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UNITED STATES
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WASHINGTON, D.C. 20549
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(Mark One)

QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
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OR
| TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
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COMMISSION FILE NUMBER: 000-26489
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(877) 445 - 4581
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(Former name, former address and former fiscal year, if changed since last report)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act of 1934 during
the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject to such filing requirements for
the last 90 days. Yes No O

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, 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 No O

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 the
definitions of “large accelerated filer,” “accelerated filer” and “smaller reporting company” in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer [J Accelerated filer Non-accelerated filer [] Smaller reporting company [
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act). Yes [0 No
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PART I - FINANCIAL INFORMATION
Item 1 — Condensed Consolidated Financial Statements (Unaudited)

ENCORE CAPITAL GROUP, INC.
Condensed Consolidated Statements of Financial Condition
(In Thousands, Except Par Value Amounts)

(Unaudited)
March 31, December 31,
2013 2012
Assets
Cash and cash equivalents $ 29,904 $ 17,510
Investment in receivable portfolios, net 801,525 873,119
Deferred court costs, net 35,448 35,407
Property tax payment agreements receivable, net 153,580 135,100
Interest receivable 4,621 4,042
Property and equipment, net 24,389 23,223
Other assets 31,113 27,006
Goodwill 51,437 55,446
Identifiable intangible assets, net 462 487
Total assets $ 1,132,479 $ 1,171,340
Liabilities and stockholders’ equity
Liabilities:
Accounts payable and accrued liabilities $ 42,120 $ 45,450
Income tax payable 7,236 3,080
Deferred tax liabilities, net 8,443 8,236
Debt 646,011 706,036
Other liabilities 1,738 2,722
Total liabilities 705,548 765,524
Commitments and contingencies
Stockholders’ equity:
Convertible preferred stock, $.01 par value, 5,000 shares authorized, no shares issued and outstanding — —
Common stock, $.01 par value, 50,000 shares authorized, 23,336 shares and 23,191 shares issued and
outstanding as of March 31, 2013 and December 31, 2012, respectively 233 232
Additional paid-in capital 89,189 88,029
Accumulated earnings 338,777 319,329
Accumulated other comprehensive loss (1,268) (1,774)
Total stockholders’ equity 426,931 405,816
Total liabilities and stockholders’ equity $ 1,132,479 $ 1,171,340

See accompanying notes to condensed consolidated financial statements
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ENCORE CAPITAL GROUP, INC.

Condensed Consolidated Statements of Comprehensive Income
(In Thousands, Except Per Share Amounts)

(Unaudited)
Three Months Ended
March 31,
2013 2012
Revenues
Revenue from receivable portfolios, net $140,683 $126,405
Tax lien transfer
Interest income 4,715 —
Interest expense (1,113) —
Net interest income 3,602 —
Total revenues 144,285 126,405
Operating expenses
Salaries and employee benefits 28,832 22,304
Cost of legal collections 42,258 38,635
Other operating expenses 13,265 11,598
Collection agency commissions 3,329 3,959
General and administrative expenses 16,342 13,658
Depreciation and amortization 1,846 1,240
Total operating expenses 105,872 91,394
Income from operations 38,413 35,011
Other (expense) income
Interest expense (6,854) (5,515)
Other income 460 272
Total other expense (6,394) (5,243)
Income from continuing operations before income taxes 32,019 29,768
Provision for income taxes (12,571) (11,660)
Income from continuing operations 19,448 18,108
Loss from discontinued operations, net of tax — (6,702)
Net income $ 19,448 $ 11,406
Weighted average shares outstanding:
Basic 23,446 24,779
Diluted 24,414 25,740
Basic earnings (loss) per share from:
Continuing operations $ 083 $ 073
Discontinued operations $ 0.00 $ (0.27)
Net basic earnings per share $ 083 $ 046
Diluted earnings (loss) per share from:
Continuing operations $ 0.80 $ 0.70
Discontinued operations $ 0.00 $ (0.26)
Net diluted earnings per share $ 0.80 $ 044
Other comprehensive gain (loss):
Unrealized gain on derivative instruments, net of tax 620 682
Unrealized loss on foreign currency translation, net of tax (114) —
Other comprehensive gain, net of tax 506 682
Comprehensive income $ 19,954 $ 12,088

See accompanying notes to condensed consolidated financial statements
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ENCORE CAPITAL GROUP, INC.

Condensed Consolidated Statements of Stockholders’ Equity
(Unaudited, In Thousands)

Accumulated
Additional Other
C Stock Paid-In Accumulated Comprehensive Total
Shares Par Capital Earnings (Loss) Income Equity
Balance at December 31, 2012 23,191 $ 232 $ 88,029 $ 319,329 $ (1,774) $ 405,816
Net income — — — 19,448 — 19,448
Unrealized gain on derivative instruments, net of tax — — — — 620 620
Unrealized loss on foreign currency translation
adjustments, net of tax — — — — (114) (114)
Exercise of stock options and issuance of share-based
awards, net of shares withheld for employee taxes 169 1 (2,029) — — (2,028)
Repurchase of common stock (24) — (729) — — (729)
Stock-based compensation — — 3,001 — — 3,001
Tax benefit related to stock-based compensation — — 902 — — 902
Tax benefit related to convertible notes, net — — 15 — — 15
Balance at March 31, 2013 23,336 $ 233 $ 89,189 $ 338,777 $ (1,268) $ 426,931

See accompanying notes to condensed consolidated financial statements
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ENCORE CAPITAL GROUP, INC.

Condensed Consolidated Statements of Cash Flows
(Unaudited, In Thousands)

Operating activities:

Net income

Adjustments to reconcile net income to net cash provided by operating activities
Depreciation and amortization
Impairment charge for goodwill and identifiable intangible assets

Amortization of loan costs and premium on property tax payment agreements receivable

Stock-based compensation expense
Income tax provision in excess of income tax payments
Excess tax benefit from stock-based payment arrangements
(Reversal) provision for allowances on receivable portfolios, net
Changes in operating assets and liabilities
Other assets
Deferred court costs
Prepaid income tax and income taxes payable
Accounts payable, accrued liabilities and other liabilities
Net cash provided by operating activities
Investing activities:
Purchases of receivable portfolios
Collections applied to investment in receivable portfolios, net
Proceeds from put-backs of receivable portfolios
Originations of property tax payment agreements receivable
Collections applied to property tax payment agreements receivable, net
Purchases of property and equipment
Net cash provided by (used in) investing activities
Financing activities:
Payment of loan costs
Repayment of senior secured notes
Proceeds from revolving credit facilities
Repayment of revolving credit facilities
Repurchase of common stock
Proceeds from exercise of stock options
Taxes paid related to net share settlement of equity awards
Excess tax benefit from stock-based payment arrangements
Repayment of capital lease obligations
Net cash (used in) provided by financing activities
Net increase in cash and cash equivalents
Cash and cash equivalents, beginning of period
Cash and cash equivalents, end of period

Supplemental disclosures of cash flow information:
Cash paid for interest
Cash paid for income taxes

Supplemental schedule of non-cash investing and financing activities:
Fixed assets acquired through capital lease

See accompanying notes to condensed consolidated financial statements
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Three Months Ended

$

$

$

2013
19,448

1,846
1,517
3,001

207
(983)
(1,006)

(1,630)
(41)
4,314

(2,980)

23,693

(58,771)
130,493
878
(27,446)
11,812
(2,315)

54,651

(2,340)
(2,500)
33,741
(91,800)
(729)
846
(2,872)
983
(1,279)

(65,950)

12,394
17,510

29,904

5,485
7,520

674

$

$

$

2012
11,406

1,363
10,349
466
2,266
623
(1,067)
373

(326)
(1,333)
2,130
853
27,103

(130,463)
104,230
734

(1,555)

(27,054)

43,500

(34,500)
1,061
(2,093)
1,067

(1,685)

7,350
7,399
8,047
15,446

5,119
4,075

1,564
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ENCORE CAPITAL GROUP, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

Note 1: Ownership, Description of Business and Summary of Significant Accounting Policies

Encore Capital Group, Inc. (“Encore”), through its subsidiaries (collectively, the “Company™), is a leading provider of debt management and recovery
solutions for consumers and property owners across a broad range of financial assets. The Company purchases portfolios of defaulted consumer receivables at
deep discounts to face value and manages them by working with individuals as they repay their obligations and work toward financial recovery. Defaulted
receivables are consumers’ unpaid financial commitments to credit originators, including banks, credit unions, consumer finance companies, commercial retailers,
auto finance companies, and telecommunication companies. Defaulted receivables may also include receivables subject to bankruptcy proceedings. In addition,
through its subsidiary, Propel Financial Services, LLC (“Propel”), the Company assists Texas property owners who are delinquent on their property taxes by
paying these taxes on behalf of the property owners in exchange for payment agreements collateralized by tax liens on the property.

Portfolio purchasing and recovery

The Company purchases receivables based on robust, account-level valuation methods and employs a suite of proprietary statistical and behavioral
models across the full extent of its operations. These investments allow the Company to value portfolios accurately (and limit the risk of overpaying), avoid
buying portfolios that are incompatible with its methods or goals and precisely align the accounts it purchases with its operational channels to maximize future
collections. As a result, the Company has been able to realize significant returns from the receivables it acquires. The Company maintains strong relationships
with many of the largest credit and telecommunication providers in the United States, and possesses one of the industry’s best collection staff retention rates.

The Company uses insights discovered during its purchasing process to build account collection strategies. The Company’s proprietary consumer-level
collectability analysis is the primary determinant of whether an account will be actively serviced post-purchase. The Company continuously refines this analysis
to determine the most effective collection strategy to pursue for each account it owns. After the Company’s preliminary analysis, it seeks to collect on only a
fraction of the accounts it purchases, through one or more of its collection channels. The channel identification process is analogous to a funneling system, where
the Company first differentiates those consumers who it believes are not able to pay from those who are able to pay. Consumers who the Company believes are
financially incapable of making any payments, facing extenuating circumstances or hardships (such as medical issues), serving in the military, or currently
receiving social security as their only source of income are excluded from the next step of its collection process and are designated as inactive. The remaining
pool of accounts in the funnel then receives further evaluation. At that point, the Company analyzes and determines a consumer’s perceived willingness to pay.
Based on that analysis, the Company will pursue collections through letters and/or phone calls to its consumers. Despite its efforts to reach consumers and work
out a settlement option, only a small number of consumers who are contacted choose to engage with the Company. Those who do are often offered deep discounts
on their obligations, or are presented with payment plans that are better suited to meet their daily cash flow needs. The majority of contacted consumers, however,
ignore both the Company’s calls and letters, and therefore the Company must then make the difficult decision whether or not to pursue collections through legal
means.

Tax lien transfer

Propel’s principal activity is originating and servicing property tax lien transfers in the state of Texas. With the property owner’s consent, Propel pays the
property owner’s delinquent property taxes directly to the taxing authority, which then transfers its tax lien to Propel. Propel then enters into a payment agreement
with the property owner creating an affordable payment plan. Tax lien transfers provide the local taxing authorities with much needed tax revenue and property
owners with an alternative to paying their property tax bills in one lump sum. Tax lien transfers typically carry a lower interest rate and fee structure than what the
local taxing authority would charge.

Financial Statement Preparation

The accompanying interim condensed consolidated financial statements have been prepared by Encore, without audit, in accordance with the instructions
to the Quarterly Report on Form 10-Q, and Rule 10-01 of Regulation S-X promulgated by the U.S. Securities and Exchange Commission (the “SEC™) and,
therefore, do not include all information and footnotes necessary for a fair presentation of its consolidated financial position, results of operations and cash flows
in accordance with accounting principles generally accepted in the United States.

In the opinion of management, the unaudited financial information for the interim periods presented reflects all adjustments, consisting of only normal
and recurring adjustments, necessary for a fair presentation of the Company’s consolidated financial position, results of operations, and cash flows. These
condensed consolidated financial statements should be read in conjunction with the consolidated financial statements included in the Company’s Annual Report
on Form 10-K for the fiscal year ended December 31, 2012. Operating results for interim periods are not necessarily indicative of operating results for an entire
fiscal year.



Table of Contents

The preparation of financial statements in conformity with accounting principles generally accepted in the United States requires management to make
estimates and assumptions that affect the reported amounts and the disclosure of contingent amounts in the Company’s financial statements and the accompanying
notes. Actual results could materially differ from those estimates.

Basis of Consolidation

Encore is a Delaware holding company whose principal assets are its investments in various wholly owned subsidiaries. All significant intercompany
accounts and transactions have been eliminated in consolidation.

On May 8, 2012, the Company completed its acquisition of Propel, BNC Retax, LLC, RioProp Ventures, LLC, and certain related affiliates (collectively,
the “Propel Entities”). The condensed consolidated statements of comprehensive income for the three months ended March 31, 2012 do not include the results of
operations of the Propel Entities as the acquisition was not completed until May 8, 2012. For additional acquisition related information relating to the Propel
Entities, please refer to the Company’s Current Report on Form 8-K filed with the SEC on July 24, 2012.

Reclassification

Certain reclassifications have been made to the condensed consolidated financial statements to conform to the current year’s presentation.

Note 2: Discontinued Operations

On May 16, 2012, the Company completed the sale of substantially all of the assets and certain of the liabilities of its bankruptcy servicing subsidiary,
Ascension Capital Group, Inc. (“Ascension”), to a subsidiary of American InfoSource, L.P. (“AIS”). As part of the sale, the Company agreed to fund certain
agreed-upon operating losses in the first year of AIS’ ownership of the Ascension business, not to exceed $4.0 million. If the Ascension business becomes
profitable under AIS’ ownership, the Company will be paid an earn-out equal to 30% to 40% of Ascension’s EBITDA for the first five years commencing
May 16, 2012. The Company received no proceeds from the sale. Additionally, the Company recognized the entire $4.0 million loss contingency during the
second quarter of 2012.

The Company performed an interim goodwill impairment test for Ascension as of March 31, 2012 and concluded that the entire goodwill balance relating
to Ascension of $9.9 million was impaired. Additionally, the Company wrote-off the remaining identifiable intangible assets of approximately $0.4 million
relating to Ascension as of March 31, 2012.

Ascension’s operations are presented as discontinued operations for the three months ended March 31, 2012, in the Company’s condensed consolidated
statements of comprehensive income. The following table presents the revenue and components of discontinued operations, net of tax (in thousands):

Three Months
Ended
March
31, 2012
Revenue $ 3,812
Loss from discontinued operations before income taxes $(11,018)
Income tax benefit 4,316
Loss from discontinued operations $ (6,702)

Note 3: Business Combinations
Merger Agreement

On March 6, 2013, the Company and Pinnacle Sub, Inc., a wholly owned subsidiary of the Company (“Merger Sub”), entered into an agreement and plan
of merger (the “Merger Agreement”) with Asset Acceptance Capital Corp. (“AACC”), another leading provider of debt management and recovery solutions.
Pursuant to the Merger Agreement, Merger Sub will merge with and into AACC, and AACC will continue as the surviving corporation and will become a wholly
owned subsidiary of the Company. The Merger Agreement has been approved by the board of directors of the Company and the board of directors of AACC.

Subject to the terms and conditions of the Merger Agreement, each holder of AACC common stock will be entitled to receive, at such holder’s election,
either $6.50 in cash or 0.2162 validly issued, fully paid and nonassessable shares of Encore common stock, in each case without interest and less any applicable
withholding taxes, for each share of AACC common stock such holder owns at the effective time of the merger. However, no more than 25% of the total shares of
AACC common stock outstanding immediately prior to the merger may be exchanged for shares of the Company’s common stock and any shares of AACC
common stock elected to be exchanged for the Company’s common stock in excess of such 25% limitation will be subject to proration in accordance with the
terms of the Merger Agreement.
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The transaction is expected to close in the second quarter of 2013, and is subject to, among other items, customary closing conditions and regulatory
approvals. Information regarding this transaction is set forth on the Company’s Registration Statement on Form S-4, as amended, initially filed with the SEC on
March 27, 2013.

The Company will account for the merger using the acquisition method of accounting. Under the acquisition method of accounting, the assets and
liabilities of AACC will be recorded as of the closing date of the merger, at their respective fair values, and consolidated with those of the Company. The results
of operations of AACC will be consolidated with those of the Company beginning on the closing date of the merger.

Propel Acquisition
On May 8, 2012, the Company acquired all of the outstanding equity interests of the Propel Entities for $186.8 million in cash (the “Propel

Acquisition”). The Propel Acquisition is accounted for using the acquisition method of accounting and, accordingly, the tangible and intangible assets acquired
and liabilities assumed were recorded at their estimated fair values as of the date of the acquisition.

The Company has completed an independent valuation study and determined the fair value of the assets acquired and the liabilities assumed from the
Propel Entities. Fair value measurements have been applied based on assumptions that market participants would use in the pricing of the respective assets and
liabilities. During the three months ended March 31, 2013, the Company made an adjustment to the initial purchase price allocation, increasing property tax
payment agreements receivable and decreasing goodwill by approximately $4.0 million. The components of the final purchase price allocation for the Propel
Entities are as follows (in thousands):

Purchase price:

Cash paid at acquisition $ 186,814
Purchase price adjustment 741
Total purchase price $ 187,555
Allocation of purchase price:

Cash $ 824
Accounts receivable 1,049
Interest receivable 3,679
Property tax payment agreements receivable 136,987
Fixed assets 461
Other assets 860
Liabilities assumed (2,265)
Identifiable intangible assets 570
Goodwill 45,390
Total net assets acquired $ 187,555

Note 4: Earnings per Share

Basic earnings per share is calculated by dividing net earnings available to common stockholders by the weighted average number of shares of common
stock outstanding during the period. Diluted earnings per share is calculated on the basis of the weighted average number of shares of common stock plus the
effect of dilutive potential common shares outstanding during the period using the treasury stock method. Dilutive potential common shares include outstanding
stock options and restricted stock units.

The components of basic and diluted earnings per share are as follows (in thousands, except earnings per share):

Three Months Ended March 31,

2013 2012

Income from continuing operations $ 19,448 $ 18,108
Loss from discontinued operations, net of tax — (6,702)
Net income available for common stockholders $ 19,448 $ 11,406
Weighted average common shares outstanding — basic 23,446 24,779
Dilutive effect of stock-based awards 968 961
Weighted average common shares outstanding — diluted 24,414 25,740
Basic earnings (loss) per share from:

Continuing operations $ 083 $ 073

Discontinued operations $ 0.00 $ (0.27)

Net basic earnings per share $ 0.83 $ 046
Diluted earnings (loss) per share from:

Continuing operations $ 0.80 $ 0.70

Discontinued operations $ 0.00 $ (0.26)

Net diluted earnings per share $ 0.80 $ 044
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No anti-dilutive employee stock options were outstanding during the three months ended March 31, 2013. Employee stock options to purchase
approximately 209,000 shares of common stock were outstanding during the three months ended March 31, 2012, but not included in the computation of diluted
earnings per common share because the effect on diluted earnings per share would be anti-dilutive.

Note 5: Fair Value Measurements

The authoritative guidance for fair value measurements defines fair value as the price that would be received upon sale of an asset or the price paid to
transfer a liability, in an orderly transaction between market participants at the measurement date (i.e., the “exit price”). The guidance utilizes a fair value
hierarchy that prioritizes the inputs used in valuation techniques to measure fair value into three broad levels. The following is a brief description of each level:

* Level 1: Observable inputs such as quoted prices (unadjusted) in active markets for identical assets or liabilities.

+  Level 2: Inputs other than quoted prices that are observable for the asset or liability, either directly or indirectly. These include quoted prices for
similar assets or liabilities in active markets and quoted prices for identical or similar assets or liabilities in markets that are not active.

*  Level 3: Unobservable inputs, including inputs that reflect the reporting entity’s own assumptions.

Financial instruments required to be carried at fair value

Financial assets and liabilities measured at fair value on a recurring basis are summarized below (in thousands):

Fair Value Measurements as of

March 31, 2013
Level 1 Level 2 Level 3 Total
Liabilities
Interest rate swap agreements $ — $ (423) $ — $ (423)
Foreign currency exchange contracts — (1,248) — (1,248)
Fair Value Measurements as of
December 31, 2012
Level 1 Level 2 Level 3 Total
Liabilities
Interest rate swap agreements $ — $ (645) $ — $ (645)
Foreign currency exchange contracts — (2,010) — (2,010)

Fair values of derivative instruments included in Level 2 are estimated using industry standard valuation models. These models project future cash flows
and discount the future amounts to a present value using market-based observable inputs including interest rate curves, foreign currency exchange rates, and
forward and spot prices for currencies.

Financial instruments not required to be carried at fair value

The Company records its investment in receivable portfolios at cost, which represents a significant discount from the contractual receivable balances due.
The Company computes the fair value of its investment in receivable portfolios by discounting the estimated future cash flows, generated by its proprietary
forecasting models, using an estimated market participant discount rate. Using this method, the fair value of investment in receivable portfolios was
approximately $1.2 billion and $1.3 billion as of March 31, 2013 and December 31, 2012, respectively. A 100 basis point fluctuation in the discount rate used
would result in an increase or decrease in the fair value by approximately $20.0 million as of March 31, 2013. This fair value calculation does not represent, and
should not be construed to represent, the underlying value of the Company or the amount which could be realized if its investment in receivable portfolios were
sold. The carrying value of the investment in receivable portfolios was $801.5 million and $873.1 million as of March 31, 2013 and December 31, 2012,
respectively.
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The Company capitalizes deferred court costs and provides a reserve for those costs that it believes will ultimately be uncollectible. The carrying value of
net deferred court costs approximates fair value.

The fair value of property tax payment agreements receivable is estimated by discounting the future cash flows of the portfolio using a discount rate
equivalent to the current rate at which similar property tax payment agreements receivable would be originated. The carrying value of property tax payment
agreements receivable approximates fair value. Additionally, the carrying value of interest receivable approximates fair value.

The Company’s senior secured notes and borrowings under its revolving credit facilities and term loan facilities are carried at historical costs, adjusted for
additional borrowings less principal repayments, which approximate fair value. The Company’s convertible notes are carried at historical cost, adjusted for debt
discount. The carrying value of the convertible notes was $101.2 million as of March 31, 2013. The fair value estimate for these notes incorporates quoted market
prices, which was approximately $127.5 million as of March 31, 2013.

Note 6: Derivatives and Hedging Instruments

The Company uses derivative instruments to manage risks related to interest rates and foreign currency. The Company’s outstanding interest rate swap
contracts and foreign currency exchange contracts qualify for hedge accounting treatment under the authoritative guidance for derivatives and hedging.

Interest Rate Swaps

The Company may periodically enter into derivative financial instruments, typically interest rate swap agreements, to reduce its exposure to fluctuations
in interest rates on variable interest rate debt and their impact on earnings and cash flows. As of March 31, 2013, the Company had five interest rate swap
agreements outstanding with a total notional amount of $125.0 million. Under the swap agreements, the Company receives floating interest rate payments based
on one-month reserve-adjusted LIBOR and makes interest payments based on fixed interest rates. The Company intends to continue electing the one-month
reserve-adjusted LIBOR as the benchmark interest rate on the debt being hedged through its term. No credit spread was hedged. The Company designates its
interest rate swap instruments as cash flow hedges.

The authoritative accounting guidance requires companies to recognize derivative instruments as either an asset or liability measured at fair value in the
statement of financial position. The effective portion of the change in fair value of the derivative instrument is recorded in other comprehensive income (“OCI”).
The ineffective portion of the change in fair value of the derivative instrument, if any, is recognized in interest expense in the period of change. From the
inception of the hedging program, the Company has determined that the hedging instruments are highly effective.

Foreign Currency Exchange Contracts

The Company has operations in India, which exposes the Company to foreign currency exchange rate fluctuations due to transactions denominated in
Indian rupees, such as employee salaries and rent expenditures. To mitigate this risk, the Company enters into derivative financial instruments, principally
forward contracts, which are designated as cash flow hedges, to mitigate fluctuations in the cash payments of future forecasted transactions in Indian rupees for
up to 36 months. The Company adjusts the level and use of derivatives as soon as practicable after learning that an exposure has changed, and the Company
reviews all exposures and derivative positions on an ongoing basis.

Gains and losses on cash flow hedges are recorded in accumulated other comprehensive income (loss) until the hedged transaction is recorded in the
consolidated financial statements. Once the underlying transaction is recorded in the consolidated financial statements, the Company reclassifies the accumulated
other comprehensive income or loss on the derivative into earnings. If all or a portion of the forecasted transaction was cancelled, this would render all or a
portion of the cash flow hedge ineffective and the Company would reclassify the ineffective portion of the hedge into earnings. The Company generally does not
experience ineffectiveness of the hedge relationship and the accompanying consolidated financial statements do not include any such gains or losses.

As of March 31, 2013, the total notional amount of the forward contracts to buy Indian rupees in exchange for U.S. dollars was $4