $ 340,096 24.8
Cost of revenues " 984,520 575 782,176 570 202344 259
Selling, general and administrative expenses"”’ 374,178 21.9 296,330 21.6 77,848 263
Depreciation and amortization expense 34,752 2.0 27,382 2.0 7,370 26.9
Income from operations 317,899 18.6 265,365 194 52,534 19.8
Other income (expense), net 4,378 15,135 (10,757)
Provision for income taxes 78,626 72,173 6,453 8.9
Net income $ 243,651 142 $ 208,327 152  $ 35324 17.0

(1) Includes stock-based compensation expense of $4,607 in 2012 and $3,487 in 2011 and is exclusive of depreciation and amortization
expense.

(2) Includes stock-based compensation expense of $26,772 in 2012 and $12,578 in 2011 and is exclusive of depreciation and amortization
expense.

The following table includes non-GAAP income from operations, excluding stock-based compensation, a measure defined by the Securities and

Exchange Commission as a non-GAAP financial measure. This non-GAAP financial measure is not based on any comprehensive set of

accounting rules or principles and should not be considered a substitute for, or superior to, financial measures calculated in accordance with

GAAP, and may be different from non-GAAP measures used by other companies. In addition, this non-GAAP measure, the financial statements

prepared in accordance with GAAP and reconciliations of our GAAP financial statements to such non-GAAP measure should be carefully

evaluated.

We seek to manage the company to a targeted operating margin, excluding stock-based compensation expense, of 19% to 20% of revenues.
Accordingly, we believe that non-GAAP income from operations, excluding stock-based compensation expense, is a meaningful measure for
investors to evaluate our financial performance. For our internal management reporting and budgeting purposes, we use financial statements that
do not include stock-based compensation expense for financial and operational decision making, to evaluate period-to-period comparisons and
for making comparisons of our operating results to that of our competitors. Moreover, because of varying available valuation methodologies and
the variety of award types that companies can use to account for stock-based compensation expense, we believe that providing a non-GAAP
financial measure that excludes stock-based compensation expense allows investors to make additional comparisons between our operating
results and those of other companies. Accordingly, we believe that the presentation of non-GAAP income from operations when read in
conjunction with our reported GAAP income from operations can provide useful supplemental information to our management and to investors
regarding financial and business trends relating to our financial condition and results of operations.

A limitation of using non-GAAP income from operations versus income from operations reported in accordance with GAAP is that non-GAAP
income from operations excludes stock-based compensation expense, which is recurring. Stock-based compensation expense will continue to be
for the foreseeable future a significant recurring expense in our business. In addition, other companies may calculate non-GAAP financial
measures differently than us, thereby limiting the usefulness of this non-GAAP financial measure as a comparative tool. We compensate for
these limitations by providing specific information regarding the GAAP amounts excluded from non-GAAP income from operations and
evaluating such non-GAAP financial measures with financial measures calculated in accordance with GAAP.

Table of Contents 33



Edgar Filing: COGNIZANT TECHNOLOGY SOLUTIONS CORP - Form 10-Q

19

Table of Contents

34



Edgar Filing: COGNIZANT TECHNOLOGY SOLUTIONS CORP - Form 10-Q

Table of Conten

A reconciliation of income from operations as reported and non-GAAP income from operations, excluding stock-based compensation expense,
is as follows for the three months ended March 31:

(Dollars in thousands)

% of % of
2012 Revenues 2011 Revenues
Income from operations, as reported $ 317,899 18.6 $ 265,365 19.4
Add: stock-based compensation expense 31,379 1.8 16,065 1.1
Non-GAAP income from operations, excluding stock-based compensation expense $ 349,278 20.4 $281,430 20.5

Revenue. Revenue increased 24.8%, or approximately $340.1 million, from approximately $1,371.3 million during the three months ended
March 31, 2011 to approximately $1,711.3 million during the three months ended March 31, 2012. This increase was primarily attributed to
greater acceptance of our global delivery model among an increasing number of industries, continued interest in using our global delivery model
as a means to reduce overall IT and operations costs, increased customer spending on discretionary development projects, and continued
penetration in the European market. Revenue from customers existing as of March 31, 2011 increased by approximately $264.1 million and
revenue from new customers added since March 31, 2011 was approximately $76.0 million or approximately 22.3% of the period over period
revenue increase and 4.4% of total revenues for the three months ended March 31, 2012. In addition, revenue from our North American and
European customers for the three months ended March 31, 2012 increased by $290.8 million and $28.0 million, respectively, over the
comparable 2011 quarter. We had approximately 805 active clients as of March 31, 2012 as compared to 714 active clients as of March 31,
2011. In addition, we experienced strong demand across all of our business segments for an increasingly broad range of services. Our Financial
Services and Healthcare business segments accounted for approximately $124.7 million and $118.4 million, respectively, of the approximately
$340.1 million increase in revenue. Additionally, our IT consulting and technology services and IT outsourcing revenues increased by
approximately 27.9% and 21.7%, respectively, compared to the three months ended March 31, 2011 and represented approximately 51.4% and
48.6%, respectively, of total revenues for the three months ended March 31, 2012. No customer accounted for sales in excess of 10% of
revenues during the three months ended March 31, 2012 and 2011.

Cost of Revenues (Exclusive of Depreciation and Amortization Expense). Our cost of revenues consists primarily of salaries, incentive-based
compensation, stock-based compensation expense, payroll taxes, employees benefits, immigration and project-related travel for technical
personnel, subcontracting and sales commissions related to revenues. Our cost of revenues increased by 25.9%, or approximately $202.3 million,
from approximately $782.2 million during the three months ended March 31, 2011 to approximately $984.5 million during the three months
ended March 31, 2012. The increase was due primarily to an increase in compensation and benefits costs of approximately $177.0 million,
resulting from the increase in the number of our technical personnel, partially offset by the impact of the depreciation of the Indian rupee versus
the U.S. dollar.

Selling, General and Administrative Expenses. Selling, general and administrative expenses consist primarily of salaries, incentive-based
compensation, stock-based compensation expense, payroll taxes, employee benefits, travel, promotion, communications, management, finance,
administrative and occupancy costs. Selling, general and administrative expenses, including depreciation and amortization, increased by 26.3%,
or approximately $85.2 million, from approximately $323.7 million during the three months ended March 31, 2011 to approximately

$408.9 million during the three months ended March 31, 2012, and increased as a percentage of revenue from 23.6% to 23.9%. The increase as a
percentage of revenue was due to an increase in compensation and benefit costs, including stock-based compensation, partially offset by the
impact of the depreciation of the Indian rupee versus the U.S. dollar.

Income from Operations. Income from operations increased 19.8%, or approximately $52.5 million, from approximately $265.4 million during
the three months ended March 31, 2011 to approximately $317.9 million during the three months ended March 31, 2012, representing operating
margins of 18.6% of revenues in 2012 and 19.4% of revenues in 2011. The decrease in operating margin was primarily due to an increase in
compensation and benefits costs, including stock-based compensation, partially offset by the depreciation of the Indian rupee versus the U.S.
dollar. Excluding the impact of applicable designated cash flow hedges, the depreciation of the Indian rupee against the U.S. dollar positively
impacted our operating margin by approximately 273 basis points or 2.73 percentage points. Each additional 1.0% change in exchange rate
between the Indian rupee and the U.S. dollar will have the effect of moving our operating margin by approximately 25 basis points or 0.25
percentage points. Excluding stock-based compensation expense of $31.4 million and $16.1 million for the three months ended March 31, 2012
and March 31, 2011, respectively, operating margins for the three month periods ended March 31, 2012 and 2011 were 20.4% and 20.5%,
respectively.
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We entered into foreign exchange forward contracts to hedge certain Indian rupee denominated payments in India. These hedges are intended to
mitigate the volatility of the changes in the exchange rate between the U.S. dollar and the Indian rupee. During the three months ended

March 31, 2012, the settlement of certain cash flow hedges negatively impacted our operating margin by approximately 46 basis points or 0.46
percentage points.

Other Income (Expense), Net. Total other income (expense), net consists primarily of foreign currency exchange gains and (losses) and interest
income. The following table sets forth total other income (expense), net for the three months ended March 31:

(Dollars in thousands)

Increase/
2012 2011 (Decrease)
Foreign currency exchange gains $ 5904 $10,196 $ (4,292)
(Losses) on foreign exchange forward contracts not designated as hedging instruments (13,168) (4,248) (8,920)
Net foreign currency exchange (losses) gains (7,264) 5,948 (13,212)
Interest income 11,072 8,937 2,135
Other, net 570 250 320
Total other income (expense), net $ 4378 $15,135 $ (10,757)

The foreign currency exchange gains of approximately $5.9 million were primarily attributed to the remeasurement of the Indian rupee net
monetary assets on Cognizant India s books to the U.S. dollar functional currency and intercompany balances between our European subsidiaries
and Cognizant India for services performed by Cognizant India on behalf of our European customers. The $13.2 million of losses on foreign
exchange forward contracts were related to the change in fair value of foreign exchange forward contracts entered into to offset foreign currency
exposure to Indian rupee denominated net monetary assets and the realized losses related to the settlement of certain foreign exchange forward
contracts in the first quarter of 2012. As of March 31, 2012, the notional value of our undesignated hedges was $287.2 million. The increase in
interest income of $2.1 million was primarily attributed to higher invested balances.

Provision for Income Taxes. The provision for income taxes increased from approximately $72.2 million during the three months ended

March 31, 2011 to approximately $78.6 million during the three months ended March 31, 2012. The effective income tax rate decreased from
25.7% for the three months ended March 31, 2011 to 24.4% for the three months ended March 31, 2012. The decrease in our effective income

tax rate was primarily attributed to our overall growth, which resulted in a greater percentage of Cognizant India s revenues falling under the SEZ
income tax holiday and reductions in certain foreign statutory income tax rates.

Net Income. Net income increased from approximately $208.3 million for the three months ended March 31, 2011 to approximately

$243.7 million for the three months ended March 31, 2012, representing 15.2% and 14.2% of revenues, respectively. The decrease in net income
as a percentage of revenues was primarily attributed to a lower operating margin and a decrease in non-operating income, partially offset by a
lower effective income tax rate in 2012.

Results by Business Segment

Our reportable segments are: Financial Services, which includes customers providing banking / transaction processing, capital markets and
insurance services; Healthcare, which includes healthcare providers and payers as well as life sciences customers;
Manufacturing/Retail/Logistics, which includes manufacturers, retailers, travel and other hospitality customers, as well as customers providing
logistics services; and Other, which is an aggregation of industry operating segments which, individually, are less than 10.0% of consolidated
revenues and segment operating profit. The Other segment includes information, media and entertainment services, communications, and high
technology operating segments. Our sales managers, account executives, account managers and project teams are aligned in accordance with the
specific industries they serve.

Our chief operating decision maker evaluates Cognizant s performance and allocates resources based on segment revenues and operating profit.
Segment operating profit is defined as income from operations before unallocated costs. Generally, operating expenses for each operating
segment have similar characteristics and are subject to the same factors, pressures and challenges. However, the economic environment and its
effects on industries served by our operating groups may affect revenue and operating expenses to differing degrees. Expenses included in
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Certain selling, general and administrative expenses, excess or shortfall of incentive compensation for delivery personnel as compared to target,
a portion of depreciation and amortization, stock-based compensation expense and the impact of the settlements of our cash flow hedges are not
allocated to individual segments in internal management reports used by the chief operating decision maker. Accordingly, such expenses are
excluded from segment operating profit.

As of March 31, 2012, we had 805 active customers. Accordingly, we provide a significant volume of services to many customers in each of our
business segments. Therefore, a loss of a significant customer or a few significant customers in a particular segment could materially reduce
revenues for such segment. However, no individual customer exceeded 10% of our consolidated revenues for the three months ended March 31,
2012 and 2011. In addition, the services we provide to our larger customers are often critical to the operations of such customers and a
termination of our services would require an extended transition period with gradually declining revenues.

Three Months Ended March 31, 2012 Compared to Three Months Ended March 31, 2011

Revenues from external customers and segment operating profit, before unallocated expenses, for the Financial Services, Healthcare,
Manufacturing/Retail/Logistics and Other segments for the three months ended March 31, 2012 and 2011 are as follows:

(Dollars in thousands)

Increase/
(Decrease)
2012 2011 $ %

Revenues:
Financial Services $ 694,724 $ 569,976 $ 124,748 21.9
Healthcare 467,409 348,969 118,440 33.9
Manufacturing/Retail/Logistics 334,794 274,335 60,459 22.0
Other 214,422 177,973 36,449 20.5
Total revenue $1,711,349 $1,371,253 $ 340,096 24.8
Segment Operating Profit:
Financial Services $ 237,901 $ 194,498 $ 43,403 22.3
Healthcare 182,386 127,566 54,820 43.0
Manufacturing/Retail/Logistics 122,943 101,450 21,493 21.2
Other 69,981 56,122 13,859 24.7
Total segment operating profit $ 613211 $ 479,636  $133,575 27.8

Financial Services Segment

Revenue. Revenue increased by 21.9%, or approximately $124.7 million, from approximately $570.0 million during the three months ended
March 31, 2011 to approximately $694.7 million during the three months ended March 31, 2012. The increase in revenue was primarily driven
by continued expansion of existing customer relationships as well as revenue contributed by new customers. The increase in revenue from
customers existing as of March 31, 2011 and customers added since March 31, 2011 was approximately $92.6 million and approximately

$32.1 million, respectively. Within the segment, for the three months ended March 31, 2012 revenue from our banking and insurance customers
increased approximately $63.6 million and $61.1 million, respectively. Overall, the year-over-year increase can also be attributed to leveraging
sales and marketing investments in this business segment as well as greater acceptance of our global services delivery model and increased
customer spending on discretionary development projects. We expect cost pressures within the banking industry to constrain spending growth on
discretionary services for the remainder of the year for certain of our banking customers.

Segment Operating Profit. Segment operating profit increased 22.3%, or approximately $43.4 million, from approximately $194.5 million
during the three months ended March 31, 2011 to approximately $237.9 million during the three months ended March 31, 2012. The increase in
segment operating profit was attributable primarily to increased revenues during the quarter.
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Healthcare Segment

Revenue. Revenue increased by 33.9%, or approximately $118.4 million, from approximately $349.0 million during the three months ended
March 31, 2011 to approximately $467.4 million during the three months ended March 31, 2012. The increase in revenue was primarily driven
by continued expansion of existing customer relationships as well as revenue contributed by new customers. The increase in revenue from
customers existing as of March 31, 2011 and customers added since March 31, 2011 was approximately $109.2 million and approximately
$9.2 million, respectively. Within the segment, growth was strong among our healthcare customers, where revenue during the three months
ended March 31, 2012 increased by approximately $86.8 million. Revenue during the three months ended March 31, 2012 increased by $31.6
million for our life sciences customers. The increases can also be attributed to leveraging sales and marketing investments in this business
segment as well as greater acceptance of our global services delivery model and increased customer spending on discretionary development
projects. We expect revenue from certain of our life sciences customers to be impacted by cyclical changes in this sector which are driving
softness in discretionary spending.

Segment Operating Profit. Segment operating profit increased 43.0%, or approximately $54.8 million, from approximately $127.6 million
during the three months ended March 31, 2011 to approximately $182.4 million during the three months ended March 31, 2012. The increase in
segment operating profit was attributable primarily to increased revenues, achieving operating efficiencies, including continued leverage of prior
sales and marketing investments, and the impact of the depreciation of the Indian rupee versus the U.S. dollar, partially offset by an increase in
compensation and benefit costs resulting primarily from additional headcount to support our revenue growth.

Manufacturing/Retail/L.ogistics Segment

Revenue. Revenue increased by 22.0%, or approximately $60.5 million, from approximately $274.3 million during the three months ended
March 31, 2011 to approximately $334.8 million during the three months ended March 31, 2012. The increase in revenue was driven by
continued expansion of existing customer relationships as well as revenue contributed by new customers. The increase in revenue from
customers existing as of March 31, 2011 and customers added since March 31, 2011 was approximately $39.6 million and approximately
$20.9 million, respectively. Within the segment, growth was strong among our retail and hospitality customers, where revenue during the three
months ended March 31, 2012 increased by approximately $50.7 million. The increase can also be attributed to leveraging sales and marketing
investments in this business segment as well as greater acceptance of our global services delivery model and increased customer spending on
discretionary development projects.

Segment Operating Profit. Segment operating profit increased 21.2%, or approximately $21.5 million, from approximately $101.4 million
during the three months ended March 31, 2011 to approximately $122.9 million during the three months ended March 31, 2012. The increase in
segment operating profit was attributable primarily to increased revenues during the quarter and the impact of the depreciation of the Indian
rupee versus the U.S. dollar, partially offset by an increase in compensation and benefit costs resulting primarily from additional headcount to
support our revenue growth and continued investment in sales and marketing.

Other Segment

Revenue. Revenue increased 20.5%, or approximately $36.4 million, from approximately $178.0 million during the three months ended

March 31, 2011 to approximately $214.4 million during the three months ended March 31, 2012. The increase in revenue was driven by
continued expansion of existing customer relationships as well as revenue contributed by new customers. The increase in revenue from
customers existing as of March 31, 2011 and customers added since March 31, 2011 was approximately $22.6 million and approximately $13.8
million, respectively. Within the Other segment, growth was consistent among our entertainment, media and information services customers, our
telecommunications customers and our new technology customers. The increase can also be attributed to leveraging sales and marketing
investments in this business segment as well as greater acceptance of our global services delivery model and increased customer spending on
discretionary development projects.

Segment Operating Profit. Segment operating profit increased 24.7%, or approximately $13.9 million, from approximately $56.1 million during
the three months ended March 31, 2011 to approximately $70.0 million during the three months ended March 31, 2012. The increase in segment
operating profit was attributable primarily to increased revenues, achieving operating efficiencies, including continued leverage of prior sales
and marketing investments, and the impact of the depreciation of the Indian rupee versus the U.S. dollar, partially offset by an increase in
compensation and benefit costs resulting primarily from additional headcount to support our revenue growth.
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At March 31, 2012, we had cash, cash equivalents and short-term investments of $2,491.2 million. We have used, and plan to use, such cash for
expansion of existing operations, including our offshore development and delivery centers; continued development of new service lines; possible
acquisitions of related businesses; formation of joint ventures; stock repurchases; and general corporate purposes, including working capital. As
of March 31, 2012, we had no third party debt and had working capital of approximately $3,175.5 million, including short-term investments of
$1,162.7 million. Accordingly, we do not anticipate any near-term liquidity issues.

Net cash provided by operating activities was approximately $101.8 million during the three months ended March 31, 2012 as compared to
approximately $45.6 million during the three months ended March 31, 2011. The increase was primarily attributed to an increase in net income
and more efficient deployment of working capital during the quarter as compared to the three months ended March 31, 2011. Trade accounts
receivable increased from approximately $1,179.0 million at December 31, 2011 to approximately $1,234.2 million at March 31, 2012. Unbilled
accounts receivable increased from approximately $139.6 million at December 31, 2011 to approximately $187.1 million at March 31, 2012.
The increase in trade accounts receivable and unbilled receivables as of March 31, 2012 as compared to December 31, 2011 was primarily due
to increased revenues and a higher number of days of sales outstanding. We monitor turnover, aging and the collection of accounts receivable
through the use of management reports that are prepared on a customer basis and evaluated by our finance staff. At March 31, 2012, our days
sales outstanding, including unbilled receivables, was approximately 76 days as compared to 73 days at December 31, 2011 and 74 days as of
March 31, 2011.

Our investing activities used net cash of approximately $95.5 million during the three months ended March 31, 2012 as compared to
approximately $252.7 million during the three months ended March 31, 2011. The decrease in net cash used in investing activities primarily
related to a decrease in net investment purchases during the three months ended March 31, 2012.

Our financing activities provided net cash of approximately $7.1 million during the three months ended March 31, 2012 as compared to using
approximately $49.0 million during the three months ended March 31, 2011. The increase in net cash provided by financing activities primarily
related to issuances of common stock under stock-based compensation plans and a decrease in repurchases of common stock shares during the
three months ended March 31, 2012.

As of March 31, 2012, a majority of our cash, cash equivalents and short-term investments was held by our foreign subsidiaries. We utilize a
variety of tax planning and financing strategies in an effort to ensure that our worldwide cash is available in the locations in which it is

needed. Most of the amounts held outside of the United States could be repatriated to the United States but, under current law, would be subject
to United States federal income taxes, less applicable foreign tax credits. However, other than amounts representing pre-2002 undistributed
Indian earnings for which we have already accrued U.S. taxes, our intent is to permanently reinvest these funds outside the U.S. and our current
plans do not demonstrate a need to repatriate these amounts to fund our U.S. operations.

Our ability to expand and grow our business in accordance with current plans, to make acquisitions and form joint ventures and to meet our
long-term capital requirements beyond a twelve month period will depend on many factors, including the rate, if any, at which our cash flow
increases, our ability and willingness to accomplish acquisitions and joint ventures with capital stock, our continued intent not to repatriate
foreign earnings, and the availability of public and private debt and equity financing. We cannot be certain that additional financing, if required,
will be available on terms favorable to us, if at all. We expect our operating cash flow and cash and cash equivalents to be sufficient to meet our
operating requirements for the next twelve months. There were no off-balance sheet transactions, arrangements or other relationships with
unconsolidated entities or other persons in 2012 and 2011 that would have affected our liquidity or the availability of, or requirements for,
capital resources.

Commitments and Contingencies

As of March 31, 2012, we had outstanding fixed capital commitments of approximately $219.7 million related to our India development center
expansion program, which includes expenditures for land acquisition, facilities construction and furnishings to build new state-of-the-art
development and delivery centers in regions primarily designated as SEZs located in India.

We are involved in various claims and legal actions arising in the ordinary course of business. In the opinion of management, the outcome of
such claims and legal actions, if decided adversely, is not expected to have a material adverse effect on our quarterly or annual operating results,
cash flows, or consolidated financial position. Additionally, many of our engagements involve projects that are critical to the operations of our
customers business and provide benefits that are difficult to quantify. Any failure in a customer s systems or our failure to meet our contractual
obligations to our clients,
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including any breach involving a customer s confidential information or sensitive data, or our obligations under applicable laws or regulations
could result in a claim for substantial damages against us, regardless of our responsibility for such failure. Although we attempt to contractually
limit our liability for damages arising from negligent acts, errors, mistakes, or omissions in rendering our services, there can be no assurance that
the limitations of liability set forth in our contracts will be enforceable in all instances or will otherwise protect us from liability for damages.
Although we have general liability insurance coverage, including coverage for errors or omissions, there can be no assurance that such coverage
will continue to be available on reasonable terms or will be available in sufficient amounts to cover one or more large claims, or that the insurer
will not disclaim coverage as to any future claim. The successful assertion of one or more large claims against us that exceed available insurance
coverage or changes in our insurance policies, including premium increases or the imposition of large deductible or co-insurance requirements,
could have a material adverse effect on our quarterly and annual operating results, financial position and cash flows.

Foreign Currency Risk

Overall, we believe that we have limited revenue risk resulting from movement in foreign currency exchange rates as approximately 79.5% of
our revenues for the quarter ended March 31, 2012 were generated from customers located in North America. However, a portion of our costs in
India, representing approximately 30.5% of our global operating costs for the quarter ended March 31, 2012, are denominated in the Indian
rupee and are subject to foreign exchange rate fluctuations. These foreign currency exchange rate fluctuations have an impact on our results of
operations. In addition, a portion of our balance sheet is exposed to foreign currency exchange rate fluctuations, which may result in
non-operating foreign currency exchange gains or losses upon remeasurement. For the quarter ended March 31, 2012, we reported foreign
currency exchange gains, exclusive of losses on foreign exchange forward contracts not designated as hedging instruments, of approximately
$5.9 million, which were primarily attributed to the remeasurement of the Indian rupee net monetary assets on Cognizant India s books to the
U.S. dollar functional currency and intercompany balances between our European subsidiaries and Cognizant India for services performed by
Cognizant India on behalf of our European customers. On an ongoing basis, we manage a portion of this risk by limiting our net monetary asset
exposure to certain currencies in our foreign subsidiaries, primarily the Indian rupee.

We entered into a series of foreign exchange forward contracts that are designated as cash flow hedges of certain Indian rupee denominated
payments in India. Cognizant India converts U.S. dollar receipts from intercompany billings to Indian rupees to fund local expenses. These
hedges to buy Indian rupees and sell U.S. dollars are intended to partially offset the impact of movement of exchange rates on future operating
costs. During the first quarter of 2012, we reported a loss of $7.8 million on contracts that settled during the quarter. As of March 31, 2012, we
have outstanding contracts with a notional value of $923.8 million and weighted average forward rate of 49.3 rupees to the U.S. dollar scheduled
to mature in 2012, outstanding contracts with a notional value of $1,217.0 million and a weighted average forward rate of 50.7 rupees to the U.S.
dollar scheduled to mature in 2013, outstanding contracts with a notional value of $990.0 million and a weighted average forward rate of 53.3
rupees to the U.S. dollar scheduled to mature in 2014, and outstanding contracts with a notional value of $600.0 million and a weighted average
forward rate of 55.8 rupees to the U.S. dollar scheduled to mature in 2015.

Our foreign subsidiaries are exposed to foreign exchange rate risk for transactions denominated in currencies other than the functional currency
of the respective subsidiary. We also use foreign exchange forward contracts to hedge balance sheet exposure to certain monetary assets and
liabilities denominated in currencies other than the functional currency of the subsidiary. These contracts are not designated as hedges and are
intended to offset the foreign currency exchange gains or losses upon remeasurement of these net monetary assets. We entered into a series of
foreign exchange forward contracts scheduled to mature in 2012 which are primarily used to hedge our Indian rupee denominated net monetary
assets. At March 31, 2012, the notional value of the outstanding contracts was $287.2 million and the related fair value was an asset of $17.5
million. During the three months ended March 31, 2012, inclusive of losses of $13.2 million on these undesignated balance sheet hedges, we
reported net foreign currency exchange losses of approximately $7.3 million.

Recent Accounting Pronouncements
See Note 10 to our unaudited condensed consolidated financial statements for additional information.
Effects of Inflation

Our most significant costs are the salaries and related benefits for our programming staff and other professionals. Competition in India, the
United States and Europe for professionals with advanced technical skills necessary to perform our services offered has caused wages to increase
at a rate greater than the general rate of inflation. As with other service providers in our industry, we must adequately anticipate wage increases,
particularly on our fixed-price contracts. Historically, we have experienced increases in compensation and benefit costs, including
incentive-based compensation, in
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India; however, this has not had a material impact on our results of operations as we have been able to absorb such cost increases through price
increases or cost management strategies such as managing discretionary costs, mix of professional staff and utilization levels and achieving other
operating efficiencies. There can be no assurance that we will be able to offset such cost increases in the future.

Forward Looking Statements

The statements contained in this Quarterly Report on Form 10-Q that are not historical facts are forward-looking statements (within the meaning
of Section 21E of the Securities Exchange Act of 1934, as amended) that involve risks and uncertainties. Such forward-looking statements may
be identified by, among other things, the use of forward-looking terminology such as believes, expects, may, could, would, plan,

intend.

estimate, predict, potential, continue, should or anticipates or the negative thereof or other variations thereon or comparable terminology,

discussions of strategy that involve risks and uncertainties. From time to time, we or our representatives have made or may make
forward-looking statements, orally or in writing.

Such forward-looking statements may be included in various filings made by us with the Securities and Exchange Commission, or press releases
or oral statements made by or with the approval of one of our authorized executive officers. These forward-looking statements, such as
statements regarding anticipated future revenues or operating margins, contract percentage completions, earnings, capital expenditures and other
statements regarding matters that are not historical facts, involve predictions. Our actual results, performance or achievements could differ
materially from the results expressed in, or implied by, these forward-looking statements. We undertake no obligation to update or revise any
forward-looking statements, whether as a result of new information, future events or otherwise, except as may be required under applicable
securities laws. There are a number of important factors that could cause our results to differ materially from those indicated by such
forward-looking statements. These factors include those set forth in Part II, Item 1A. Risk Factors .

Item 3. Quantitative and Qualitative Disclosures about Market Risk.

We are exposed to foreign currency exchange rate risk in the ordinary course of doing business as we transact or hold a portion of our funds in
foreign currencies, particularly the Indian rupee. Accordingly, we periodically evaluate the need for hedging strategies, including the use of
derivative financial instruments, to mitigate the effect of foreign currency exchange rate fluctuations and expect to continue to use such
instruments in the future to reduce foreign currency exposure to appreciation or depreciation in the value of certain foreign currencies. All
hedging transactions are authorized and executed pursuant to regularly reviewed policies and procedures.

We have entered into a series of foreign exchange forward contracts that are designated as cash flow hedges of certain Indian rupee denominated
payments in India. Cognizant India converts U.S. dollar receipts from intercompany billings to Indian rupees to fund local expenses. These U.S.
dollar / Indian rupee hedges are intended to partially offset the impact of movement of exchange rates on future operating costs. As of March 31,
2012 and December 31, 2011, the notional value of these contracts was $3,730.8 million and $3,503.5 million, respectively. The outstanding
contracts at March 31, 2012 are scheduled to mature each month during 2012, 2013, 2014 and 2015. At March 31, 2012 and December 31, 2011,
the net unrealized loss on our outstanding foreign exchange forward contracts designated as cash flow hedges was $242.8 million and $385.6
million, respectively. Based upon a sensitivity analysis of our foreign exchange forward contracts at March 31, 2012, which estimates the fair
value of the contracts based upon market exchange rate fluctuations, a 10.0% change in the foreign currency exchange rate against the U.S.
dollar with all other variables held constant would have resulted in a change in the fair value of approximately $323.4 million.

Our foreign subsidiaries are exposed to foreign exchange rate risk for transactions denominated in currencies other than the functional currency
of the respective subsidiary. We also use foreign exchange forward contracts to hedge balance sheet exposure to certain monetary assets and
liabilities denominated in currencies other than the functional currency of the subsidiary. These contracts are not designated as hedges and are
intended to offset the foreign currency exchange gains or losses upon remeasurement of these net monetary assets. We entered into a series of
foreign exchange forward contracts scheduled to mature in 2012 which are primarily used to hedge our Indian rupee denominated net monetary
assets. At March 31, 2012, the notional value of the outstanding contracts was $287.2 million and the related fair value was an asset of $17.5
million. Based upon a sensitivity analysis of our foreign exchange forward contracts at March 31, 2012, which estimates the fair value of the
contracts based upon market exchange rate fluctuations, a 10.0% change in the foreign currency exchange rate against the U.S. dollar with all
other variables held constant would have resulted in a change in the fair value of approximately $25.7 million.

There were no off-balance sheet transactions, arrangements or other relationships with unconsolidated entities or other persons in 2012 and 2011
that would have affected our liquidity or the availability of or requirements for capital resources.
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We do not believe we are exposed to material direct risks associated with changes in interest rates other than with our cash, cash equivalents and
short-term investments. As of March 31, 2012, we had approximately $2,491.2 million of cash, cash equivalents and short-term investments
most of which are impacted almost immediately by changes in short-term interest rates.

We typically invest in highly rated securities and our policy generally limits the amount of credit exposure to any one issuer. Our investment
policy requires investments to be investment grade with the objective of minimizing the potential risk of principal loss. We may sell our
investments prior to their stated maturities for strategic purposes, in anticipation of credit deterioration, or for duration management. As of
March 31, 2012, our short-term investments totaled $1,162.7 million. Our investment portfolio is primarily comprised of time deposits and U.S.
dollar denominated corporate bonds, municipal bonds, debt issuances by the U.S. government and U.S. government agencies, debt issuances by
foreign governments and supranational entities and asset-backed securities.

Item 4. Controls and Procedures.
Evaluation of Disclosure Controls and Procedures

Our management under the supervision and with the participation of our chief executive officer and our chief financial officer, evaluated the
design and operating effectiveness of our disclosure controls and procedures (as defined in Rules 13a-15(e) and 15d-15(e) under the Securities
Exchange Act of 1934, as amended, or the Exchange Act) as of March 31, 2012. Based on this evaluation, our chief executive officer and our
chief financial officer concluded that, as of March 31, 2012, our disclosure controls and procedures were effective to ensure that information
required to be disclosed by us in our reports that we file or submit under the Exchange Act is (i) recorded, processed, summarized and reported
within the time periods specified in the SEC s rules and forms and (ii) accumulated and communicated to our chief executive officer and our
chief financial officer as appropriate to allow timely decisions regarding required disclosure.

Changes in Internal Control over Financial Reporting

No changes in our internal control over financial reporting (as defined in Rules 13a-15(f) and 15d-15(f) under the Exchange Act) occurred
during the fiscal quarter ended March 31, 2012 that have materially affected, or are reasonably likely to materially affect, our internal control
over financial reporting.

PART II. OTHER INFORMATION

Item 1A. Risk Factors.
Factors That May Affect Future Results

In addition to the risks and uncertainties described elsewhere in this Quarterly Report on Form 10-Q, if any of the following risks occur, our
business, financial condition, results of operations or prospects could be materially adversely affected. In such case, the trading price of our
common stock could decline.

Our global operations are subject to complex risks, some of which might be beyond our control.

We have offices and operations in various countries around the world and provide services to clients globally. During the first quarter of 2012,
approximately 79.5% of our revenues were attributable to the North American region, 16.6% were attributable to the European region, and 3.9%
were attributable to the rest of the world, primarily the Asia Pacific region. If we are unable to manage the risks of our global operations,
including regulatory, economic, political and other uncertainties in India, fluctuations in foreign exchange and inflation rates, international
hostilities, terrorism, natural disasters, and multiple legal and regulatory systems, our results of operations could be adversely affected.

A substantial portion of our assets and operations are located in India and we are subject to regulatory, economic, political and other
uncertainties in India.

We intend to continue to develop and expand our offshore facilities in India where a majority of our technical professionals are located. While
wage costs are lower in India than in the United States and other developed countries for comparably skilled professionals, wages in India have
historically increased at a faster rate than in the United States and other countries in which we operate. If this trend continues in the future, it
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would result in increased costs for our skilled professionals and thereby potentially reduce our operating margins. Also, there is no assurance
that, in future periods, competition for skilled professionals will not drive salaries higher in India, thereby resulting in increased costs for our
technical professionals and reduced operating margi