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Lead Plaintiff Ontario Teachers’ Pension Plan Board (“Ontario Teachers’” or “Lead 

Plaintiff”), individually and on behalf of all other persons and entities that purchased or acquired 

Computer Sciences Corporation common stock during the period between August 5, 2008 and 

August 9, 2011, inclusive (the “Class Period”), and who were damaged thereby, allege the 

following based upon personal knowledge as to itself and its own acts, and upon information and 

belief as to all other matters.   

Lead Plaintiff’s information and belief is based on Lead Counsel’s investigation, which 

included, among other things: (1) a review and analysis of CSC’s public filings with the U.S. 

Securities and Exchange Commission (“SEC”); (2) a review and analysis of other public 

documents pertaining to CSC and its senior officers and directors, including Michael W. Laphen, 

Michael J. Mancuso and Donald G. DeBuck (collectively, the “Individual Defendants”), 

including press releases, analyst reports, pleadings in other litigations, news articles and other 

media coverage; and (3) interviews with former CSC employees and other persons with 

knowledge of the matters alleged herein.  Many of the facts supporting Lead Plaintiff’s 

allegations are known only by CSC and the Individual Defendants (collectively, “Defendants”) 

or are exclusively within their custody and/or control.  Lead Plaintiff believes that substantial 

further evidentiary support will be revealed after a reasonable opportunity to obtain discovery.   

I. NATURE OF THE ACTION 

1. This securities class action arises out of two fraudulent schemes perpetrated by 

CSC and the Individual Defendants named herein.  The first relates to Defendants’ fraudulent 

statements about the performance under CSC’s $5.4 billion contract with the National Health 

Services of the UK (“NHS” and the “NHS Contract”).  Under the NHS Contract, CSC agreed to 

build a computerized medical records system and develop the necessary software to create 

digitized medical records for all UK residents living within the regions covered by the contract.  
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The second scheme arises from Defendants’ fraudulent statements about CSC’s financial results 

in Fiscal Year (“FY”) 2010 and its internal controls, primarily in connection with the Company’s 

operations in Europe’s Nordic region (“Nordic Region”).   

2. The core component of the NHS Contract—the software system called Lorenzo, 

intended to enable the digital medical records system—was to be delivered by 2012.  The 

significance of the NHS Contract to CSC placed the project squarely in the spotlight of Wall 

Street analysts.  Accordingly, virtually all conference calls between the Company and investors 

and virtually all public announcements during the Class Period addressed the progress and status 

of the NHS Contract.  Throughout the Class Period, Defendants repeatedly asserted that CSC 

was “on track” and “making progress” and that the contract remained profitable to the Company.  

Likewise, CSC and the Individual Defendants continuously denied media reports critical of 

CSC’s performance of the contract.  As analyst reports throughout the Class Period demonstrate, 

investors believed Defendants.  However, Defendants’ representations were false because they 

had known, at least since May 2008, that CSC could not deliver the Lorenzo system as promised.  

The Class Period begins on August 5, 2008, the date of Defendants’ first public misstatements 

following May 2008. 

3. Lead Plaintiff’s investigation has revealed that, as of May 2008, CSC and the 

Individual Defendants knew that the NHS Contract could not be fulfilled.  In early 2008, CSC’s 

Board of Directors dispatched an internal team of experts to the UK to review progress on the 

NHS Contract.  The team concluded that “from a technology and operational perspective,” CSC 

could not perform the NHS Contract.  The members of the team were in agreement that CSC 

simply could not deliver the software necessary to perform under the contract.  As such, the 

contract was a “loser,” and, per Generally Accepted Accounting Principles (“GAAP”), CSC 
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should have recognized a loss on the NHS Contract in 2008.  CSC and the Individual Defendants 

concealed these facts from the public, and have never taken a loss on the contract. 

4. In the midst of public scrutiny, the UK Government commenced an investigation 

through a committee of Parliament with oversight over public spending.  The committee reached 

similar conclusions: CSC could not deliver on the NHS Contract.  Indeed, the Parliamentary 

inquiry revealed evidence that CSC had likely known it could not deliver since 2006. 

5. With respect to the financial accounting fraud, CSC has admitted that its FY 2010 

financial statements were false due to intentional misconduct that resulted in an overstatement of 

revenue by $91 million.  But for this overstatement, the Company would not have made 

consensus earnings per share (“EPS”) expectations and internal guidance for FY 2010.  The 

majority of the overstatement was a result of a time-tested accounting ruse: overcapitalization of 

contract expenses.  The fraud was possible because, from the outset of the Class Period, CSC’s 

internal controls over financial reporting were ineffective, a fact that Defendants knowingly or 

recklessly disregarded.  Notwithstanding their scienter, Defendants fraudulently attested in each 

of CSC’s quarterly filings with the SEC that CSC’s internal controls were effective.  

6. The Company failed to reveal this accounting fraud in a timely manner.  Instead, 

Defendants opted to gradually disclose progressively more damaging details.  On November 10, 

2010, CSC stated that it was recording a $40 million accounting charge arising from the Nordic 

Region, and characterized as “good news” the fact that “we found it, fixed it and put it behind 

us.”  Yet, on February 9, 2011, Defendants surprised investors, reporting an additional $40 

million in charges and admitted that the charges resulted from “suspected intentional 

misconduct.”  On May 2, months after the SEC launched its formal investigation, the Audit 

Committee of the Company’s Board of Directors commenced its own independent investigation.  
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CSC also revealed that the accounting irregularities were not limited to the Nordic region.  

Finally, on August 10, 2011, at the close of the Class Period, Defendants announced they were 

suspending CSC’s $1 billion stock buyback program based on the advice of outside counsel in 

light of the ongoing Audit Committee investigation.  Far from putting this purported “bump in 

the road” “behind” them, revelations concerning Defendants’ fraud continued to harm the 

Company and its shareholders. 

7. As a result of Defendants’ fraudulent conduct, CSC investors suffered immense 

losses: CSC’s stock price dropped 50%, from $56.54 on February 8, 2011 (the day before the 

first partially corrective disclosure) to $28.24 on August 10, 2011 (the end of the Class Period). 

II. PARTIES 

A. Lead Plaintiff 

8. Ontario Teachers’, located in Toronto, is the largest single-profession pension 

plan in Canada, representing 295,000 active and retired teachers in Ontario.  During the Class 

Period, Ontario Teachers’ purchased over 950,000 net shares of CSC common stock on the New 

York Stock Exchange (“NYSE”) at artificially inflated prices, and suffered damages as a result 

of the violations of the federal securities laws alleged herein.  

B. Named Plaintiffs 

9. Plaintiff Norton Goldman purchased the common stock of CSC during the Class 

Period and was damaged as a result of the violations of the federal securities laws alleged herein.  

10. Plaintiff City of Roseville Employees’ Retirement System purchased the common 

stock of CSC during the Class Period and was damaged as a result of the violations of the federal 

securities laws alleged herein. 
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11. Plaintiff Arthur I. Murphy, Jr. purchased the common stock of CSC during the 

Class Period and was damaged as a result of the violations of the federal securities laws alleged 

herein. 

12. Plaintiff Hilary Kramer purchased the common stock of CSC during the Class 

Period and was damaged as a result of the violations of the federal securities laws alleged herein.  

C. Defendant Computer Sciences Corporation 

13. Defendant Computer Sciences Corporation (“CSC” or the “Company”) is a 

Nevada corporation with its principal place of business located at 3170 Fairview Park Drive, 

Falls Church, Virginia 22042.  CSC is a global information technology (“IT”) and business 

services company.  CSC provides government and commercial clients with IT and business 

process outsourcing systems, and software development and integration, management consulting, 

technology consulting, and other related professional services.  CSC’s reported revenue for fiscal 

year 2011 (ending April 1, 2011) was $16.04 billion, and net income attributable to CSC 

shareholders was $740 million.  CSC common stock is listed and trades on the NYSE under the 

ticker symbol “CSC.” 

14. CSC entered into a ten-year contract, once worth $5.4 billion (£3.1 billion) (the 

“NHS Contract”) with United Kingdom’s National Health Services (“NHS”), an administrative 

agency within the UK Department of Health that manages the provision of public health care to 

all UK residents.  The objective of the NHS Contract was to procure and deliver a fully-

integrated patient and medical records IT system throughout the UK, by providing every UK 

resident with an individual electronic care record that could be rapidly transmitted between 

different parts of the NHS system.  Since at least May 2008, Defendants have known, or at least 

recklessly disregarded, that they were incapable of delivering on the terms of the NHS Contract. 
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D. Individual Defendants 

15. Defendant Michael W. Laphen (“Laphen”) has been the Chairman of CSC’s 

Board of Directors since July 2007 and President and Chief Executive Officer (“CEO”) since 

May 2007.  He has served in various other executive positions of the Company since August 

2000 and has worked for the Company for more than 30 years.  He has been a director of CSC 

since February 2007.  As CSC’s CEO, Laphen disseminated false and misleading information to 

investors during CSC’s earnings calls, and signed and certified each of the Company’s false and 

misleading Forms 10-Q and 10-K disseminated or filed during the Class Period.  Laphen’s 

certifications of CSC’s Forms 8-K, 10-Q, and 10-K were required by the Sarbanes-Oxley Act of 

2002, P.L. 107-204, regarding the evaluation of internal controls over financial reporting and 

fraud detection (“SOX Certifications”).   

16. Defendant Michael J. Mancuso (“Mancuso”) has been Chief Financial Officer 

(“CFO”) and Vice President of CSC since December 2008.  As the Company’s CFO, Mancuso 

signed each of the Company’s false and misleading Forms 8-K, 10-Q, and 10-K disseminated or 

filed during the Class Period, and disseminated false and misleading information to investors 

during CSC’s earnings calls.  Mancuso also signed SOX Certifications. 

17. Defendant Donald G. DeBuck (“DeBuck”) has been a Vice President and 

Corporate Controller of CSC since 2001.  As Corporate Controller, he is charged with overall 

responsibility for financial accounting and reporting and compliance with regulatory 

requirements.  He is also involved with various acquisitions, global alliances and outsourcing 

transactions.  He was the Assistant Corporate Controller from 1998 until his appointment as 

Corporate Controller in 2001.  He served as Interim Chief Financial Officer from February 2008 

to December 2008, when Mancuso became CFO.  During the Class Period, as the Company’s 
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Interim CFO and Corporate Controller, DeBuck signed CSC’s false and misleading SEC filings, 

including Forms 8-K, 10-Q and 10-K disseminated or filed.  DeBuck also signed a SOX 

Certification while serving as Interim CFO.  

III. JURISDICTION AND VENUE 

18. The claims asserted herein arise pursuant to Sections 10(b) and 20(a) of the 

Exchange Act of 1934 (“Exchange Act”), 15 U.S.C. §§ 78j(b) and 78t(a), and SEC Rule 10b-5 

promulgated thereunder, 17 C.F.R. § 240.10b-5. 

19. This Court has jurisdiction over the subject matter of this action pursuant to 

Section 27 of the Exchange Act, 15 U.S.C. § 78aa, and pursuant to 28 U.S.C. § 1331. 

20. Venue is proper in this District pursuant to Section 27 of the Exchange Act, 

15 U.S.C. § 78aa, and pursuant to 28 U.S.C. § 1391(c).  CSC resides and transacts business in 

this District, and maintains its corporate headquarters in this District at 3170 Fairview Park 

Drive, Falls Church, Virginia 22042.  In addition, many of the acts and transactions that 

constitute the violations of law complained of herein, including the preparation and 

dissemination to the public of untrue statements of material facts, occurred in this District. 

IV. CLASS ACTION ALLEGATIONS 

21. Lead Plaintiff brings this action as a class action pursuant to Federal Rules of 

Civil Procedure 23(a) and (b)(3) on behalf of a class consisting of all persons and entities that 

purchased or acquired CSC common stock between August 5, 2008 and August 9, 2011, 

inclusive, and who were damaged thereby (the “Class”).  Excluded from the Class are: 

(i) Defendants; (ii) members of the immediate family of any Defendant; (iii) any person who was 

an officer or director of CSC during the Class Period; (iv) any firm, trust, corporation, officer, or 

other entity in which any Defendant has or had a controlling interest; (v) Defendants’ directors’ 
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and officers’ liability insurance carriers, and any affiliates or subsidiaries thereof; and (vi) the 

legal representatives, agents, affiliates, heirs, successors-in-interest, or assigns of any such 

excluded party.  

22. While the exact number of Class members is unknown to Lead Plaintiff at this 

time, and can only be ascertained through appropriate discovery, Lead Plaintiff believes that 

there are thousands of members in the proposed Class.  Throughout the Class Period, CSC 

securities were traded on the NYSE, with an average daily volume of approximately 1.35 million 

shares. 

23. The members of the Class are so numerous that joinder of all members is 

impracticable.  Record owners and other members of the Class may be identified from records 

maintained by CSC and may be notified of the pendency of this action by mail, using the form of 

notice similar to that customarily used in securities class actions. 

24. Lead Plaintiff’s claims are typical of the claims of the other members of the Class, 

as all members of the Class are similarly affected by Defendants’ wrongful conduct in violation 

of the federal securities laws alleged herein. 

25. Lead Plaintiff will fairly and adequately protect the interests of the members of 

the Class, and Lead Counsel is competent and experienced in class actions and securities 

litigation.  Common questions of law and fact exist as to all members of the Class and 

predominate over any questions solely affecting individual members of the Class.  Among the 

questions of law and fact common to the Class are: 

(a) whether the federal securities laws were violated by Defendants’ acts as 

alleged herein; 
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(b) whether the SEC filings, press releases, and other public statements 

disseminated to the investing public during the Class Period contained material 

misstatements or omitted to state material information; 

(c) whether and to what extent the market price of CSC’s common stock were 

artificially inflated during the Class Period due to the non-disclosures and/or 

misrepresentations complained of herein; 

(d) whether, and to what extent, Defendants acted with scienter; 

(e) whether reliance may be presumed pursuant to the fraud-on-the-market 

doctrine; 

(f) whether there is a causal connection between Defendants’ false statements 

and omissions and the corrective disclosures alleged herein; and 

(g) to what extent the members of the Class have sustained damages and the 

proper measure of damages. 

26. A class action is superior to all other available methods for the fair and efficient 

adjudication of this controversy since joinder of all members is impracticable.  Furthermore, as 

the damages suffered by individual Class members may be relatively small, the expense and 

burden of individual litigation make it impossible for members of the Class to individually 

redress the wrongs done to them.  There will be no difficulty in the management of this action as 

a class action. 

V. LEAD PLAINTIFF IS ENTITLED TO A PRESUMPTION OF RELIANCE 

27. Lead Plaintiff is entitled to a presumption of reliance under Affiliated Ute v. 

United States, 406 U.S. 128 (1972) because the claims asserted herein are predicated, in part, 

upon omissions of material fact where there was a duty to disclose. 
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28. In the alternative, Lead Plaintiff is entitled to a presumption of reliance under the 

fraud-on-the-market doctrine because, at all times, the market for CSC’s common stock was 

open, well-developed, and efficient for the following reasons, among others: 

! CSC common stock met the requirements for listing and was 
listed and actively traded on the NYSE, a highly efficient and 
automated market; 

! The average daily volume of CSC’s common stock was 
1,358,159 million shares during the Class Period.  On February 
9, 2011, the day CSC disclosed that “intentional misconduct” 
was at the root of its accounting charges, the trading volume of 
CSC shares spiked to 12,460,087; 

! There was an abundance of analyst coverage regarding CSC 
during the Class Period.  Specifically, securities analysts from at 
least 39 firms issued over 300 research reports on CSC’s 
common stock, according to Thomson ONE, a subscription 
service of Thomson Reuters that tracks analyst coverage.  These 
analysts include many of Wall Street’s leading firms: Bernstein 
Research, Credit Suisse, Cowen & Co., JP Morgan, Janney 
Capital Markets, Jefferies & Co., Kaufman Bros., Morgan 
Stanley, Oppenheimer & Co., Wachovia, and Wells Fargo. 

29. Accordingly, Lead Plaintiff and other members of the Class did rely and are 

entitled to have relied upon the integrity of the market price for CSC common stock and to a 

presumption of reliance on Defendants’ material misstatements and omissions during the Class 

Period.  Lead Plaintiff is also entitled to a presumption of reliance because the claims asserted 

herein are also predicated upon omissions of material fact which there was a duty to disclose. 

VI. SUBSTANTIVE ALLEGATIONS 

30. Lead Plaintiff’s allegations are based upon, among other things, information 

provided by former employees of CSC with knowledge of the facts alleged herein, including but 

not limited to the following individuals: 

! The Director of Internal Audit and Corporate Risk Management (the “Director 
of Internal Audit”) worked at CSC’s corporate headquarters in El Segundo, 
California, from August 2005 through August 2008.  He reported directly to 
Scott Delanty, the Chief Audit Executive.  Throughout his tenure, the Director 
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of Internal Audit was responsible for developing the annual audit plan for the 
Internal Audit Department.  The Director of Internal Audit also served as an 
expert in financial accounting on CSC’s Delivery Assurance Review Red 
Team, which, in March and April of 2008, assessed the operational and 
financial status and feasibility of the Company’s NHS Contract.  Thus, the 
Director of Internal Audit was in a position to know, and does know, facts 
concerning CSC’s capacity to perform under the NHS Contract. 

! The “Deputy Head of Testing” worked at CSC from December 2007 until 
April 2011.  In connection with the NHS Contract, he served as Head of 
Testing of the Lorenzo software from May 2008 until August 2008, and then 
Deputy Head of Testing from September 2008 through September 2009.  From 
October 2009 through April 2011, he served as Program Test Manager on 
multiple CSC information technology projects.  During his tenure at CSC, the 
Deputy Head of Testing became an expert on the status of development of all 
of the release versions of the Lorenzo software, a key deliverable of the NHS 
Contract.  In 2008, the Deputy Head of Testing provided an analysis of the 
status of software testing and the testing results on Lorenzo to a Delivery 
Assurance Review Team commissioned by CSC’s Board of Directors.  Thus, 
the Deputy Head of Testing was in a position to know, and does know, facts 
concerning CSC’s capacity to perform under the NHS Contract. 

! The Senior Vice President of Operations for CSC in the United Kingdom (the 
“UK Sr. VP for Operations”) held that position from 1996 until his retirement 
in 2007.  He was responsible for CSC’s outsourcing accounts in Europe and 
the Middle East, which included 8,000 employees and £1.6 billion in revenue.  
The UK Sr. VP for Operations participated in monthly conference calls 
presided over by Laphen, during which regional and country directors would 
provide detailed reports on their area’s operational and financial status and 
projections, the status of ongoing contracts, recently signed contracts, and 
business development prospects.  Thus, the UK Sr. VP for Operations was in a 
position to know, and does know, facts concerning Company operations and 
CSC’s accounting issues in the Nordic Region. 

! The “Nordic Finance Director” worked in CSC’s Denmark office from 
December 2007 until April 2010.  Prior to that, since 1996, he had worked in 
CSC’s finance department in the Company’s UK offices.  Thus, the Nordic 
Finance Director was in a position to know, and does know, facts concerning 
CSC’s accounting issues in the Nordic Region. 

! The “Nordic Finance Manager” worked in CSC’s Denmark office from 
May 2008 to November 2010.  Prior to that, since October 2004, he had 
worked in CSC’s finance department in the Company’s UK offices.  Thus, 
the Nordic Finance Director was in a position to know, and does know, facts 
concerning CSC’s accounting issues in the Nordic Region. 
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A. Defendants Fraudulently Concealed That CSC 
Was Incapable Of Delivering On The NHS Contract 

1. Overview 

31. The NHS Contract—the largest IT project ever, and one of CSC’s biggest 

government contract—was, at the outset of the Class Period, worth $5.4 billion in revenue.  Not 

only did the size of the contract make its success critical to CSC, but the importance of the 

program to the UK healthcare system also raised CSC’s public visibility and awareness.   

32. Since May 2008, as detailed herein, Defendants have known that CSC would not 

be able to perform under the terms of the NHS Contract, and thus could not record $5.4 billion in 

revenues from the contract, but fraudulently concealed that fact from investors.  The Class Period 

begins on August 5, 2008, the date of Defendants’ first public false statements after the end of 

May 2008. 

33. Commissioned by the Board of Directors, including Laphen, in April and 

May 2008, an in-house special team of CSC experts determined that CSC was incapable of 

delivering the NHS Contract, and that the contract was a “loser” from a profit perspective.  

Continuing throughout the Class Period, Defendants, through reports and extensive testing, were 

continuously aware that the Lorenzo software, upon which the IT system was centered, was 

dysfunctional and undeliverable.  Defendants concealed this conclusion. 

34. Instead, despite reports of missed delivery milestones and technical problems, 

Defendants repeatedly told investors that CSC was “on track” and making “significant progress” 

with the software testing, resulting in “very positive feedback” from the NHS.  Defendants 
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responded to negative news reports head on—for instance, telling investors: “the press 

speculated wildly and inaccurately on the status of the NHS program.”1 

35. Ultimately, CSC’s incapacity to deliver on the NHS Contract caused Pennine 

Trust—one of only four early adopter sites—to withdraw from the program, and the NHS to 

accuse CSC of breach and weigh complete termination of the contract.  The Pennine withdrawal, 

along with other missed milestones, resulted in the immediate cancellation of at least $175 

million in revenue to CSC, resulting in missed revenue expectations and shareholder losses.  

Indeed, the NHS Contract, valued at $5.4 billion (£3.1 billion), was written down 37%, to $3.4 

billion (£2.1 billion) as of June 15, 2011.  Indeed, the contract may be worthless.  CSC’s failure 

to deliver on the NHS Contract also sparked a UK Parliamentary investigation, which unraveled 

the fact that CSC knew that it was incapable of delivering on the contract by the start of the Class 

Period, if not earlier. 

2. Background On The Program And CSC’s NHS Contract 

36. The NHS, a division of the UK Department of Health, is the administrative 

agency that manages the provision of public health care to all UK residents.  The program 

(“Program”) was established in October 2002 by the Department of Health (the “Department”) to 

procure and deliver a fully-integrated patient and medical records IT system throughout the UK  

The original objective was to improve healthcare delivery efficiency by providing every UK 

resident with an individual electronic care record that could be rapidly transmitted between 

different parts of the NHS system.   

37. Originally, four service providers, including CSC, were to deliver the IT system 

within ten years.  Lorenzo was to be fully implemented by 2012, with the contract completed by 

                                                 
1 All emphasis is added unless otherwise noted. 
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2014.  After significant delays ensued, the completion date was revised to 2014.  In 2007, one 

provider, Accenture, withdrew from the Program after determining that performance on the 

contract would be cost-prohibitive.  CSC stepped into the Accenture portion of the contract.  

After 2007, CSC was to provide the IT products and services not only to the regions it originally 

agreed to (the North West, West Midlands cluster), but also to the East of England and East 

Midlands cluster.  In the middle of 2008, due to additional software development delays, the 

delivery date was reset to 2016.  In 2008, Fujitsu, another of the IT service providers, dropped 

out of the Program.  

38. Reductions in revenue and profit margin on the NHS Contract have had a material 

impact on CSC’s financial condition.  In the spring of 2011, CSC reduced its earnings per share 

(“EPS”) guidance by $0.34 per share after CSC recalibrated its expected profit margin on the 

contract.  Additionally, because of the Program’s notoriety and the implications that success or 

failure has on CSC’s prospects, the NHS Contract has significant headline news value that 

impacts CSC’s stock price. 

3. UK Government Inquiries Conclude: 
CSC Knew That It Was Incapable Of Delivering The NHS Contract 

39. Following an investigation and review of documents and testimony, the 

UK Government and Parliament issued a report in August 2011 concluding that CSC has not 

delivered and cannot deliver on the NHS Contract.  The inquiry also revealed that CSC may 

have known this for years.  The core problem is that the Lorenzo software that CSC chose to 

develop for the NHS Contract does not work, and after ten years of development, CSC could not 

successfully deploy it in UK hospitals.  Under the NHS Contract, CSC promised to complete 

implementation of an IT system at 166 trusts in the NHS system, which are generally comprised 

of several individual facilities of varying sizes, by 2016.  To date, CSC has failed to implement a 
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fully functional version of Lorenzo (Releases 2 through 4) at any of the 166 trusts.  And the 

Company has successfully implemented the beta version of Lorenzo (Release 1.9) at only one of 

the trusts.   

40. Lead Plaintiff’s investigation, as well as the UK Parliamentary investigation,  has 

revealed that CSC has long known that it could never operationally and technologically perform 

the NHS Contract’s terms due to fatal flaws with the software’s conception, development, and 

implementation. 

The PAC Report 

41. On August 3, 2011, the Committee of Public Accounts (“PAC”) of the House of 

Commons issued a scathing 80-page report, entitled “The National Programme For IT In The 

NHS: An Update On The Delivery Of Detailed Care Records Systems” (the “PAC Report”).  

The PAC, through its investigative authority regarding public spending, concluded that the 

Program had been a failure and will not be completed as originally expected. 

42. The PAC Report explicitly identifies CSC as one of the main culprits of this 

debacle: “Computer Sciences Corporation (CSC) has yet to deliver the bulk of the systems it is 

contracted to supply and has instead implemented a large number of interim systems as a 

stopgap.”  Indeed, the PAC Report questions whether CSC should be allowed to participate in 

any UK Government programs: “we consider … that Government give[] serious consideration to 

whether CSC has proved itself fit to tender for other Government work.”  Parliament is seriously 

questioning CSC’s qualifications for future government contracts because the UK Government 

has already determined that CSC is in breach of the NHS Contract: “the Department believes 

CSC to be in breach of contract.”   
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43. These conclusions were based, in large part, on investigative hearings about the 

Program and CSC’s performance on the NHS Contract held on May 23, 2011 by the PAC.  The 

hearings not only highlighted that CSC could not deliver on the NHS Contract, but also that CSC 

has long known that it could not meet the contract’s requirements. 

44. At the beginning of the hearing, the Chair of the PAC asked Sherri Thureen 

(“Thureen”), CSC’s President of UK Healthcare, the central question:  

Why did you sign a contract [in 2002] committing to deliver 
something, which we now know you cannot deliver. . . . 

45. Thureen’s long and evasive response suggested that everything was fine, 

prompting the Chair to ask, incredulously, “What? You believe that you can deliver a fully 

integrated, electronic care records system, available to all, at all times, in all NHS settings, by 

2016?”  Thureen then admitted that CSC would only be able to deliver by 2016 a “foundation” 

for potential future achievement of the contract, and could not perform the contract by 2016.  

Another Member of Parliament then replied, “[s]o we are paying for foundations?  This £11 

billion or £12 billion programme . . . is buying us some foundations, a sort of first step to get us 

off the mark, is it?” 

46. Expressing similar frustration, the Chair asked “[w]hat on earth gives you the 

confidence, having said it was ready in 2003 to 2004, nine to 10 years later, that” CSC could 

“deliver a fully integrated, electronic care records system, available to all, at all times, in all NHS 

settings, by 2016?”  Thureen could reply only by referencing the ongoing negotiations over the 

memorandum of understanding regarding revisions to the NHS Contract (“MOU”), which CSC 

had already admitted would include a significant reduction in scope of the contract.  As such, 

Thureen was admitting that CSC could not deliver. 
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47. Critically, the Chair confronted CSC on the fact that it had known for years that it 

could not fulfill the contract:  

“[i]t is true though, isn’t it, that CSC knew in February 2006 that 
Lorenzo was a complete dog?  Scott Logan wrote a report—it was 
an Accenture and CSC joint review of Lorenzo—which said, 
“There is no well defined scope and therefore no believable plan 
for releases.”  You have known that Lorenzo was hopeless for 
over five years, have you not?  

Thureen deflected the question by acknowledging delays and said the NHS Contract “is not 

working.”  But, she did not reject the Member of Parliament’s position, nor the conclusion of the 

2006 Accenture and CSC joint report. 

4. By No Later Than May 2008, Defendants Knew That The 
NHS Contract Was Not Technically or Operationally Feasible 

48. Further to the UK inquiries, Lead Plaintiff’s investigation independently 

established that Defendants knew—at least by May 2008—that CSC could not perform on the 

NHS Contract. 

49. In early 2008, CSC’s Board of Directors commissioned a review of the NHS 

Contract.  The task was assigned to a Delivery Assurance Review Red Team (“DA Red Team”), 

which traveled to the UK and India in April 2008 to assess the financial and operational 

feasibility of satisfactorily performing on the NHS Contract. 

50. The DA Red Team assessed progress on contract delivery from a quantitative and 

qualitative perspective, including review of budget, expenses, revenue, timeliness, projections to 

completion, and product quality.  Led by Brian Fillebrown (VP for Contract Performance and 

Quality Assurance, and the VP who runs the DA Review program Company-wide), the team was 

comprised of approximately five people, each of whom specialized in key relevant areas such as 

IT, operations, and auditing/finance.  The DA Red Team spent two weeks in the UK working 60-
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70 hour weeks assessing the progress and projections related to the NHS Contract.  A subset of 

the team worked another ten to fourteen days in India assessing the development of Lorenzo.   

51. As the financial auditing expert on the DA Red Team, the Internal Audit Director 

spent up to four weeks reviewing the financial accounting elements of the NHS Contract and 

drafting his section of what would later become a report to the Board of Directors on the NHS 

Contract.  As a result of the review of the project in England and India, according to the Director 

of Internal Audit the DA Red Team concluded that CSC, “from a technology and operating 

perspective” could not perform the NHS Contract.  According to the Internal Audit Director, the 

DA Red Team members all were “very consistent in [the] message that we [CSC] could not meet 

our deadline.  We could not deliver the solution set that we had contracted with NHS.”   

52. The Internal Audit Director also explained that, at the time, “[c]osts were building 

up on the balance sheet and the project was behind schedule.  The Delivery Assurance Red team 

knew that the contract was a loser and CSC should have recognized a loss in 2008.”  The 

financial records for the entire project were “very murky at best,” and reported a far more 

optimistic view of the degree of completion on the contract than was supported by the actual 

progress on the program.   

53. US GAAP required CSC to immediately recognize any loss on the NHS Contract 

under percentage-of-completion method of accounting, which was the GAAP methods used for 

the NHS Contract.  Under ASC 605-35-25 paragraphs 45-46, when “estimates of total contract 

revenue and contract cost indicate a loss, a provision for the entire loss on the contract shall be 

made.  Provisions for losses shall be made in the period in which they become evident under 

either the percentage-of-completion method or the completed-contract method.”  In other words, 

CSC was required to take a loss on the NHS Contract no later than May 2008. 
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54. In 2008, the Internal Audit Director believed that the loss that needed to be 

recognized at that time was a material amount.  According to the Internal Audit Director, “there 

were definite GAAP violations with percentage-of-completion accounting with the NHS 

Contract.”  Notwithstanding Defendants’ knowledge of the DA Red Team’s conclusions, CSC 

did not, and has never, recorded a loss on the contract. 

55. The DA Red Team members reported their overall conclusions to Brian 

Fillebrown, who assembled a report for presentation to the Board of Directors in May 2008.  

According to the Internal Audit Director, the internal practice was for DeBuck and Laphen to 

receive this type of report prior to its presentation to the Board of Directors.  In any event, 

Laphen received the report as a member of the Board.  As Laphen stated during the February 10, 

2007 earnings conference call “in terms of contractual performance and delivery, NHS is the 

most significant [risk he was managing]. . . .  So, yes, that is the one that I stay on top of most of 

all and watch most closely.”  

5. By September 2008, CSC Knew 
Lorenzo Could Not Be Deployed 

(a) CSC Inability To Successfully Develop Lorenzo 

56. Lorenzo was originally designed by iSoft as a one-size-fits-all software for use in 

local medical practices.  However, the UK healthcare system is highly diverse, ranging from 

large university hospitals to small private medical practices to prison medical facilities.  Thus, 

according to the Deputy Head of Testing for Lorenzo, Lorenzo was never the correct software 

for the job.  Lorenzo therefore required significant development before it could be deployed 

throughout the UK’s healthcare system. 
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(b) Testing Results Show Lorenzo Could Not Be Deployed 

57. In September 2008, after years of delays in Lorenzo’s development, Defendants 

sent another Delivery Assurance Review Team to England to assess the development and testing 

of Lorenzo (“Testing Review Team”).   

58. In mid-September, the Testing Review Team met with the Deputy Head of 

Testing for Lorenzo (the “Deputy Head of Testing”), a CSC employee from December 2007 

until April 2011.  The Deputy Head of Testing told the Testing Review Team that the level of 

testing and test results for Lorenzo was “abysmal,” and that the various releases on which the 

project was based could not be delivered on time.  The Deputy Head of Testing reported to the 

Testing Review Team detailed analysis that he had prepared to support his assertions.  He sent 

the analysis to his boss, Richard Bradley, then-Head of Testing, and believes that Bradley sent 

the analysis to Laphen.  Subsequently, Bradley told the Deputy Head of Testing to “shut up,” 

which he took to mean that he should not further criticize the quality of the testing nor the testing 

results.  

59. The Deputy Head of Testing further explained that the Lorenzo software was rife 

with severe defects that were unacceptable under the NHS Contract.  The Deputy Head of 

Testing explained that the software defects were subject to the following ratings: 

Severity Level I: the defect cause important part of the Lorenzo 
system to fail. 

Severity Level II: similar to Severity I, but the defect has a work-
around. 

Severity Level III: the defect is an important defect, but one that 
would not stop the system from functioning. 

Severity Level IV: defect is a minor defect and would not impact 
the Lorenzo system’s function, but would be a nuisance to a 
software user.  
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60. According to the Deputy Head of Testing, throughout 2008 and 2009, the level of 

Severity I and II defects in every release of Lorenzo was “high and grossly beyond” what the 

NHS would accept.  According to the Deputy Head of Testing, while CSC publicly reported that 

it had met certain delivery milestones and therefore could recognize revenue, CSC’s statements 

in this respect were misleading in view of the software defects detailed above. 

6. Despite Knowing The Above Facts, Defendants Fraudulently 
Continued To Tout The NHS Contract’s Purported Success 

61. As set forth in more detail in Section VII, after September 2008, the Defendants 

continued to repeatedly tout the success of the NHS Contract.  For example, on November 12, 

2008, when analysts asked about missed deadlines, Laphen stated, “Our confidence continues to 

build on the program.  We are pleased with our progress.”  Similarly, on February 10, 2009, four 

months after the Deputy Head of Testing’s report on the rampant testing problems, Laphen 

informed investors that CSC was “on target” to meet key milestones in the fourth quarter of 

FY 20092, and that CSC was “making good progress.”  Further, in each of their quarterly filings 

with the SEC during the Class Period, Defendants fraudulently asserted that the NHS Contract 

was profitable and the Company expected to recover its investment. 

62. According to the Deputy Head of Testing, after 2008, the testing results continued 

to show that Lorenzo was not ready for release.  The analysis at the time showed that the number 

of defects found per day was high and not decreasing, and the defects found were of a high 

                                                 
2 CSC’s fiscal year begins and ends in April.  The first fiscal quarter ends in July, the second fiscal 

quarter ends in October, the third fiscal quarter ends in December, and the fiscal fourth quarter ends in 
April.  The exact end date of each fiscal quarter is as follows: (1) Q1FY09 ends July 4, 2008; (2) Q2FY09 
ends October 3, 2008; (3) Q3FY09 ends January 2, 2009; (4) Q4FY09 ends April 3, 2009; (5) Q1FY10 
ends July 3, 2009; (6) Q2FY10 ends October 2, 2009; (7) Q3FY10 ends December 31, 2009; (8) Q4FY10 
ends April 2, 2010; (9) Q1FY11 ends July 2, 2010; (10) Q2FY11 ends October 1, 2010; (11) Q3FY11 
ends December 31, 2010; (12) Q4FY11 ends April 1, 2011; and (13) Q1FY12 ends July 1, 2011. 
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severity.  Additionally, programmers remained in a highly active code-writing phase rather than 

being close to completion.   

63. Based on his work, the Deputy Head of Testing concluded that, as of August 

2009, delivery of the software consistent with the NHS Contract’s terms could not be achieved.  

Indeed, this conclusion is corroborated by internal CSC documents. 

64. According to the former Head of Testing, as of April 2011, the technical and 

testing issues regarding Lorenzo still were not resolved.  The Deputy Head of Testing’s 

superiors, Rob Browberger and Rick Kelly, conducted weekly meetings with Laphen regarding 

the status of the NHS Contract.  As stated above, Laphen emphasized that the NHS Contract is 

the “one that I stay on top of most of all and watch most closely.”  In addition to the DA Red 

Team’s conclusions from May 2008, according to the Deputy Head of Testing, unless Laphen 

was determined not to hear the truth, Laphen knew by August 2009 that as a result of the testing 

CSC could not deliver the early-adopter installations on time at the promised quality. 

65. According to the Deputy Head of Testing, a CSC consultant and colleague 

prepared a report in 2010 for the then-Head of Product Engineering on the Lorenzo project.  The 

report severely criticized the quality of testing carried out by CSC’s own India-based testing 

group and by iSoft.  The report recommended that all testing be brought back to the UK.  After 

delivering this report, management removed the report’s author from the Lorenzo project. 

66. Shortly before the Deputy Head of Testing retired from CSC in early April 2011, 

he sent an email directly to Laphen, copying several other CSC executives, in which he told 

Laphen candidly: 

You hope that you will succeed by August 2011.  I do too but you 
won’t.  The project is on a death-march where almost as many 
defects are being introduced as are being fixed.  Look at the 
defect reports. 
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67. Notwithstanding their knowledge, as set forth herein, Defendants continued 

misleadingly to assert that CSC was on track to meet the requirements of the NHS Contract.  

B. Defendants Disclosed That CSC’s Financial Statements For FY 2010 
Were False And Misleading Due To Intentional Misconduct 

Misstated Financial Statements 

68. Defendants disclosed February 9, 2011 and the end of the Class Period that CSC’s 

financial statements were intentionally false and misleading, overstating operating income by 

$91 million.  Of that amount, Defendants attribute $86 million, or nearly 95%, to misstatements 

arising in the Nordic Region.  In the midst of public and SEC scrutiny, CSC revealed on 

February 9, 2011 that its financial statements had been misstated as the result of suspected 

“intentional misconduct” committed by top management in the headquarters of the Company’s 

Nordic Region.   

69. By intentionally overstating its operating income by $91 million, CSC’s earnings 

per share, a key metric for investors, were also artificially inflated.  Without the benefit of the 

full amount of the $86 million fraudulent overstatement in 2010, CSC would have missed its 

EPS guidance of $4.25 for FY 2010 by $0.38, or 8.9%.  The table below indicates the impact on 

the key financial measures of reversing the $86 million charge for each quarter of FY 2010: 

Full Negative Impact of Nordic-Related Charges 
Fiscal Year 2010  

Q1 Q2 Q3 Q4 Total 
Nordic-related accounting 
misstatement (in Millions) 

(16) (11) (23) (36) (86) 

Report diluted EPS from 
continuing operations 

$ (0.08) $ (0.05) $ (0.11) $ (0.17) $ (0.38) 

Overstated % operating margin  (6.1%) (3.1%) (6.2%) (8.3%) (6.1%) 
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Intentional Misconduct 

70. According to Defendants, as of April 2, 2010, CSC had identified “significant 

deficiencies” in the accounting for the Nordic Region, but concealed their knowledge from 

investors.  As later revealed in CSC’s FY 2011 Form 10-K: the “Company has attributed the 

majority of the $91 million of adjustments to accounting irregularities arising from suspected 

intentional misconduct by certain former employees in our Danish subsidiaries.” 

71. The “former employees” included the Chief Operating Officer (“COO”) for the 

Nordic Region, Ivor Canavan, who served as the Nordic COO from 2007 until April 2010, and 

reported to the Vice President of Finance for Europe, the Middle East, and Africa (“EMEA”), 

who in turn reported to CFO Mancuso.  Canavan was the company official charged with running 

the Nordic Region, which consisted of Denmark, Sweden, Norway, and Finland.  He worked for 

CSC since 1990, primarily in the UK, and was selected by CSC senior management as part of a 

new management team in the Nordic Region. 

72. The improper accounting and intentional misconduct that Defendants attribute to 

Canavan, among other employees in the Nordic Region, were the acts of an agent and manager 

of CSC in furtherance of his employment.  As Defendants admit, Canavan’s intentional 

misconduct caused CSC to misstate its financial statements for FY 2010. 

C. Defendants Knew, Or At Least Recklessly Disregarded, That 
No Later Than 2008, The Accounting In The Nordic Region Was Improper 

73. Defendants knew, or at least recklessly disregarded, that the financial accounting 

in the Nordic Region was improper.  As explained below, the Nordic Region, which had been 

identified internally as a “risk area,” was not subject to any financial audits by the Internal Audit 

Department.  And, as Defendants revealed, $66 million of the $91 million in charges resulted 

from “operating costs inappropriately capitalized.”  Furthermore, a May 2008 review by 
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accountants from the EMEA region revealed that the Nordic Region’s account reconciliations 

were unsupported, if not unsupportable.   

1. Prior To The Start Of The Class Period, 
Nordic Was A “Risk Area” That Internal Audit Did Not Audit 

74. The former Director of Internal Audit, who was responsible for developing the 

audit plan for the Internal Audit Department each year of his tenure (2005 to August 2008), 

identified that the Nordic Region had not had a financial audit since at least 2005, and considered 

the region “a risk area.”  Each year during his tenure, however, the Director Of Internal Audit 

was told by Paul Fowler, Head of Internal Audit for EMEA, that the Nordic Region was not to be 

audited.  Fowler gave the Internal Audit Director the impression that senior EMEA management, 

which included Bryan Brady, the EMEA CFO, did not want the Internal Audit Department in the 

Nordic Region.  In any event, the Nordic Region was not included in the annual internal audit 

plan for 2006 through 2008.   

75. The Director of Internal Audit also raised the lack of financial auditing in the 

Nordic Region with Scott Delanty, the Chief Audit Executive, his superior.  Delanty, as head of 

Internal Audit, could have overruled Brady and required a financial audit, but took no action.  

However, Delanty never raised the lack of financial audits in the Nordic Region with the Audit 

Committee during the Director’s tenure.  The Director of Internal Audit knows this because the 

Director’s job included preparing the pre-scripted minutes of the Audit Committee meetings, and 

the minutes never mentioned the Nordic Region issue. 

2. Defendants Knew Or Recklessly Disregarded 
Expenses Were Improperly Capitalized 

76. In their disclosures, Defendants also admitted that operating costs were 

“inappropriately capitalized” in the Nordic Region.  Defendants revealed that $66 million out of 
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the $91 million, or 73%, resulted from “operating costs inappropriately capitalized” in the 

Nordic Region.  Defendants itemized the $66 million by particular balance sheet items:  

! Prepaid expenses and other current assets ($35 million) 
! Outsourcing contract costs ($12 million) 
! Property and equipment ($15 million) 
! Receivables ($4 million)   

77. CSC’s internal investigation revealed that the Nordic Region finance group had 

inappropriately capitalized certain labor costs on outsourcing contracts.  According to both the 

Nordic Finance Director and the Nordic Finance Manager, however, during their tenures, CSC 

had known and permitted the capitalization of such costs in the Nordic Region.  According to 

these former CSC employees, top management in EMEA knew of and approved the 

capitalization method that CSC now concedes was improper.  According to the Nordic Finance 

Director, this capitalization method was used for transformation costs on outsourcing contracts.   

78. The Nordic Finance Manager, who reported to the Nordic Finance Director, 

explained that the capitalization method was also used in connection with the construction of a 

network and data facility in the Nordic Region.  That project had high labor and 

software/hardware costs, which were capitalized over time, and thus part of the costs were placed 

on the balance sheet as assets.  According to the Nordic Finance Manager, doing so was 

consistent with Company policy, which had not changed in years. 

79. The statements of the Nordic Finance Director and Nordic Finance Manager are 

corroborated by the UK Senior VP for Operations, who stated that, through his departure in 

2007, CSC routinely capitalized contract acquisition costs. 
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3. Defendants Knew In May 2008 That Account 
Reconciliations In the Nordic Region Were Improper 

80. Defendants revealed in their corrective disclosures that CSC’s account 

reconciliations were improper.  Notably, Defendants admitted that the significant deficiency in 

account reconciliations existed both in the Nordic Region and in other MSS regions. 

81. An account reconciliation process is an internal control used to determine that an 

account balance accurately reflects the reality and history of the transactions leading to the 

balance.  Account reconciliation controls are a “fundamental control” according to the AICPA 

Audit and Accounting Guide. 

82. According to the Nordic Finance Director, there were deficiencies with account 

reconciliations in the Nordic Region prior to his arrival there in December 2007.  The Nordic 

Finance Director stated that accountants from EMEA visited the Nordic Region in May 2008, 

and assessed the Nordic Region’s account reconciliations and determined that the Nordic Region 

had significant accounting and internal control deficiencies.  After a several-week review, the 

accountants prepared a report that set forth their conclusions (the “2008 EMEA-Nordic Report”).   

83. In particular, according to the Nordic Finance Director, the EMEA accountants 

identified that the Nordic Region lacked sufficient support for the account balances to be able to 

properly and accurately assess the Nordic Region’s financial condition.  In addition, the Nordic 

Region lacked proper procedures and controls for conducting balance sheet account 

reconciliations, making it difficult to determine the accuracy of many account balances. 

84. The Nordic Finance Director stated that, under CSC’s usual practice, the 2008 

EMEA-Nordic Report would have been sent to DeBuck (who was then serving as both the 

Corporate Controller and Interim CFO), the Chief Audit Executive (Scott Delanty), and the 

Audit Committee.  According to the Nordic Finance Director and Nordic Finance Manager, the 
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EMEA accountants returned in the Fall 2009, and, while noting improvement, still identified 

deficiencies, which were re-affirmed by the findings of the 2010 forensic audit and internal 

investigation. 

85. The Interim Nordic Finance Director, who arrived in the Nordic Region in April 

2010, days before Canavan was terminated from the Company, and who was familiar with the 

review of the Nordic Region’s account reconciliations, explained that the problems with the 

reconciliations had existed for a long period of time.  The Interim Nordic Finance Director also 

stated that previous accounting reports had flagged this issue; however the quality of the 

financial accounting was not improved. 

D. CSC Admits A Material Weakness In Its Internal Controls 

86. Under the Sarbanes-Oxley Act of 2002 (“SOX”), Laphen, Mancuso, and DeBuck 

(during his tenure as Interim CFO) had “direct responsibility” for the “quality of [CSC’s] 

financial disclosures.”  S. Rep. 10-205, at 2 (2002) (Report of Committee on Banking, Housing 

and Urban Affairs of the United States Senate to Accompany S.2673).  SOX required the 

Individual Defendants to assess the Company’s internal controls and state in each annual report 

whether the internal controls were effective.  SOX and SEC Rules also require the Individual 

Defendants to report in quarterly filings “any change in [CSC’s] internal control over financial 

reporting . . . that ha[d] materially affected, or [wa]s reasonably likely to materially affect, the 

company’s internal control over financial reporting.”  These rules required the Individual 

Defendants to disclose any material change in internal controls, including that such controls had 

become ineffective. 

87. During the Class Period, Defendants repeatedly told investors that CSC’s internal 

controls were effective and certified their accuracy under SOX.  On November 10, 2010, CSC’s 
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Form 10-Q disclosed that there was “a deterioration of the effectiveness of certain account 

reconciliations within MSS,” and that in view of the issues in the Nordic Region, the Company’s 

internal controls were not effective as of October 1, 2010.  Defendants assured investors, 

however, that the Nordic Region issues were a “non-recurring” “bump in the road” that they had 

“found,” “fixed,” and “put behind” them.   

88. On February 9, 2011, however, Defendants revealed that due to a “material 

weakness in the operating effectiveness of our controls, the Chief Executive Officer and Chief 

Financial Officer have concluded that the Company’s disclosure controls and procedures were 

not effective as of December 31, 2010.”  In other words, contrary to Defendants’ assurances, the 

control weaknesses were not yet behind them.   

89. A “material weakness” in internal controls is a deficiency in internal controls that 

creates the “reasonable possibility that a material misstatement of the registrant’s annual or 

interim financial statements will not be prevented or detected on a timely basis.”  (SEC Release 

No. 33-8238).   

90. Defendants stated on February 9, 2011 that they had “identified deficiencies that 

aggregated to a material weakness in our internal control over financial reporting.”  In particular, 

Defendants explained that the deficiencies related to: (i) “deterioration of the effectiveness of 

certain account reconciliations [within MSS];” (ii) “inadequate MSS segment monitoring 

controls over the financial position and results of operations [of the underlying business];” and 

(iii) “a lack of appropriate tone at the top of the MSS Nordic business unit.” 

91. In the FY 2011 Form 10-K, Defendants disclosed that they “initially identified” a 

“significant deficiency” in internal controls as of April 2, 2010.  A “significant deficiency” in 

internal controls is “less severe than a material weakness, yet important enough to merit attention 
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by those responsible for oversight of the registrant’s financial reporting.” (Exchange Act Rule 

12b-2).  Defendants concealed the existence of this significant deficiency until June 2011.   

E. Defendants Knew, Or At Least Recklessly Disregarded, 
That CSC’s Internal Controls Were Ineffective During The Class Period 

1. CSC’s Internal Audit Department Lacked Independence 

92. CSC’s Internal Audit Department should have been one of its most significant 

internal controls over financial reporting.  In reality, however, Internal Audit was conflicted and 

ineffective.  As explained above, throughout the Class Period, Defendants fraudulently and 

falsely certified that CSC’s internal controls were effective.  

93. By no later than September 2008, Defendants, along with CSC’s Audit 

Committee, had actual knowledge that CSC’s Internal Audit Department had been “seriously 

compromised” and “poses a significant risk both to CSC and its shareholders.”  This fact was 

communicated to Defendants and the Audit Committee in a September 2, 2008 letter from the 

former Director of Internal Audit to Rodney F. Chase, the Chairman of the CSC Audit 

Committee.  The letter copied Laphen, DeBuck, and CSC’s General Counsel and Secretary, non-

party William Deckelman.  The letter began as follows:  

Dear Mr. Chase, 

I want to share with you my concerns relative to the internal audit 
practice, where for the past three years I have served as the 
Director of Risk Management and America’s Audit.  During my 
tenure, I have been exposed to a number of audit issues that 
represented significant challenges to this firm, including: Project 
Pride, the Stock Option Inquiry, Tax Issues, CSCI, Restatements 
and as a member of the Delivery Assurance Red Team at NHS, to 
name but a few.  My belief is that the internal audit practice poses 
a significant risk both to CSC and its shareholders.  On several 
occasions I have voiced these concerns to the Chief Audit 
Executive (Scott Delanty).  Issues raised and questions around 
loss of independence have gone unaddressed and I feel compelled 
to bring these issues to your attention. 
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(Emphasis added.)  The letter explained that Internal Audit had “not maintained its independence 

as required under its chart of the IIA Code of Professional Conduct.”  Based on his three years as 

Director of Internal Audit, and his career as an auditor, the Director of Internal Audit continued:  

I believe Scott Delanty [Chief Audit Executive] has seriously 
compromised the integrity of the practice as well as the financials 
of this firm, for the sake of personal relationships built up over his 
18 year career with the firm.  The point can be readily seen in that 
there has not been a significant finding in any audit report 
throughout his tenure; this despite the recent spate of issues raised 
by our external audit firm.  Said failures have cost this firm many 
millions of dollars. . .  

94. In general, the Director of Internal Audit’s letter highlighted several other areas of 

risk.  For example, the letter stated that there had not been any financial audit of the NHS 

Contract or audit of controls over the contract—“the most visible and highest risk contract in 

CSC’s portfolio.”  As a member of the DA Red Team, which reviewed the NHS Contract in May 

2008 (discussed in ¶¶ 48 - 55), the Director of Internal Audit wrote: “The Delivery Assurance 

Red Team found numerous issues in the current contract as well as at-risk positions in the later 

stages of the contract.  Their cursory risk profile was 50% higher than the numbers estimated by 

internal audit.” 

95. The Internal Audit Director’s letter also identified that Scott Delanty, the Chief 

Audit Executive, had failed to raise multiple accounting and auditing issues with the Audit 

Committee, but instead, chose “to acquiesce to a more forceful management team rather than 

providing the independent and diligent review required.”  Indeed, internal control had been 

barred from auditing almost half of CSC’s revenues, derived from the NPS division.  For three 

years, “there ha[d] not been a financial audit of the NPS business,” which comprised 40% of 

CSC’s annual revenue:   

the recent fine paid by CSC is yet another example of the expense 
CSC bears for not maintaining and monitoring adequate 
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controls. . . . The reason commonly given for the lack of audits in 
this space is that NPS has told Scott Delanty that Internal Audit is 
not welcome, a clear limitation in scope.  Scott has not raised this 
issue to the Audit Committee, instead, choosing to acquiesce to a 
more forceful management team rather than providing the 
independent and diligent review required. 

96. The Director of Internal Audit received no response to his letter until July 2011, 

when, as part of the Audit Committee’s independent investigation, Navigant Consulting 

interviewed the Director for three hours about all details of the letter. 

2. Defendants Knew, Or At Least Recklessly Disregarded, 
That Nordic’s Internal Controls Were Materially Weak 

Defendant DeBuck 

97. As of Summer 2008 and through 2009, Defendant DeBuck had actual knowledge 

that the Nordic Region had ineffective internal controls because DeBuck received the 2008 

EMEA-Nordic Report in or around May 2008, which concluded that the Nordic Region had 

ineffective accounting controls.   

98. As set forth in Section VI C.3, according to the Nordic Finance Director, the 2008 

EMEA-Nordic Report concluded that the Nordic Region lacked sufficient data to be able to 

properly and accurately assess the Nordic Region’s financial condition.  Additionally, it 

concluded that the Nordic Region lacked proper procedures and controls for conducting balance 

sheet account reconciliations, making it difficult to determine the accuracy of many account 

balances.  Accordingly, DeBuck had actual knowledge of these internal control failures by no 

later than May 2008.  As was customary with such reports, this report should have also been 

received sent to, among others, Delanty and the Audit Committee. 

99. DeBuck’s knowledge of the Nordic Region’s internal control failures in account 

reconciliation processes as of May 2008 (which were re-affirmed by a 2010 forensic audit and 
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internal investigation of the Nordic Region) contributes to the strong inference that DeBuck 

acted  with fraudulent scienter when he certified CSC’s public filings.  

Defendant Laphen 

100. According to the UK Senior. Operations VP, Laphen personally managed and 

oversaw the operations and financial results of each region through monthly conference calls 

with, and semi-annual reports delivered in person by, regional and country directors.  The 

monthly conference calls required regional/country directors, including Canavan (the Nordic 

COO terminated in April 2010), to report to Laphen in excruciating detail, according to the UK 

Sr. VP for Operations, about regional operational and financial status and projections.  

Participants reported on items including the financial status of the region/country, the status of 

ongoing contracts, recently signed contracts, and business development prospects. 

101. The semi-annual meetings consisted of a “budget review,” held just prior to the 

start of the new fiscal year (i.e., March), and a “mid-year forecast review,” held roughly six 

months later.  For the European regions and countries, formal meetings were held in England and 

were attended by Laphen, DeBuck, Guy Haines (former President of EMEA), and the European 

regional/country directors.  The directors were required to send Laphen information packets four 

days prior to the presentation, and the information requested was standardized across the 

company.  At the meeting, the participants gave power point presentations about their country or 

region’s financial results.  The budget review and mid-year presentations provided both 

retrospective and prospective financial and operational analysis of the region/country. 

102. Having conferred with Nordic COO Canavan on at least a monthly basis, and 

receiving financial status reports, Laphen had access to information that revealed that the Nordic 

Region had not obtained significant new business, and was contracting rather than growing. 

Case 1:11-cv-00610-TSE -IDD   Document 48    Filed 09/26/11   Page 37 of 123 PageID# 792



 34- 
 
 

F. CSC Reveals The Extent Of Its Internal Control Deficiencies 

103. In its public disclosures in June 2011, Defendants disclosed that CSC had a 

significant deficiency in “Oversight and Monitoring Controls.”  Among the corrective actions 

taken, on a company-wide basis, “[t]he Company’s Corporate Controller’s Office instituted 

periodic business unit balance sheet reviews beginning in the second quarter of fiscal 2011 to 

strengthen controls over management override.”  These reviews instituted oversight at the 

business unit level over all accounting, reporting, and internal control functions: 

The scope of these reviews encompassed significant account 
balances and associated account reconciliations, accounting 
practices, financial policies, internal controls, competency of 
financial management and personnel, and other financial matters 
pertinent to the respective business unit.  

104. Within Nordic and MSS, the Company implemented additional controls in order 

to render them effective, including: 

! Implementation of “more rigorous procedures and controls in 
the financial closing and reporting process,” and 

! Improved procedures for the “review and approval of journal 
entries” and enhanced “review of operating results, balance 
sheet variances and cash flow variances.” 

105. These newly implemented controls are fundamental to any company.  Defendants, 

in order to render their statements not misleading, should have put in place procedures such as 

the review and approval of journal entries to prevent or detect management override of internal 

controls.  For example, AS No. 5, ¶ 14, states that “[c]ontrols that might address these risks [of 

material misstatement due to fraud] include . . .  Controls over journal entries and adjustments 

made in the period-end financial reporting process . . .”  Such controls also are essential in 

preventing a tone at the top significant deficiency. 
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CSC’s Tone At The Top Deficiencies 

106. CSC also disclosed in 2011 that it had a “tone at the top” significant deficiency in 

the Nordic Region.  The tone at the top problem was attributed to “roughly half of the senior 

finance staff” in Denmark, including Canavan, all of whom were subsequently fired.  These facts 

demonstrate that the tone at the top problems were not limited to just one bad-actor, but pervaded 

the Nordic Region’s finance staff. 

VII. DEFENDANTS’ FALSE AND MISLEADING STATEMENTS 

107. CSC reports its fiscal year end on the first business day of April in each year.  

Below is a table that sets forth the fiscal period, calendar end dates, and the date of the first 

misstatement (or omission) or corrective disclosure concerning that fiscal period:  

Fiscal 
Period 

Calendar Date of Fiscal 
Period End 

Date of First Misstatement 
or Corrective Disclosure for 

the Fiscal Period 

1Q2009 July 4, 2008 August 5, 2008 

2Q2009 October 3, 2008 November 12, 2008 

3Q2009 January 2, 2009 February 10, 2009 

4Q2009 April 3, 2009 May 20, 2009 

1Q2010 July 3, 2009 August 6, 2009 

2Q2010 October 2, 2009 November 11, 2009 

3Q2010 December 31, 2009 February 10, 2010 

4Q2010 April 2, 2010 May 20, 2010 

1Q2011 July 2, 2010 August 10, 2010 

2Q2011 October 1, 2010 November 10, 2010 

3Q2011 December 31, 2010 February 9, 2011 

4Q2011 April 1, 2011 May 2, 2011 

1Q2012 July 1, 2011 August 10, 2011 
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A. First Quarter FY 2009 (1Q2009) 

Defendants’ False Statements Concerning CSC’s Financial Results 

108. On August 5, 2008, CSC issued a press release entitled “CSC Reports Record Q1 

Revenue and Operating Income,” reporting revenues of $4.44 billion—up 15.6% year over 

year—diluted EPS of $0.79—an increase of 29.5% year over year—operating income of $281.9 

million—up 12%—and operating margin of 6.4%—a decline of 20 basis points compared to the 

prior year.  The press release, which quotes Laphen as saying “[w]e are very pleased with our 

new business activity, earnings and revenue growth for the first quarter.  . . . Our first quarter 

performance clearly demonstrates we are making good progress toward our annual financial 

goals,” was also filed with the SEC as an exhibit to a Form 8-K signed by DeBuck.  CSC held an 

earnings call that same day to discuss the results (“August 2008 Earnings Call”).  CSC issued its 

1Q2009 Form 10-Q signed by DeBuck on August 13, 2008 reiterating the financial results.   

Defendants’ False Statements Concerning Internal Controls  

109. With regard to CSC’s internal controls, Laphen and DeBuck represented in the 

1Q2009 Form 10-Q that the report “fairly present[ed] in all material respects the financial 

condition” of CSC at the time it was filed.  Specifically, both Laphen and DeBuck certified the 

Form 10-Q pursuant to §§ 302 and 906 of SOX, stating: 

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

*  *  * 

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

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

*  *  *  

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

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

*  *  * 

[B]ased on our most recent evaluation of internal control over 
financial reporting, to the registrant’s auditors and the audit 
committee of registrant’s board of directors (or persons performing 
the equivalent function): 

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

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

Pursuant to 18 U.S.C. Section 1350, both Laphen and DeBuck also certified that: 

(1) The Company’s Quarterly Report on Form 10-Q for the fiscal 
quarter ended July 4, 2008 (the “Report”) fully complies with the 
requirements of Section 13(a) or 15(d), as applicable, of the 
Securities Exchange Act of 1934; and 

(2) The information contained in the Report fairly presents, in all 
material respects, the financial condition and results of operations 
of the Company. 
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Defendants’ False Statements Concerning The NHS Contract 

110. Defendants also made false statements and omitted material facts regarding the 

NHS Contract in the 1Q2009 Form 10-Q and the August 2008 Earnings Call.  In the 1Q2009 

Form 10-Q, Defendants represented that the NHS Contract “is currently profitable and the 

Company expects to recover its investment.” 

111. During the August 2008 Earnings Call, Laphen provided an update on the status 

of the NHS Contract, and touted the “significant progress” that the Company had made with the 

“final testing” of the Lorenzo release:    

Significant progress is being made with the final testing of the 
Lorenzo release and our three early adopter sites.  They’ve had the 
software for several months and are all now in the latter stages of 
their testing cycles.  We’re working closely with the trust to 
prepare for deployment and to ensure that we need all of the 
necessary quality criteria prior to going live in a current clinical 
working environment.  Go-live will happen as soon as all parties 
are satisfied on quality and that there is no risk to patient’s safety. 

112. Laphen added that CSC’s “expectation at this point is that the go-live will occur 

by the end of this month” and “if that does in fact happen as we expect and hope it will, then we 

think we’re still in good shape with our revenue projections.” 

113. When asked by an analyst whether CSC was concerned about service issues on 

the NHS Contract going forward, Laphen stated that the issues have his “utmost attention” and 

testing is in its “final stages”:  

[I]t has my utmost attention.  But we have been in testing for two 
months with the earlier adopters.  And we are ringing out the 
system and going through the final stages of testing.  But we’re 
pretty hopeful and expect that we’ll get through that this month. 

114. Analysts were encouraged by CSC’s progress on the NHS Contract.  For example, 

on August 5, 2008, Credit Suisse issued an analyst report stating that the “NHS Contract remains 

on track according to CSC with the implementation of Lorenzo entering the final stages of 
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testing in three locations,” with CSC “looking to go live with its program by the end of the 

month.”  In addition, on August 6, 2008, Bernstein Research issued an analyst report 

highlighting the importance of systems testing of the Lorenzo software, stating: “NHS is at a 

critical stage of systems testing (on Lorenzo software), making upcoming months critical to NHS 

milestones and CSC’s financial targets. . . .  CSC is citing optimism that its progress is sufficient 

to support its financial targets.”  

*  *  * 

115. Defendants’ statements set forth in ¶¶ 108 - 114 were materially false and 

misleading and omitted material facts when made for the following reasons: (i) Defendants did 

not design internal controls to provide reasonable assurance regarding the reliability of financial 

reporting; (ii) effective internal controls did not exist in a number of regions, including in the 

Nordic Region; (iii) the Company lacked an appropriate tone at the top, emanating from 

Defendants’ requirements that business regions meet unrealistic revenue targets through any 

means; (iv) CSC internal audit suffered from a lack of independence and conflicts of interest; 

(v) oversight and monitoring internal controls failed to detect the accounting irregularities in the 

Nordic Region; and (vi) CSC lacked appropriate procedures to conduct or detect the lack of 

account reconciliation in the Nordic Region. 

116. Defendants’ above-referenced statements were also materially false and 

misleading and omitted material facts when made for the following reasons: (i) no later than May 

2008, CSC could not deliver the NHS Contract from an operations and technological perspective 

as required by the Contract; (ii) no later than May 2008, CSC should have recognized a loss on 

the NHS Contract; (iii) no later than September 2008, testing of the Lorenzo software system 

revealed that Lorenzo was rife with severe defects and could not be deployed in accordance with 
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the NHS Contract; (iv) by 2006, CSC had determined that it had no believable plan for 

delivering on the NHS Contract, and should not have booked revenue under the contract from 

that point forward; (v) CSC was not making significant progress on the Lorenzo testing; and 

(vi) CSC was incapable of providing a product that would satisfy all parties. 

B. Second Quarter FY 2009 (2Q2009) 

Defendants’ False Statements Concerning CSC’s Financial Results 

117. On November 12, 2008, CSC issued a press release entitled “CSC Reports Second 

Quarter Revenue and Operating Income Growth: Significant Improvement in Free Cash Flow, 

Earnings and New Business Bookings,” reporting revenues of $4.24 billion—up 5.5% year over 

year—diluted EPS for the quarter of $2.95, operating income of $282 million—up 4.1% year 

over year—and operating margin of 6.7%—up 30 basis points year over year.  Laphen is quoted 

as saying, “[d]espite a difficult economic environment, we’re pleased with the increase in 

earnings year over year, our free cash flow improvement and solid quarterly bookings.”  The 

press release was also filed with the SEC as an exhibit to a Form 8-K signed by DeBuck.  CSC’s 

2Q2009 Form 10-Q, filed that day and signed by DeBuck, reiterated those results.  CSC also 

held an earnings call that day to discuss the results (“November 2008 Earnings Call”). 

Defendants’ False Statements Concerning Internal Controls 

118. With regard to CSC’s internal controls, Laphen and Mancuso represented in the 

2Q2009 Form 10-Q that the report “fairly present[ed] in all material respects the financial 

condition” of CSC at the time it was filed.  Specifically, both Laphen and DeBuck certified the 

Form 10-Q pursuant to §§ 302 and 906 of SOX, stating, as set forth in detail in ¶ 109, the report: 

(1) “does not contain any untrue statement of a material fact or omit to state a material fact 

necessary to make the statements made… not misleading”; (2) “fairly present[s] in all material 
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respects the financial condition, results of operations and cash flows of” the Company; (3) is 

subject to effective disclosure controls and procedures; (4) is subject to internal control over 

financial reporting, to provide “reasonable assurance regarding the reliability of financial 

reporting and the preparation of the financial statements for external purposes in accordance with 

[GAAP]”; (5) has been evaluated for the effectiveness of CSC’s internal control over financial 

reporting; (6) discloses “[a]ll significant deficiencies and material weaknesses in the design or 

operation of internal control over financial reporting”; (7) discloses any “fraud, whether or not 

material, that involves management or other employees who have a significant role in the 

registrant’s internal controls over financial reporting”; and (8) “presents, in all material respects, 

the financial condition and results of operations of the Company” in compliance with the 

Exchange Act. 

Defendants’ False And Misleading Statements Concerning The NHS Contract 

119. Defendants also made false statements and omitted material facts regarding the 

NHS Contract in the 2Q2009 Form 10-Q and November 2008 Earnings Call.  In the 2Q2009 

Form 10-Q, Defendants specifically represented that the NHS Contract “is currently profitable 

and the Company expects to recover its investment.” 

120. Further, during the November 2008 Earnings Call, Laphen assured investors that 

the NHS Contract was still on track, stating that “[w]e have steadily made progress in delivering 

on our commitments to the NHS and against our long-term strategy.”  Laphen also stated that 

“this quarter [ ] witnessed an important milestone in our NHS [Contract] with the launch of 

Lorenzo in two early adopter sites,” and noted that CSC received “very positive feedback” from 

those early adopter sites. 
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121. When analysts asked about negative news reports out of the UK that the NHS 

Contract was suffering from “delays” and “postponements,” and inquired whether any delays 

were incorporated in CSC’s guidance, Laphen deflected the inquiry and stressed CSC’s steady 

progress, as well as Defendants’ own “confidence” in the NHS Contract:  

People tend to sometimes focus on some of the negative press that 
comes out of the UK.  There is also a lot of positive press that 
comes out and particularly from the NHS.  Our confidence 
continues to build on the [Contract].  We are pleased with our 
progress.  Where we are today is incorporated into the guidance.  
The user response has been very positive at the early adopter 
sites. . . .  [and] where we are today in terms of schedules is built 
into our guidance. 

122. Analysts were comforted by Defendants’ assurances on the NHS Contract.  On 

November 13, Wachovia issued an analyst report stating that “NHS Appears On-Track” with 

the “schedule [ ] built into its guidance,” while “management’s comfort in the [NHS Contract] 

continues to grow.”  (Emphasis in original).  In addition, on November 13, Credit Suisse issued 

an analyst report noting that “CSC remains confident with its relationship” with NHS. 

*  *  * 

123. Defendants’ statements set forth in ¶¶ 117 - 122 were materially false and 

misleading and omitted material facts when made for the following reasons: (i) Defendants did 

not design internal controls to provide reasonable assurance regarding the reliability of financial 

reporting; (ii) effective internal controls did not exist in a number of regions, including in the 

Nordic Region; (iii) the Company lacked an appropriate tone at the top, emanating from 

Defendants’ requirements that business regions meet unrealistic revenue targets through any 

means; (iv) CSC internal audit suffered from a lack of independence and conflicts of interest; 

(v) oversight and monitoring internal controls failed to detect the accounting irregularities in the 
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Nordic Region; and (vi) CSC lacked appropriate procedures to conduct or detect the lack of 

account reconciliation in the Nordic Region. 

124. Defendants’ above-referenced statements were also materially false and 

misleading and omitted material facts when made for the following reasons: (i) no later than May 

2008, CSC could not deliver the NHS Contract from an operations and technological perspective 

as required by the Contract; (ii) no later than May 2008, CSC should have recognized a loss on 

the NHS Contract; (iii) no later than September 2008, testing of the Lorenzo software system 

revealed that Lorenzo was rife with severe defects and could not be deployed in accordance with 

the NHS Contract; (iv) by 2006, CSC had determined that it had no believable plan for 

delivering on the NHS Contract, and should not have booked revenue under the contract from 

that point forward; and (v) Defendants had not successfully accomplished milestones under the 

NHS Contract. 

C. Third Quarter FY 2009 (3Q2009) 

Defendants’ False Statements Concerning CSC’s Financial Results 

125. On February 10, 2009, CSC issued a press release entitled “CSC Reports Solid 

Third Quarter Earnings, Improved Margins and Strong Free Cash Flow Performance” reporting 

revenues of $3.95 billion, diluted EPS of $1.06, operating income of $371 million—up 8% year-

over-year—and operating margin of 9.4%—a 110 basis point improvement year-over-year.  

Laphen is quoted as saying, “[w]e are pleased with our progress in the third quarter.”  The press 

release was also filed with the SEC as an exhibit to a Form 8-K signed by Mancuso.  CSC held 

an earnings call the same day to discuss the results (“February 2009 Earnings Call”).  CSC filed 

its 3Q2009 Form 10-Q, signed by DeBuck on February 11, 2009, reiterating the financial results.  
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Defendants’ False Statements Concerning Internal Controls 

126. With regard to CSC’s internal controls, Laphen and Mancuso represented in the 

3Q2009 Form 10-Q that the report “fairly present[ed] in all material respects the financial 

condition” of CSC at the time it was filed.  Specifically, both Laphen and Mancuso certified the 

Form 10-Q pursuant to §§ 302 and 906 of SOX, stating, as set forth in detail in ¶ 109, the report: 

(1) “does not contain any untrue statement of a material fact or omit to state a material fact 

necessary to make the statements made… not misleading”; (2) “fairly present[s] in all material 

respects the financial condition, results of operations and cash flows of” the Company; (3) is 

subject to effective disclosure controls and procedures; (4) is subject to internal control over 

financial reporting, to provide “reasonable assurance regarding the reliability of financial 

reporting and the preparation of the financial statements for external purposes in accordance with 

[GAAP]”; (5) has been evaluated for the effectiveness of CSC’s internal control over financial 

reporting; (6) discloses “[a]ll significant deficiencies and material weaknesses in the design or 

operation of internal control over financial reporting”; (7) discloses any “fraud, whether or not 

material, that involves management or other employees who have a significant role in the 

registrant’s internal controls over financial reporting”; and (8) “presents, in all material respects, 

the financial condition and results of operations of the Company” in compliance with the 

Exchange Act. 

Defendants’ False Statements Concerning The NHS Contract 

127. Defendants also made false statements and omitted material facts regarding the 

NHS Contract in the 3Q2009 Form 10-Q and during the February 2009 Earnings Call.  

Specifically, Defendants represented in the 3Q2009 Form 10-Q that the NHS Contract “is 

currently profitable and the Company expects to recover its investment.”  Further, during the 
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February 2009 Earnings Call, Laphen continued to suggest that the NHS Contract was on track, 

stating that “two key milestones for NHS were achieved in the third quarter,” and that feedback 

from early adopter sites “has been very encouraging.”  

128. Analysts continued to question the disparity between CSC’s comments regarding 

NHS and the news out of the UK, focusing on missed deadlines and the Committee on Public 

Accounts’ negative view of the contract.  An analyst asked Laphen to “reconcile [his] view of 

what is happening on the contracts from CSC’s perspective versus what we are seeing in the 

press, and what we have heard from the Committee on Public Accounts in terms of their 

evaluation?”  In response, and in an effort to reassure analysts regarding the purported vitality of 

the NHS Contract, Laphen focused on the “lag time” of the information out of the UK, again 

assuring the market that CSC has achieved “key milestones,” is performing well under the 

contract, and is “pleased with [its] performance”:  

[F]irst I would say that the data coming out of a government report 
is always -- lags.  That is, it is a bit older than current data.  So you 
. . .  do have that lag time . . .  [W]e had key milestones that we had 
to make in the third quarter, which we did make. And another one 
in the fourth quarter . . . [and] we are on target relative to that. 

*  *  * 

As you pointed out, we are one of the players in the NHS overall 
program, or umbrella program, if you will.  It is not unusual if 
there is a problem somewhere in the program that the program, 
sometimes just for notoriety or for political reasons, gets painted 
with a very broad brush, as it does here as well on certain 
programs.  . . .   I have to say we’re pretty pleased with the 
developments we have had.   . . .  So we are making good progress. 

129. Analysts continued to rely upon Defendants’ false statements regarding the 

progress of the NHS Contract.  For example, on February 11, Jefferies & Co. issued an analyst 

report stating that “CSC reported FQ3 results highlighted by progress on its NHS Contract, solid 

cash flows, and margin performance.”  Similarly, a Credit Suisse analyst report issued on 
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February 11 stated that “CSC remains confident with its relationship with the UK NHS,” and 

noted that CSC’s “profitability and cash flows are heavily dependent on the [NHS] contract.” 

*  *  * 

130. Defendants’ statements set forth in ¶¶ 125 - 129 were materially false and 

misleading and omitted material facts when made for the following reasons: (i) Defendants did 

not design internal controls to provide reasonable assurance regarding the reliability of financial 

reporting; (ii) effective internal controls did not exist in a number of regions, including in the 

Nordic Region; (iii) the Company lacked an appropriate tone at the top, emanating from 

Defendants’ requirements that business regions meet unrealistic revenue targets through any 

means; (iv) CSC internal audit suffered from a lack of independence and conflicts of interest; 

(v) oversight and monitoring internal controls failed to detect the accounting irregularities in the 

Nordic Region; and (vi) CSC lacked appropriate procedures to conduct or detect the lack of 

account reconciliation in the Nordic Region. 

131. Defendants’ above-referenced statements were also materially false and 

misleading and omitted material facts when made for the following reasons: (i) no later than May 

2008, CSC could not deliver the NHS Contract from an operations and technological perspective 

as required by the Contract; (ii) no later than May 2008, CSC should have recognized a loss on 

the NHS Contract; (iii) no later than September 2008, testing of the Lorenzo software system 

revealed that Lorenzo was rife with severe defects and could not be deployed in accordance with 

the NHS Contract; (iv) by 2006, CSC had determined that it had no believable plan for 

delivering on the NHS Contract, and should not have booked revenue under the contract from 

that point forward; and (v) Defendants knew that CSC had, in fact, delivered software that was 

not in compliance with the NHS Contract, and therefore did not actually make the milestones. 
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D. Fourth Quarter FY 2009 (4Q2009) 

Defendants’ False Statements Concerning Financial Results 

132. CSC issued a press release on May 20, 2009, entitled “CSC Reports Strong 

Fourth Quarter Results, Margin, EPS and Cash Flow Growth Well Ahead of Last Year,” 

reporting fourth quarter revenues of $4.11 billion—down 8.3% (up 0.4% in constant currency) 

from one year ago—and fiscal year 2009 revenues of $16.74 billion—up 1.5% (up 4.3% in 

constant currency) year over year.  CSC reported fourth quarter diluted EPS of $2.51, compared 

with fourth quarter 2008 EPS of $1.15, and full year EPS of $7.31, compared with $3.20 in fiscal 

year 2008.  Finally, operating income was $447 million for the fourth quarter and $1.38 billion 

for the full year, while operating margin was 10.9% for the fourth quarter, compared with 10.0% 

from a year ago with full year operating margin of 8.25% representing a 27 basis point 

improvement year over year.  Laphen is quoted in the press release as saying,  

Fourth quarter 2009 was another successful and important step in 
our march to consistent results and continuous improvement.  
Despite the challenging economic environment, CSC’s 
achievements included exceptional cash generation, realization of 
our full-year goal of at least a 25 basis points margin rate 
improvement, successful execution and delivery of the National 
Health Service (NHS) milestones, and remediation of a material 
weakness associated with our tax accounting.   

The press release was also filed with the SEC as an exhibit to a Form 8-K signed by Mancuso.   

133. CSC held an earnings call the same day to discuss the results (“May 2009 

Earnings Call”).  Defendants issued the Company’s FY 2009 Form 10-K, signed by Laphen, 

Mancuso, and DeBuck, on May 29, 2009 reiterating CSC’s financial results.  

Defendants’ False Statements Concerning Internal Controls 

134. With regard to CSC’s internal controls, Laphen and Mancuso represented in the 

FY 2009 Form 10-K that the report “fairly present[ed] in all material respects the financial 
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condition” of CSC at the time it was filed.  Specifically, both Laphen and DeBuck certified the 

Form 10-Q pursuant to SOX §§ 302 and 906, stating, as set forth in detail in ¶ 109, the report: 

(1) “does not contain any untrue statement of a material fact or omit to state a material fact 

necessary to make the statements made… not misleading”; (2) “fairly present[s] in all material 

respects the financial condition, results of operations and cash flows of” the Company; (3) is 

subject to effective disclosure controls and procedures; (4)  is subject to internal control over 

financial reporting, to provide “reasonable assurance regarding the reliability of financial 

reporting and the preparation of the financial statements for external purposes in accordance with 

[GAAP]”; (5) has been evaluated for the effectiveness of CSC’s internal control over financial 

reporting; (6) discloses “[a]ll significant deficiencies and material weaknesses in the design or 

operation of internal control over financial reporting”; (7) discloses any “fraud, whether or not 

material, that involves management or other employees who have a significant role in the 

registrant’s internal controls over financial reporting”; and (8) “presents, in all material respects, 

the financial condition and results of operations of the Company” in compliance with the 

Exchange Act. 

Defendants’ False Statements Concerning The NHS Contract  

135. Defendants also made false statements and omitted material facts regarding the 

NHS Contract in the FY 2009 Form 10-K and during the May 2009 Earnings Call.  During the 

May 2009 Earnings Call, Laphen emphasized that CSC “successfully completed our NHS 

milestones” and would continue the “solid NHS performance,” because “2009 marked another 

successful year for CSC and the NHS [Contract]”:    

Delivering results for our clients is the Hallmark of CSC.  And as 
shown on slide seven, our performance for the NHS is no 
exception.  Fiscal year 2009 marked another successful year for 
CSC and the NHS [Contract] as we accomplished our deployment 
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objectives and met our financial objectives.  We’re pleased to 
report that we successfully achieved our major milestone for 
Lorenzo Release one in the fourth quarter . . .  Additionally, the 
NHS [Contract] is expected to continue growth in constant 
currency as deployments continue and as we accomplish our next 
release of Lorenzo. 

136. Following Laphen’s comments regarding CSC’s progress on the NHS Contract, 

an analyst asked him to “specify for the March 2009 quarter what the revenue EPS and free cash 

flow contributions was from NHS.”  As during past calls, Laphen repeated, “we don’t give 

contract specific data,” and refused to provide the percentage of revenue attributed to NHS.   

137. When analysts inquired about upcoming milestones for the NHS Contract, 

Laphen stated that CSC’s “next major Lorenzo delivery phase is expected in the November time 

frame,” and specifically noted that CSC’s “success on that milestone is incorporated into the 

numbers.”  When analysts again asked about the press coverage out of the UK suggesting NHS 

leadership may consider alternative approaches if CSC missed the November milestone, Laphen 

again told analysts to put “the press remarks in a bit of a context,” assuring them that CSC 

“continue[s] to have favorable feedback from the customer.”   

138. Laphen’s statements regarding CSC’s performance under the NHS Contract were 

well received.  On May 21, Jefferies & Co. issued an analyst report stating that “steady execution 

on the NHS Contract is a net positive” and an analyst report issued by Wachovia on May 21 

stated that “NHS Contract Continues To Hit Milestones,” noting that “[m]anagement expects an 

uptick in revenue and profit from the NHS project in FY10.” 

*  *  * 

139. Defendants’ statements set forth in ¶¶ 132 - 138 were materially false and 

misleading and omitted material facts when made for the following reasons: (i) Defendants did 

not design internal controls to provide reasonable assurance regarding the reliability of financial 
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reporting; (ii) effective internal controls did not exist in a number of regions, including in the 

Nordic Region; (iii) the Company lacked an appropriate tone at the top, emanating from 

Defendants’ requirements that business regions meet unrealistic revenue targets through any 

means; (iv) CSC internal audit suffered from a lack of independence and conflicts of interest; 

(v) oversight and monitoring internal controls failed to detect the accounting irregularities in the 

Nordic Region; and (vi) CSC lacked appropriate procedures to conduct or detect the lack of 

account reconciliation in the Nordic Region. 

140. Defendants’ above-referenced statements were also materially false and 

misleading and omitted material facts when made for the following reasons: (i) no later than May 

2008, CSC could not deliver the NHS Contract from an operations and technological perspective 

as required by the Contract; (ii) no later than May 2008, CSC should have recognized a loss on 

the NHS Contract; (iii) no later than September 2008, testing of the Lorenzo software system 

revealed that Lorenzo was rife with severe defects and could not be deployed in accordance with 

the NHS Contract; (iv) by 2006, CSC had determined that it had no believable plan for 

delivering on the NHS Contract, and should not have booked revenue under the contract from 

that point forward; and (v) Defendants knew that CSC had, in fact, delivered software that was 

not in compliance with the NHS Contract, and therefore did not actually meet the milestones. 

E. First Quarter FY 2010 (1Q2010) 

Defendants’ False Statements Concerning CSC’s Financial Results 

141. On August 6, 2009, Defendants announced CSC’s financial results for the first 

quarter of 2010 in a press release entitled “CSC Reports Solid First Quarter Results—EPS UP 

8%.”  The press release was also filed with the SEC as an exhibit to a Form 8-K signed by 

Mancuso.  CSC reported revenue of $3.9 billion and fully diluted EPS of $0.85, compared to first 
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quarter 2009 revenue of $4.4 billion and EPS of $0.79, as well as operating margin of 6.81%—a 

46 basis points improvement from the previous year.  Building off of these results, CSC 

increased the full year EPS guidance from $4.20 - $4.30 to $4.80 - $5.00.  The press release also 

quoted Laphen, who stated that “[CSC] experienced another strong quarter of earnings 

improvement while also meeting or exceeding [its] other key financial targets for the quarter.” 

142. On August 7, 2009, CSC issued the 1Q2010 Form 10-Q, signed by DeBuck, 

which reiterated the financial results reported in the August 6 Press Release, stated an operating 

income of $265 million, and stated that the Form 10-Q was prepared in compliance with GAAP.  

143. During CSC’s August 6, 2009 earnings call (“August 2009 Earnings Call”), 

Laphen focused on CSC’s efforts to improve financial performance:  

[O]ur objectives for fiscal year 2010 are to continue to position 
CSC for future new business opportunities and profitable growth 
while also improving this fiscal year’s operational and financial 
performance by continuing our focus on cost management and 
cash generation; by continuing our solid operational delivery, 
particularly on key programs such as the NHS; and by removing 
risks and uncertainties surrounding our current and future 
performance. 

144. Analysts responded positively to CSC’s reported financial results.  For example, a 

Wells Fargo analyst report issued on August 7 stated that “FQ1 Results Above Expectations,” a 

Kaufman Brothers analyst report issued on August 7 stated that “[s]treet confidence in CFO and 

in EPS upside improves,” and a Jefferies & Co. analyst report issued on August 10 stated that 

“Operating margins improved 40bps+ y/y led by margin improvement in public sector and 

MSS.”  

Defendants’ False Statements Concerning Internal Controls 

145. With regard to CSC’s internal controls, Defendants Laphen, Mancuso, and 

DeBuck represented in the 1Q2010 Form 10-Q that: 
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Under the direction of the Company’s Chief Executive Officer and 
Chief Financial Officer, the Company has evaluated its disclosure 
controls and procedures as of July 3, 2009.  Based upon this 
evaluation, the Chief Executive Officer and Chief Financial 
Officer have concluded that the Company’s disclosure controls and 
procedures were effective as of July 3, 2009, in all material 
respects. 

146. In addition, both Laphen and Mancuso represented in the FY 2009 Form 10-K 

that the report “fairly present[ed] in all material respects the financial condition” of CSC at the 

time it was filed.  Specifically, both Laphen and Mancuso certified the Form 10-Q pursuant to 

SOX §§ 302 and 906, stating, as set forth in detail in ¶ 109, the report: (1) “does not contain any 

untrue statement of a material fact or omit to state a material fact necessary to make the 

statements made… not misleading”; (2) “fairly present[s] in all material respects the financial 

condition, results of operations and cash flows of” the Company; (3) is subject to effective 

disclosure controls and procedures; (4) is subject to internal control over financial reporting, to 

provide “reasonable assurance regarding the reliability of financial reporting and the preparation 

of the financial statements for external purposes in accordance with [GAAP]”; (5) has been 

evaluated for the effectiveness of CSC’s internal control over financial reporting; (6) discloses 

“[a]ll significant deficiencies and material weaknesses in the design or operation of internal 

control over financial reporting”; (7) discloses any “fraud, whether or not material, that involves 

management or other employees who have a significant role in the registrant’s internal controls 

over financial reporting”; and (8) “presents, in all material respects, the financial condition and 

results of operations of the Company” in compliance with the Exchange Act. 

Defendants’ False Statements Concerning The NHS Contract  

147. Defendants also made false statements and omitted material facts regarding the 

NHS Contract in the 1Q2010 Form 10-Q and during the August 2009 Earnings Call.  Once 
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again, Defendants represented in the 1Q2010 Form 10-Q that the NHS Contract “is currently 

profitable and the Company expects to recover its investment.” 

148. During the August 2009 Earnings Call, Laphen provided investors with an update 

on the NHS Contract and affirmed that CSC is on track for the next milestone:  “Operationally, 

we continue to deliver results for our clients. For the NHS, we completed the activities scheduled 

within the quarter, and we continue on pace to achieve our next key milestone.” 

149. Analysts inquired about an early adopter site’s apparent decision “to pull back” on 

plans to implement Lorenzo because it wanted “systems problems resolved before they 

implement the full Lorenzo system.”  Laphen responded, “I’m not sure that information is 

correct that you have.  That is certainly not my understanding at the moment.”  Instead, Laphen 

claimed that this particular early adopter site “is on schedule” and it is “all systems go.”  

150. Analysts were encouraged by Defendants’ misstatements regarding the NHS 

Contract.  For example, on August 7, Wells Fargo issued an analyst report containing a section 

entitled “NHS Contract Continues Along,” which explained that “[m]anagement indicated that 

it completed the activity schedule in FQ1 and is on pace to achieve its next key milestone in 

November with the Bury Trust, which is an early adopter site.”  (Emphasis in original).  And a  

Jefferies & Co. analyst report dated August 10 stated that “steady execution on the NHS Contract 

is encouraging.” 

151. In addition, on September 15, 2009, following a dinner with Mancuso, a Credit 

Suisse analyst issued a report entitled “Intriguing Meeting with the CFO” reporting that Mancuso 

and VP of Investor Relations Bryan Brady “remain upbeat about CSC’s business and confident 

in FY10 guidance.”  According to Credit Suisse, “Mancuso does not share the street’s view that 
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UK NHS is in imminent danger, but instead believes UK NHS could be the largest positive 

dividend for the company over the next few years.” 

*  *  * 

152. Defendants’ statements set forth in ¶¶ 141 - 151 were materially false and 

misleading and omitted material facts when made for the following reasons: (i) Defendants did 

not design internal controls to provide reasonable assurance regarding the reliability of financial 

reporting; (ii) effective internal controls did not exist in a number of regions, including in the 

Nordic Region; (iii) the Company lacked an appropriate tone at the top, emanating from 

Defendants’ requirements that business regions meet unrealistic revenue targets through any 

means; (iv) CSC internal audit suffered from a lack of independence and conflicts of interest; 

(v) oversight and monitoring internal controls failed to detect the accounting irregularities in the 

Nordic Region; and (vi) CSC lacked appropriate procedures to conduct or detect the lack of 

account reconciliation in the Nordic Region. 

153. Defendants’ above-referenced statements were also materially false and 

misleading and omitted material facts when made for the following reasons: (i) no later than May 

2008, CSC could not deliver the NHS Contract from an operations and technological perspective 

as required by the Contract; (ii) no later than May 2008, CSC should have recognized a loss on 

the NHS Contract; (iii) no later than September 2008, testing of the Lorenzo software system 

revealed that Lorenzo was rife with severe defects and could not be deployed in accordance with 

the NHS Contract; (iv) by 2006, CSC had determined that it had no believable plan for 

delivering on the NHS Contract, and should not have booked revenue under the contract from 

that point forward; and (v) CSC did not properly complete the activities scheduled in the quarter. 
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154. Defendants’ statements set forth in ¶¶ 141 - 144 were false and misleading and 

omitted material information when made for the following reasons:  Defendants originally 

reported operating income of $265 million, operating margins of 6.8%, EPS of $0.85, and 

operational EPS of $0.61.  However, as Defendants later admitted, those financial results were 

inflated as a result of Defendants’ financial fraud.  CSC, in fact, only achieved operating income 

of $256 million, operating margin of 6.6%—a 3.5% overstatement—and EPS of $0.80—a 6.2% 

reduction in reported EPS—and operational EPS of $0.56—a 8.6% reduction in operational EPS.  

Net of financial offsets unrelated to the fraud, Defendants fraudulently achieved operating 

income of $249 million, operating margin of 6.4%—a 6.1% overstatement—EPS of $0.77, and 

operational EPS of $0.53.  

155. The 1Q2010 Form 10-Q was also false and misleading and omitted the truth in 

that, as Defendants admitted, the financial statements did not comply with GAAP.  The 

statements set forth in ¶¶ 141 - 144 were also materially false and misleading and omitted 

material information because they failed to disclose that CSC, in violation of GAAP, improperly 

accounted for the following :  (i) outsourcing contract costs; (ii) prepaid expenses and other 

current assets; (iii) property and equipment; and (iv) receivables. 

F. Second Quarter FY 2010 (2Q2010) 

Defendants’ False Statements Concerning CSC’s Financial Results 

156. On November 11, 2009, CSC issued a press release entitled “CSC Reports Solid 

Second Quarter Results, Improvements in Key Financial Measures Continue,” reporting second 

quarter fiscal 2010 revenue of $4.0 billion and fully diluted EPS of $1.40, compared to second 

quarter fiscal 2009 revenue of $4.2 billion and EPS of $2.95 (including net tax benefits of $2.27 

from resolution of prior year domestic and international tax audits), as well as operating margin 
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of 8.44%—a 179 basis points improvement from the previous year.  The press release was also 

filed with the SEC as an exhibit to a Form 8-K signed by Mancuso. The press release quoted 

Laphen, who stated that “we are pleased with our Q2 results, most notably our significant, 

sequential and year over year, continuing performance improvements in cash flow, operating 

income, and margin rate.” 

157. On November 12, 2009, CSC issued its 2Q2010 Form 10-Q signed by DeBuck 

that reiterated the financial results reported in the press release and also reported operating 

income of $341 million.  

158. During the November 11, 2009, earnings call (“November 2009 Earnings Call”), 

Laphen expressed his satisfaction that CSC doubled its EPS from last year:  

[W]e delivered GAAP EPS of $1.40. This more than doubles our 
pro forma result of $0.68 for last year’s second quarter and is a 
65% improvement over that of the first quarter.  We continued to 
expand operating margin with an improvement of 178 basis points 
over last year’s second quarter result.  This margin expansion 
derives from improved operational performance, recurring benefits 
from our cost structure improvement programs, and continued 
proactive management of expenses. . . .   Our revenue performance 
of $4 billion was in line with our expectations and positive 
sequentially for all three of our business segments. 

159. Mancuso added that EPS was “slightly above” second quarter guidance, and 

highlighted the importance of the metric:  

EPS of $1.40 is just slightly above the second quarter guidance I 
gave you about three months ago.  This is not only an important 
performance metric, but another milestone on the road to 
continuously improve our consistency and predictability.  Again, 
the $1.40 is significantly above last year, after adjusting out last 
year’s large tax settlement. 

160. Analysts reacted positively to CSC’s reported financial results.  For example, 

Credit Suisse reported on November 12 that CSC’s EPS of $1.40 exceeded its estimate of $1.38, 

adding that the operating margin growth was the result of “operational improvements and tight 
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cost controls.”  A Jefferies & Company, Inc. analyst similarly noted on November 12, “CSC beat 

EPS expectations ($1.40 versus Street consensus of $1.35), driven by solid operating margin 

expansion (up 180 bps y/y).”  And a Kaufman Bros. analyst noted on November 12 “The quarter 

was clean with no one-time benefits to margins or EPS, and CSC has now exceeded EPS 

guidance in each of the three quarters that the new CFO has been in place.”  Similarly, a Wells 

Fargo analyst focused on CSC just beating expectations, noting that revenue was in-line with 

expectations, while “EPS of $1.40 was a penny above our expectation and $0.05 above the 

Street.”  The news prompted Wells Fargo to increase valuation to $53.00 - $57.00 from $49.00 - 

$54.00.   

161. Shortly after releasing the 2Q2010 results, CSC held its Second Annual Analyst 

Day on November 18, 2009 in New York, New York.  Laphen told investors that he “hoped” 

they walk away “believing that CSC truly does have an excellent investment case, because we 

believe it and we believe it quite strongly.” 

Defendants’ False Statements Concerning Internal Controls  

162. With regard to CSC’s internal controls, Defendants Laphen, Mancuso, and 

DeBuck represented in the 2Q2010 Form 10-Q that: 

Under the direction of the Company’s Chief Executive Officer and 
Chief Financial Officer, the Company has evaluated its disclosure 
controls and procedures as of October 2, 2009.  Based upon this 
evaluation, the Chief Executive Officer and Chief Financial 
Officer have concluded that the Company’s disclosure controls and 
procedures were effective as of October 2, 2009. 

163. In addition, both Laphen and Mancuso certified the Form 10-Q pursuant to §§ 302 

and 906 of SOX, stating, as set forth in detail in ¶ 109, the report: (1) “does not contain any 

untrue statement of a material fact or omit to state a material fact necessary to make the 

statements made… not misleading”; (2) “fairly present[s] in all material respects the financial 
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condition, results of operations and cash flows of” the Company; (3) is subject to effective 

disclosure controls and procedures; (4) is subject to internal control over financial reporting, to 

provide “reasonable assurance regarding the reliability of financial reporting and the preparation 

of the financial statements for external purposes in accordance with [GAAP]”; (5) has been 

evaluated for the effectiveness of CSC’s internal control over financial reporting; (6) discloses 

“[a]ll significant deficiencies and material weaknesses in the design or operation of internal 

control over financial reporting”; (7) discloses any “fraud, whether or not material, that involves 

management or other employees who have a significant role in the registrant’s internal controls 

over financial reporting”; and (8) “presents, in all material respects, the financial condition and 

results of operations of the Company” in compliance with the Exchange Act. 

Defendants’ False Statements Concerning The NHS Contract 

164. Defendants also made false statements and omitted material facts regarding the 

NHS Contract in the 2Q2010 Form 10-Q and the November 2009 Earnings Call.  Like in prior 

quarters, Defendants represented in the 2Q2010 Form 10-Q that the NHS Contract “is currently 

profitable and the Company expects to recover its investment.” 

165. During the November 2009 Earnings Call, Laphen expressed his pleasure with the 

progress of the Lorenzo software, viewing it as a turning point in the NHS Contract: 

I am pleased to note the go-live of Lorenzo Release 1.9 at Bury on 
the 3rd of November.  We anticipate that this event will prove to 
be a major turning point in the [Contract’s] life cycle, as 
perceptions begin to transition from those of a development 
program to that of deployment and operations.  Further details and 
insights into our [contract] for the NHS will be provided at our 
investors conference next week. 

166. During the call, an analyst requested “the variables that really determine where 

you fall on that range of 25 to 50 bps” for operating margin.  Mancuso confirmed that NHS will 

have an impact on CSC’s margin:  
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We’ve talked about NHS as there are significant NHS milestones 
in the second half of the year. . . . NHS has a respectable margin 
with it, so that will have an impact on the margin improvement and 
generation in the second half of the year.  

167. Analysts reacted positively to these misstatements.  For example, on November 

12, J.P. Morgan issued an analyst report stating that “[w]e are more positive on CSC and expect 

a positive stock price reaction.” 

168. On November 18, 2009, a week after releasing their financial results, CSC held an 

analyst meeting.  During the meeting, Laphen affirmed that CSC “accomplish[ed] the key 

development milestones last year, and we are on track again this year.”  In response to a Credit 

Suisse analyst’s question about “revenue and margin and cash flow implications,” Guy Hains, 

CSC’s President of EMEA, responded that CSC “would expect revenues to climb next year.”  

Mancuso then added that NHS will become a “more significant contributor” to CSC’s cash flow:  

As the program matures, and we get through those development 
cycles, looking out in time and over the forecast period, you should 
see that investment start to decline.  And then NHS becomes a 
more significant contributor to our cash flows on the positive side 
than they have been over the last several years, which may dispel 
some notions that we have been making our cash flow on the back 
of the NHS program. 

169. Analysts were encouraged by the positive details CSC provided about the NHS 

Contract.  For example, Credit Suisse, titled a section of its November 19, 2009 report, “UK 

NHS on Track,” noting “the company remains confident in its progress.”  And a J.P. Morgan 

analyst report dated on November 19 echoed that the “Mgmt Tone is Upbeat,” as “[m]anagement 

continues to be pleased with the company’s performance on the NHS Contract, and sees NHS as 

an important foundation for worldwide healthcare opportunities.” 

*  *  * 
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170. Defendants’ statements set forth in ¶¶ 156 - 169 were materially false and 

misleading and omitted material facts when made for the following reasons: (i) Defendants did 

not design internal controls to provide reasonable assurance regarding the reliability of financial 

reporting; (ii) effective internal controls did not exist in a number of regions, including in the 

Nordic Region; (iii) the Company lacked an appropriate tone at the top, emanating from 

Defendants’ requirements that business regions meet unrealistic revenue targets through any 

means; (iv) CSC internal audit suffered from a lack of independence and conflicts of interest; 

(v) oversight and monitoring internal controls failed to detect the accounting irregularities in the 

Nordic Region; and (vi) CSC lacked appropriate procedures to conduct or detect the lack of 

account reconciliation in the Nordic Region. 

171. Defendants’ above-referenced statements were also materially false and 

misleading and omitted material facts when made for the following reasons: (i) no later than May 

2008, CSC could not deliver the NHS Contract from an operations and technological perspective 

as required by the Contract; (ii) no later than May 2008, CSC should have recognized a loss on 

the NHS Contract; (iii) no later than September 2008, testing of the Lorenzo software system 

revealed that Lorenzo was rife with severe defects and could not be deployed in accordance with 

the NHS Contract; (iv) by 2006, CSC had determined that it had no believable plan for 

delivering on the NHS Contract, and should not have booked revenue under the contract from 

that point forward; and (v) upon the “go live” of the Lorenzo software, the software’s defects 

would become apparent so the software was not in compliance with the NHS Contract.   

172. Defendants’ statements set forth in ¶¶ 156 - 161 were false and misleading and 

omitted material information when made for the following reasons:  Defendants originally 

reported operating income of $341 million, operating margin of 8.4%, EPS of $1.40, and 
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operational EPS of $1.40.  As Defendants later admitted, however, those financial results were 

inflated as a result of Defendants’ financial fraud.  CSC, in fact, only achieved operating income 

of $335 million, operating margin of 8.3%—a 1.8% overstatement—EPS of $1.37 and 

operational EPS of $1.37.  Net of financial offsets unrelated to the fraud, CSC fraudulently 

achieved operating income of $330 million, operating margin of 8.2%—a 3.1% overstatement—

EPS of $1.35, and operational EPS of $1.35.  In addition, CSC’s operational EPS beat analyst 

consensus by only one cent.  Without Defendants’ fraudulent conduct, CSC would have missed 

its prior guidance and analyst consensus by two cents.  As a result of Defendants’ fraudulent 

conduct, and net of financial offsets unrelated to the fraud, CSC would have missed its prior 

guidance and consensus by four cents. 

173. The 2Q2010 Form 10-Q was also false and misleading and omitted the truth in 

that, as Defendants admitted, the financial statements did not comply with GAAP.  The 

statements set forth in ¶¶ 156 - 161 were also materially false and misleading and omitted 

material information because they failed to disclose that CSC, in violation of GAAP, improperly 

accounted for the following:  (i) outsourcing contract costs; (ii) prepaid expenses and other 

current assets; (iii) property and equipment; and (iv) receivables. 

G. Third Quarter FY 2010 (3Q2010) 

Defendants’ False Statements Concerning CSC’s Financial Results 

174. CSC issued its 3Q2010 financial results on February 10, 2010, in a press release 

entitled “CSC Reports Third Quarter Results: Significant Increases in Profitability and New 

Business Awards,” reporting revenue of $4.0 billion and fully diluted EPS of $1.36 compared to 

third quarter fiscal 2009 revenue of $4.0 billion and EPS of $1.06, a 28% EPS increase over last 

year.  In addition, CSC reported an operating margin of 9.54%—a 15 basis point improvement 
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from the previous year.  The press release was also filed with the SEC as an exhibit to a  

Form 8-K signed by Mancuso.  The press release quoted Laphen, who stated that “[d]espite the 

sluggish pace of the worldwide economic recovery, our revenue held firm both sequentially and 

year-over-year as our margin rates and earnings continue to improve.” 

175. On February 10, 2010, CSC issued the 3Q2010 Form 10-Q signed by DeBuck, 

reiterating the financial results reported in the press release and reporting operating income of 

$377 million.  

176. During the February 10, 2010 earnings call (“February 2010 Earnings Call”), 

Laphen falsely attributed the increased operating margin to legitimate “improved operational 

performance,” improved cost structure and “management of expenses”:  

On a year-over-year basis, operating margin improved 15 basis 
points.  This continued expansion derives from improved 
operational performance, recurring benefits from our cost structure 
improvement programs and ongoing proactive management of 
expenses.  We anticipate that the net effect of these efforts will be 
margin improvement at the upper end of our target range of 25 to 
50 basis points for the full fiscal year. 

177. Laphen further confirmed that revenue was in line with expectations through 

sequential stability, contributing to “improvement” in operating income growth and margin rate 

improvement:   

Revenue of $4 billion, net of a non-core disposition, was in line 
with our expectation and on track with our full-year guidance of 
$16 billion to $16.5 billion.  

Sequential revenue stability.  Sequentially for the first three 
quarters of this year, our revenue has been a constant at roughly $4 
billion per quarter.  And our third-quarter revenue is comparable to 
last year.  We view this stable revenue as a positive in these 
difficult economic times. 

Operating income growth and margin rate improvement.  
Operating income is up both sequentially and year over year, and  
the same is true of our margin rate.  And we remain on track to 
achieve the high end of our full-year guidance. 
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178. Analysts reacted positively to CSC’s purportedly improving financials.  For 

example, J.P. Morgan issued an analyst report on February 10 stating, “CSC reported F3Q10 

headline results this morning that were better than expected on balance with Revs in line, EPS 

and Bookings ahead,” with an EPS beat “based on $0.04 from operations.”  On March 22, 2010, 

Kaufman Bros. issued an analyst report following a meeting with CSC, reiterating that CSC was 

“‘on track’ to meet its fiscal 2010 EPS and margin guidance, [and] continued to expect positive 

revenue growth in March quarter.”  

Defendants’ False Statements Regarding Internal Controls 

179. With respect to CSC’s internal controls, Defendants Laphen, Mancuso, and 

DeBuck represented in the 3Q2010 Form 10-Q that: 

Under the direction of the Company’s Chief Executive Officer and 
Chief Financial Officer, the Company has evaluated its disclosure 
controls and procedures as of January 1, 2010. Based upon this 
evaluation, the Chief Executive Officer and Chief Financial 
Officer have concluded that the Company’s disclosure controls and 
procedures were effective as of January 1, 2010. 

180. In addition, both Laphen and Mancuso certified the Form 10-Q pursuant to §§ 302 

and 906 of SOX, stating, as set forth in detail in ¶ 109, the report: (1) “does not contain any 

untrue statement of a material fact or omit to state a material fact necessary to make the 

statements made… not misleading”; (2) “fairly present[s] in all material respects the financial 

condition, results of operations and cash flows of” the Company; (3) is subject to effective 

disclosure controls and procedures; (4) is subject to internal control over financial reporting, to 

provide “reasonable assurance regarding the reliability of financial reporting and the preparation 

of the financial statements for external purposes in accordance with [GAAP]”; (5) has been 

evaluated for the effectiveness of CSC’s internal control over financial reporting; (6) discloses 

“[a]ll significant deficiencies and material weaknesses in the design or operation of internal 
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control over financial reporting”; (7) discloses any “fraud, whether or not material, that involves 

management or other employees who have a significant role in the registrant’s internal controls 

over financial reporting”; and (8) “presents, in all material respects, the financial condition and 

results of operations of the Company” in compliance with the Exchange Act. 

Defendants’ False Statements Concerning The NHS Contract 

181. Defendants also made false statements and omitted material facts regarding the 

NHS Contract in the 3Q2010 Form 10-Q and during the February 2010 Earnings Call.  As in 

prior quarters, in the 3Q2010 Form 10-Q, defendants represented that the NHS Contract “is 

currently profitable and the Company expects to recover its investment.”  

182. During the February 2010 Earnings Call, Laphen provided an update on the NHS 

Contract, informing investors that CSC was “on track” to meet the Morecambe Bay milestone 

and expected to complete negotiations with the NHS during the fourth quarter:  

Within our NHS program, we continue to deliver and expand our 
production operations.  In the third quarter, three additional trusts 
went live on Lorenzo Release 1, bringing the total number of 
Lorenzo production sites to seven, with several more [in-flight]. 

* * * 

As we discussed on our last call, we successfully went live with 
the Lorenzo Care Management at Bury.  Our next significant NHS 
event is to plan deployment of Lorenzo Care Management at 
Morecambe Bay.  This is scheduled to occur towards the end of 
our fourth quarter and we are currently on track. 

* * * 

Lastly, we are in a discussion with NHS Authority regarding the 
government’s announced intention to reduce the spending profile 
of their overall program. We expect to achieve an outcome 
regarding CSC’s portion of the program that is constructive for all 
parties by the end of the fourth quarter. 
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183. During the earnings call, a J.P. Morgan analyst inquired about the percent of 

revenue attributed to the NHS Contract.  Laphen refused to answer, however, stating “I cannot 

give you that visibility.” 

184. In addition, when questioned about CSC’s discussion with NHS regarding 

renegotiation, Laphen informed investors that he thought it would be a “constructive outcome.”  

Further, Laphen encouraged investors to ignore the political rhetoric that accompanies elections, 

and repeated his confidence in meeting critical milestones for NHS: 

So we are feeling confident about where we are.  We are 
encouraged that we are on track with another critical milestone, 
and I think we have an extremely good working relationship with 
the client. 

185. When analysts inquired about CSC’s increased guidance for the following 

quarter, Laphen confirmed that NHS milestones would be a contributor to the financials, but that 

milestone payments were “well less than 50% of the cash in the fourth quarter.”  

186. Laphen closed his remarks by focusing on CSC’s “excellent progress” on the 

NHS Contract, noting CSC’s decision not to reduce guidance despite reductions in the contract:   

I think we continue to make excellent progress on NHS.  It’s 
getting more and more embedded into the NHS system.  And I 
think they’re just going to continue on in some reduced way.  But 
at this point, we have no reason to believe that we need to change 
the guidance we’ve given The Street relative to it. 

187. Following the February 2010 Earnings Call, Credit Suisse issued an analyst report 

on February 10 advising investors to “Track for High End of Guidance,” because “CSC went live 

in three trusts with Lorenzo 1 in the quarter and remains on target for the release of Lorenzo 1.9 

at Morecambe Bay in March.”  The Credit Suisse report also noted that CSC “expects a 

milestone payment in the fourth quarter that should help cash flows.”  On February 10, Kaufman 

Bros. issued an analyst report reaffirming their BUY rating, and an Oppenheimer analyst report 
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issued on February 10 affirmed that the “NHS program remains on track, with several key 

revenue recognition milestones upcoming in F4Q, providing a boost to the BSS segment.”   

* * * 

188. Defendants’ statements set forth in ¶¶ 174 - 187 were materially false and 

misleading and omitted material facts when made for the following reasons: (i) Defendants did 

not design internal controls to provide reasonable assurance regarding the reliability of financial 

reporting; (ii) effective internal controls did not exist in a number of regions, including in the 

Nordic Region; (iii) the Company lacked an appropriate tone at the top, emanating from 

Defendants’ requirements that business regions meet unrealistic revenue targets through any 

means; (iv) CSC internal audit suffered from a lack of independence and conflicts of interest; 

(v) oversight and monitoring internal controls failed to detect the accounting irregularities in the 

Nordic Region; and (vi) CSC lacked appropriate procedures to conduct or detect the lack of 

account reconciliation in the Nordic Region. 

189. Defendants’ above-referenced statements were also materially false and 

misleading and omitted material facts when made for the following reasons: (i) no later than 

May 2008, CSC could not deliver the NHS Contract from an operations and technological 

perspective as required by the Contract; (ii) no later than May 2008, CSC should have 

recognized a loss on the NHS Contract; (iii) no later than September 2008, testing of the Lorenzo 

software system revealed that Lorenzo was rife with severe defects and could not be deployed in 

accordance with the NHS Contract; (iv) by 2006, CSC had determined that it had no believable 

plan for delivering on the NHS Contract, and should not have booked revenue under the contract 

from that point forward; and (v) CSC was not “on track” to meet the Morecambe Bay milestone 

because the Lorenzo software did not function properly.  
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190. Defendants’ statements set forth in ¶¶ 174 - 178 were false and misleading and 

omitted material information when made for the following reasons:  Defendants originally 

reported operating income of $377 million, operating margin of 9.5%, EPS of $1.36, and 

operational EPS of $1.26.  As Defendants later admitted, however, those financial results were 

inflated as a result of Defendants’ fraudulent conduct.  CSC, in fact, only achieved operating 

income of $364 million, operating margin of 9.2%—a 3.6% overstatement—EPS of $1.30— a 

4.7% reduction— and operating EPS of $1.20—a 5.1% reduction.  Net of financial offsets 

unrelated to the fraud, CSC achieved operating income of $354 million, operating margin of 

9.0%—a 6.2% overstatement—EPS of $1.25, and operational EPS of $1.15.   

191. In addition, CSC’s operational EPS beat analyst consensus by three cents.  

Without Defendants’ fraudulent conduct, CSC would have missed consensus by three cents.  Net 

of financial offsets unrelated to the fraud, CSC’s operational EPS would have missed the low end 

of its prior guidance by eight cents and missed consensus by eight cents.  

192. The 3Q2010 Form 10-Q was also false and misleading and omitted the truth in 

that, as Defendants admitted, the financial statements did not comply with GAAP.  The 

statements set forth in ¶¶ 174 - 178 were also materially false and misleading and omitted 

material information because they failed to disclose that CSC, in violation of GAAP, improperly 

accounted for the following :  (i) outsourcing contract costs; (ii) prepaid expenses and other 

current assets; (iii) property and equipment; and (iv) receivables. 

Defendants’ Statements Concerning Updated 4Q2010 Guidance 

193. In response to press reports about missing a major NHS milestone at Morecambe 

Bay, CSC issued a press release on April 1, 2010, prior to issuing the fourth quarter and fiscal 

year results on May 20, 2010, updating guidance for the fiscal year ending April 2, 2010.  

Case 1:11-cv-00610-TSE -IDD   Document 48    Filed 09/26/11   Page 71 of 123 PageID# 826



 68- 
 
 

Defendants’ now guided to revenue in the range of $16 to $16.5 billion—consistent with prior 

guidance—operating margin of 8.6% to 8.8% —consistent with prior guidance and representing 

a 25 to 50 basis point increase over last year—and earnings per share in a range of $5.05 - $5.15 

versus prior guidance of $4.80 - $5.00.  The press release was also filed with the SEC as an 

exhibit to a Form 8-K signed by Mancuso. 

194. On April 1, Wells Fargo issued an analyst report stating that even though CSC did 

not address the NHS Contract in its release, CSC “issued the guidance release due to news out of 

the UK that the company missed a major NHS milestone on the large and controversial $4.5bn 

deal.”  CSC’s press release had the desired results, prompting analysts to increase estimates.  For 

example, while Wells Fargo analysts raised their “FY10 EPS estimate to $5.10 from $4.99 to 

reflect the higher earnings guidance.”   

195. Defendants’ statements set forth in ¶¶ 193 - 194 were materially false and 

misleading and omitted material facts when made for the following reasons: (i) Defendants did 

not design internal controls to provide reasonable assurance regarding the reliability of financial 

reporting; (ii) effective internal controls did not exist in a number of regions, including in the 

Nordic Region; (iii) the Company lacked an appropriate tone at the top, emanating from 

Defendants’ requirements that business regions meet unrealistic revenue targets through any 

means; (iv) CSC internal audit suffered from a lack of independence and conflicts of interest; 

(v) oversight and monitoring internal controls failed to detect the accounting irregularities in the 

Nordic Region; and (vi) CSC lacked appropriate procedures to conduct or detect the lack of 

account reconciliation in the Nordic Region. 
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H. Fourth Quarter FY 2010 (4Q2010) 

Defendants’ False Statements Concerning CSC’s Financial Results  

196. On May 20, 2010, CSC issued a press release entitled “Strong Cash Performance, 

Record Annual Bookings, Dividend Instituted” reporting fourth quarter results of revenue of 

$4.2 billion and fully diluted EPS of $1.66 compared to fourth quarter fiscal 2009 revenue of 

$4.1 billion and EPS of $2.51 (which included $1.11 of net favorable tax audit settlements).  The 

press release was also filed with the SEC as an exhibit to a Form 8-K signed by Mancuso.  For 

the full year, CSC reported revenue of $16.1 billion (compared to $16.7 billion for the previous 

year), and EPS of $5.28 (compared to $7.31 for the previous year which included a total of $3.36 

of net favorable tax audit settlements).  The press release quoted Laphen, who stated that “[CSC] 

had a solid quarter and an outstanding year marked by robust cash generation, further increased 

profitability, and a significantly strengthened balance sheet.” 

197. On May 21, 2010, CSC issued the 2010 Form 10-K signed by Laphen, Mancuso, 

and DeBuck, reiterating the financial results reported in the May 20 Press Release.  The Form 

10-K also reported operating income of $428 million for the quarter and $1.411 billion for the 

year, operating margin of 10.1% for the quarter and 8.75% for the year, and stated that the Form 

10-K was prepared in accordance with GAAP. 

198. During CSC’s May 20, 2010 earnings call (“May 2010 Earnings Call”), Laphen 

touted CSC’s financial success in the fourth quarter and in FY 2010:  

CSC had a very solid fourth quarter and an outstanding fiscal year 
‘10.  All of the key financial metrics, including operating margin, 
free cash flow and earnings per share, were impressive. 

199. Mancuso reiterated CSC’s improving operating income, and highlighted CSC’s 

“consistency and predictability” of beating earnings guidance:  
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Our operating income increased each quarter sequentially and our 
margin rate increased each quarter. . . .  Our margin rate was on 
target. . . .  We also demonstrated another four quarters of 
consistency and predictability in terms of meeting or beating our 
thrice updated increased earnings guidance. 

200. In response to a question regarding whether CSC met its EPS targets by virtue of 

favorable tax rates, Mancuso explained that CSC had, in fact, met guidance by growing earnings: 

EPS throughout FY ‘10 grew significantly. . .  And important to 
point out, for those who might otherwise suggest we got there 
through the tax rate.  The obvious message is that we came in 
where we said we would. 

201. To reiterate the point, the Company included a slide in the presentation 

accompanying the earnings call to explain that CSC reported FY 2010 EPS of $5.28 and 

operational EPS of $4.26, which beat CSC’s EPS guidance by one cent.   

202. Analysts noted CSC’s ability to meet pre-disclosure guidance.  For example, an 

analyst from Oppenheimer wrote on May 20, 2010: 

Fiscal 4Q results were largely in line, with revenue just ahead of 
our expectations. . . 

203. CSC further touted its 2010 financials in the Company’s 2010 Annual Report to 

Shareholders.  Specifically, Laphen stated:  

I’m pleased to report that our disciplined financial management 
and ability to implement new operational improvements, when 
joined with our tradition of delivery excellence, enabled us to 
enhance our competitive position in a challenging business 
environment.   

204. Defendants also highlighted the Company’s FY 2010 “outstanding” financial 

performance in the 2010 Annual Report, including results that met or exceeded guidance: 

OUTSTANDING PERFORMANCE: MEETING AMBITIOUS 
FINANCIAL TARGETS 

Despite a challenging business environment that constrained 
revenue, our projections for 2010 guidance included growth in new 
business awards, ongoing margin improvements, growth in 
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earnings per share, and strong cash generation.  CSC delivered 
results that met or exceeded our guidance: 

* * * 

! Revenue in line with our guidance, despite a difficult global 
economic environment. 

! Improvement in operating income margins by 50 basis points to 
a record 8.75 percent... . 

! Earnings per share of $5.28.  

Defendants’ False Statements Concerning CSC’s Internal Controls 

205. With respect to CSC’s internal controls, Defendants Laphen, Mancuso, and 

DeBuck represented in the FY 2010 Form 10-K that: 

As of the end of the Company’s 2010 fiscal year, management 
conducted an assessment of the effectiveness of the Company’s 
internal control over financial reporting based on the framework 
established in Internal Control—Integrated Framework issued by 
the Committee of Sponsoring Organizations of the Treadway 
Commission (COSO). Based on this assessment, management has 
determined that the Company’s internal control over financial 
reporting, as of April 2, 2010, was effective. 

206. In addition, both Laphen and Mancuso certified the Form 10-K pursuant to SOX 

§§ 302 and 906, stating, as set forth in detail in ¶ 109, the report: (1) “does not contain any 

untrue statement of a material fact or omit to state a material fact necessary to make the 

statements made… not misleading”; (2) “fairly present[s] in all material respects the financial 

condition, results of operations and cash flows of” the Company; (3) is subject to effective 

disclosure controls and procedures; (4) is subject to internal control over financial reporting, to 

provide “reasonable assurance regarding the reliability of financial reporting and the preparation 

of the financial statements for external purposes in accordance with [GAAP]”; (5) has been 

evaluated for the effectiveness of CSC’s internal control over financial reporting; (6) discloses 

“[a]ll significant deficiencies and material weaknesses in the design or operation of internal 

control over financial reporting”; (7) discloses any “fraud, whether or not material, that involves 
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management or other employees who have a significant role in the registrant’s internal controls 

over financial reporting”; and (8) “presents, in all material respects, the financial condition and 

results of operations of the Company” in compliance with the Exchange Act. 

Defendants’ False Statements Concerning The NHS Contract 

207. Defendants also made false statements and omitted material facts regarding the 

NHS Contract in the FY 2010 Form 10-K and during the May 2010 Earnings Call.  In the 

FY 2010 Form 10-K, Defendants stated that the NHS Contract “is currently profitable and the 

Company expects to recover its investment.” 

208. CSC had missed the Morecambe Bay milestone for NHS only weeks earlier, and 

the May 2010 Earnings Call was the first time Defendants addressed the issue with investors and 

analysts.  Aware that a number of news reports were issued regarding Morecambe Bay, 

Defendants used the opportunity to tell the market that “the press speculated wildly and 

inaccurately on the status of the NHS program.”  Specifically, Mancuso stated: 

We would also like to thank our investors in the sell side 
community for your patience these last several weeks leading up to 
this call. . . .  Needless to say, it was a difficult – it was difficult for 
us to remain silent while the press speculated wildly and 
inaccurately on the status of the NHS program. 

209. Mancuso also downplayed the financial impact of Morecambe Bay, explaining 

that the missed milestone was “not a significant milestone”: 

The Morecambe Bay go-live event is a milestone, not a significant 
milestone in terms of revenue value, and its delay to late May had 
a relatively minor impact on our fourth-quarter revenue and 
profitability. 

210. In response to a direct question regarding the cash flow and revenue recognition 

implications of the Morecambe Bay milestone miss, Mancuso stated: 
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I said that the Morecambe Bay milestone was not a significant 
milestone as it related to revenue recognition, so you should imply 
from that that it didn’t carry a lot of cash around with it too. 

Looking at the balance sheet, most of the cash came from earnings 
and working capital improvement. . . .  So it was the old fashioned 
hard way, frankly. 

211. In contrast, Laphen reported growing demand with the Lorenzo software, stating 

that “[w]e are seeing a growing demand for the Lorenzo solution,” while Mancuso pointed out 

the satisfaction with the Lorenzo software, stating that “the progress in positive technical 

accomplishments of CSC and the NHS are, frankly, staggering.”  

212. Mancuso further discussed the financial implications of the NHS Contract, 

offering investors and analysts instruction on how they “should think about the NHS Contract [] 

to keep it in the proper context”:  

Throughout FY ‘10, we were and in FY ‘11 expect to be cash 
neutral, meaning our balance sheet investment in the program is 
not expected to grow and will begin to decrease as deployments 
increase.  The NHS is an important customer and we will continue 
to work hand-in-hand with the authority to ensure the continued 
success of the program.  I hope you find this helpful in terms of 
how you should think about the NHS Contract and to keep it in the 
proper context. 

213. Analysts explicitly asked Defendants whether the NHS Contract would have an 

impact on FY 2011 results.  Mancuso responded: “We are not NHS dependent in meeting our 

numbers.”  In particular, an analyst from UBS asked “ whether or not [CSC’s] fiscal ‘11 free 

cash flow forecast is more dependent or less dependent on the NHS Contract than your free cash 

flow forecast was in fiscal ‘10.”  Mancuso responded: 

If you recall, what I said was in my prepared remarks that it was 
cash neutral in FY ‘10, and we expected it to be cash neutral in 
FY ‘11, which would lead you to conclude that our free cash flow 
in FY '11 will come from other sources, i.e. improvements in 
working capital, of course from our net income, etc.   

We are not NHS dependent in meeting our numbers. 
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214. Analysts also inquired about the status of renegotiations of the NHS Contract.  

Defendants allayed concerns regarding the reported GBP 300 million anticipated revision, telling 

analysts that they ought to “keep [the amount] in the context that that’s GBP 300 million out of 

GBP 3 billion pounds.”  Laphen stated: 

I think you need to put the whole restructuring in perspective or 
realignment, if you will.  This is a large, long-term contract.  We 
are very familiar with doing large long-term contracts.  We don’t 
expect contracts to stay -- of this type to stay static over a ten-year 
period. . . .  So right now, we are straight ahead moving 
forward . . .   I think there’s enough levers in a program of this size 
that we can reach an equitable and amicable agreement for both the 
NHS and for CSC. 

215. Analysts reacted favorably to Defendants’ misstatements.  For example, 

Oppenheimer, in a May 20, 2010 report entitled “In-Line Results; Solid Bookings & Improving 

IT Demand Bode Well for Outlook,” reported that the NHS Contract appeared “back on track” 

and maintained an “Outperform” rating: 

Importantly, after delays in March, the NHS Contract now appears 
back on track, with live implementation expected in Morecambe 
Bay in late May.  This is expected to lead to subsequent platform 
deployments over the coming months.  Additionally, sustained 
strength in FCF prompted CSC to initiate a $0.15 quarterly 
dividend.  Given an attractive valuation (shares trade at discount to 
both peers and historical range) and improving fundamentals, we 
maintain our Outperform rating. 

Similarly, Wells Fargo in a May 20, 2010 report entitled “CSC: FQ4/FY11 Guide Mostly Better 

Than Expected—Dividend Started Strong Free Cash Flow—NHS Contained—Our Ests Fine-

Tuned Up” included the headline “NHS Smaller Impact Than Expected,” reporting: 

As highlighted in the British press over a month ago, CSC missed 
the Morecambe Bay milestone.  This proved to be a more modest 
impact on revenue and more so cash flow than we believe many 
investors expected.  This reflects in part the accounting for the 10-
year program.  CSC did confirm that NHS is just 2-3% of overall 
revenue. 

* * * 
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216. Defendants’ statements set forth in ¶¶ 196 - 215 were materially false and 

misleading and omitted material facts when made for the following reasons: (i) Defendants did 

not design internal controls to provide reasonable assurance regarding the reliability of financial 

reporting; (ii) effective internal controls did not exist in a number of regions, including in the 

Nordic Region; (iii) the Company lacked an appropriate tone at the top, emanating from 

Defendants’ requirements that business regions meet unrealistic revenue targets through any 

means; (iv) CSC internal audit suffered from a lack of independence and conflicts of interest; 

(v) oversight and monitoring internal controls failed to detect the accounting irregularities in the 

Nordic Region; (vi) CSC lacked appropriate procedures to conduct or detect the lack of account 

reconciliation in the Nordic Region; (vii) as Defendants admitted in the FY 2010 Form 10-K, 

there was a significant deficiency in the internal controls as of April 2, 2010 that failed to detect 

accounting irregularities in the Nordic Region, resulting from deficiencies primarily in the 

Nordic business “Tone at the Top,” oversight and monitoring controls, and account 

reconciliations; and (viii) CSC was dependent on the NHS Contract for its financial results.  

217. Defendants’ above-referenced statements were also materially false and 

misleading and omitted material facts when made for the following reasons: (i) no later than May 

2008, CSC could not deliver the NHS Contract from an operations and technological perspective 

as required by the Contract; (ii) no later than May 2008, CSC should have recognized a loss on 

the NHS Contract; (iii) no later than September 2008, testing of the Lorenzo software system 

revealed that Lorenzo was rife with severe defects and could not be deployed in accordance with 

the NHS Contract; and (iv) by 2006, CSC had determined that it had no believable plan for 

delivering on the NHS Contract, and should not have booked revenue under the contract from 

that point forward.  
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218. Defendants’ statements set forth in ¶¶ 196 - 204 were false and misleading and 

omitted the truth when made for the following reasons:  Defendants originally reported operating 

income of $428 million, operating margin of 10.1%, EPS of $1.66, and operating EPS of $1.35.  

As Defendants later admitted, however, those financial results were inflated as a result of 

Defendants’ fraudulent conduct.  CSC, in fact, only achieved operating income of $408 million, 

operating margin of 9.6%—a 4.9% overstatement—EPS of $1.61—a 3.1% reduction—and 

operating EPS of $1.30—a 3.8% reduction.  Net of financial offsets unrelated to the fraud, CSC 

achieved operating income of $392 million, operating margin of 9.3%—an 8.3% 

overstatement—EPS of $1.49, and operating EPS of $1.18.  Without Defendants’ fraudulent 

conduct, CSC would have missed its prior guidance and consensus by seven cents rather than by 

two cents—a 3% difference.  Net of financial offsets unrelated to the fraud, CSC would have 

missed its prior guidance and consensus by 19 cents.  

219. In addition, CSC reported operational EPS for FY 2010 of $4.26, one cent above 

EPS guidance of $0.01.  Had CSC not committed the fraud, CSC would have missed its FY 2010 

EPS guidance by 19 cents.  Net of financial offsets unrelated to the fraud, CSC would have 

missed its prior guidance by 38 cents. 

220. The FY 2010 Form 10-K was also false and misleading and omitted the truth in 

that, as Defendants admitted, the financial statements did not comply with GAAP.  The 

statements set forth in ¶¶ 196 - 204 were also materially false and misleading and omitted 

material information because they failed to disclose that CSC, in violation of GAAP, improperly 

accounted for the following:  (i) outsourcing contract costs; (ii) prepaid expenses and other 

current assets; (iii) property and equipment; and (iv) receivables. 
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I. First Quarter FY 2011 (1Q2011) 

Defendants’ False Statements Concerning CSC’s Financial Results 

221. On August 11, 2010, CSC issued a press release entitled “CSC Reports First 

Quarter Results, Solid Performance, Reaffirms Guidance,” reporting first quarter fiscal 2011 

revenue of $3.94 billion and diluted EPS of $0.91, compared to first quarter fiscal 2010 revenue 

of $3.90 billion and EPS of $0.85, as well as operating margin of 7.13%, an increase of 32 basis 

points from the previous year.  The press release was also filed with the SEC as an exhibit to a 

Form 8-K signed by Mancuso.  The press release quoted Laphen as saying,  “I am pleased with 

our operational improvements and the corresponding financial results, particularly the margin 

and cash flow performance. We remain focused on delivering positive results while navigating a 

still uncertain macro economic environment.”  CSC also issued its 1Q2011 Form 10-Q signed by 

DeBuck reiterating those results, and held an earnings call the same day to discuss the results 

(“August 2011 Earnings Call”). 

Defendants’ False Statements Concerning CSC’s Internal Controls 

222. With respect to CSC’s internal controls, Defendants Laphen and Mancuso 

represented in the 1Q2011 Form 10-Q that: 

Under the direction of the Company’s Chief Executive Officer and 
Chief Financial Officer, the Company has evaluated its disclosure 
controls and procedures as of July 2, 2010. Based upon this 
evaluation, the Chief Executive Officer and Chief Financial 
Officer have concluded that the Company’s disclosure controls and 
procedures were effective as of July 2, 2010. 

223. In addition, both Laphen and Mancuso certified the Form 10-Q pursuant to 

SOX §§ 302 and 906, stating, as set forth in detail in ¶ 109, the report: (1) “does not contain any 

untrue statement of a material fact or omit to state a material fact necessary to make the 

statements made… not misleading”; (2) “fairly present[s] in all material respects the financial 
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condition, results of operations and cash flows of” the Company; (3) is subject to effective 

disclosure controls and procedures; (4) is subject to internal control over financial reporting, to 

provide “reasonable assurance regarding the reliability of financial reporting and the preparation 

of the financial statements for external purposes in accordance with [GAAP]”; (5) has been 

evaluated for the effectiveness of CSC’s internal control over financial reporting; (6) discloses 

“[a]ll significant deficiencies and material weaknesses in the design or operation of internal 

control over financial reporting”; (7) discloses any “fraud, whether or not material, that involves 

management or other employees who have a significant role in the registrant’s internal controls 

over financial reporting”; and (8) “presents, in all material respects, the financial condition and 

results of operations of the Company” in compliance with the Exchange Act. 

Defendants’ False Statements Concerning The NHS Contract 

224. Defendants also made false statements and omitted material facts regarding the 

NHS Contract in the 1Q2011 Form 10-Q and during the August 2010 Earnings Call.  Once 

again, in the 1Q2011 Form 10-Q, Defendants represented that the NHS Contract “is currently 

profitable and the Company expects to recover its investment.” 

225. During the August 2010 Earnings Call, Laphen specifically represented that the 

NHS Contract has continued to deliver successfully: “[t]urning to NHS, we continue to execute 

and deliver against our current commitments.”  And when an analyst inquired about the financial 

impact of the final resolution and rescoping of the NHS Contract, Laphen declined to offer any 

specifics, but responded: 

We’re performing very well on [NHS].  We think that we have an 
outstanding product here.  We know that demand has improved 
significantly as production has continued at the early-adopter sites. 

226. Moreover, when an analyst requested information about the margin and EPS 

exposure of the NHS Contract, Laphen refused to provide any detail, stating:  
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Relative to the margin, we don’t and won’t discuss specific 
margins on any contract.  

* * * 

227. Defendants’ statements set forth in ¶¶ 221 - 226 were materially false and 

misleading and omitted material facts when made for the following reasons: (i) Defendants did 

not design internal controls to provide reasonable assurance regarding the reliability of financial 

reporting; (ii) effective internal controls did not exist in a number of regions, including in the 

Nordic Region; (iii) the Company lacked an appropriate tone at the top, emanating from 

Defendants’ requirements that business regions meet unrealistic revenue targets through any 

means; (iv) CSC internal audit suffered from a lack of independence and conflicts of interest; 

(v) oversight and monitoring internal controls failed to detect the accounting irregularities in the 

Nordic Region; (vi) CSC lacked appropriate procedures to conduct or detect the lack of account 

reconciliation in the Nordic Region; and (vii) as Defendants admitted in the FY 2010 Form 10-K, 

there was a significant deficiency in the internal controls as of April 2, 2010 that failed to detect 

accounting irregularities in the Nordic Region, resulting from deficiencies primarily in the 

Nordic business “Tone at the Top,” oversight and monitoring controls, and account 

reconciliations. 

228. Defendants’ above-referenced statements were also materially false and 

misleading and omitted material facts when made for the following reasons: (i) no later than May 

2008, CSC could not deliver the NHS Contract from an operations and technological perspective 

as required by the Contract; (ii) no later than May 2008, CSC should have recognized a loss on 

the NHS Contract; (iii) no later than September 2008, testing of the Lorenzo software system 

revealed that Lorenzo was rife with severe defects and could not be deployed in accordance with 

the NHS Contract; and (iv) by 2006, CSC had determined that it had no believable plan for 
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delivering on the NHS Contract, and should not have booked revenue under the contract from 

that point forward. 

229. On September 14, 2010, defendant Laphen presented at the Kaufman Brothers’ 

13th Annual Investor Conference in New York City, where he confirmed his August 11, 2010 

comments that: 

! Computer Sciences would post FY11 growth of 4% to 7%. 
! Although the UK government was likely to reduce the scope of the 

Company’s NHS Contract, it would not be in the near term, thus the 
changes in the NHS Contract would have no impact on near-term cash 
flows. 

! Changes to the NHS Contract would be clarified soon and that 
Computer Sciences was on track to meet FY11 guidance. 

 
J. Second Quarter FY 2011 (2Q2011) 

230. On November 10, 2010, Defendants reported financial results in line with 

expectations and “meaningful topline growth in [the] second half” of FY 2011.  Defendants also 

disclosed for the first time that CSC was recording a $40 million accounting charge arising out of 

issues in the Nordic Region.  Significantly, in telling analysts how they “should think about the 

Nordics adjustment,” Defendants explained that these adjustments were generally limited to the 

Nordics and were “nonrecurring.” 

231. Mancuso characterized the $40 million charge as “a bump in the road to an 

otherwise positive first half,” and declared:  “The good news is we found it, fixed it and put it 

behind us.”  During a conference call with analysts, Mancuso explained that, setting aside the 

$40 million charge, CSC met its guidance for operating income, a key metric for investors. 
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False Statements Regarding Financial Statements And Internal Controls 

232. Specifically, on November 10, 2010, the Company issued a press release 

providing financial results for the second quarter of FY 2011 (“November 10 Press Release”), 

stating: 

CSC . . . today reported second quarter fiscal 2011 revenue of 
$4.0 billion and fully diluted earnings per share (EPS) of $1.18 
compared to second quarter fiscal 2010 revenue of $4.0 billion and 
EPS of $1.40 ($1.15 after normalizing for the tax rate). . . . 

These earnings results exceeded analysts’ expectations for EPS by exactly one penny.   

233. While for the first time acknowledging accounting adjustments due to the Nordic 

Region, Defendant Laphen stated that “despite a series of non-recurring accounting adjustments 

in MSS, primarily in the Nordic Region,” CSC’s underlying performance in the quarter 

“continues to track in a positive direction.”  The November 10 Press Release contained no other 

mention of the Nordic Region or the related accounting improprieties. 

234. CSC also updated its financial guidance for the full fiscal year 2011 in view of the 

$40 million adjustment purportedly due to the Nordic Region.  While Defendants modified 

revenue and margin range, free cash flow guidance was left unchanged.  Indeed, Defendant 

Laphen touted CSC’s “solid quarter in new business bookings which supports [the Company’s] 

anticipated growth in the second half of the fiscal year” and stated that CSC’s “pre-tax margin 

and operating margin improved sequentially.” 

235. Also on November 10, 2010, the Company held a conference call for analysts and 

investors to discuss the 2Q11 financial results (the “November 10 Earnings Call”).  Analysts 

sought clarity concerning the $40 million accounting charge purportedly arising from the Nordic 

Region.  Mancuso, in telling analysts “how [they] should think about the Nordics adjustment,” 
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explained that the issue was geographically limited, and had been “found,” “fixed,” and 

“”nonrecurring”: 

In reflecting on how you should think about the Nordics 
adjustment, try to keep in mind that a business as geographically 
dispersed as ours will present control challenges from time to 
time. . . . 

The good news is we found it, fixed it and put it behind us.  

So, again, to summarize how we feel, we are still bullish on the 
year.  We feel good about our second-half revenue growth.  The 
accounting issues in the Nordics are nonrecurring and should be 
thought of as a bump in the road to an otherwise positive first half. 

236. Defendants also explained during the November 10 Earnings Call that the 

accounting issues resulted from “accounting errors and misapplication of internal accounting 

policies, US GAAP and accounting irregularities.”  But Mancuso assured analysts that despite 

lower revenues, setting aside the Nordic-related adjustments, operating income remained inline 

with expectations: 

Nordics adjustment is approximately $40 million, net, at this point. 
So if you were to add back $40 million of OI [i.e., Operating 
Income] for the year, you’d have about a 0.25-point impact on the 
year, roughly. 

In response to a follow up question from the analyst from Barclays Capital, Mancuso affirmed 

that his guidance for operating income “would’ve been unchanged” absent the adjustment.  

237. In response to further questions regarding the impact of the Nordic adjustments on 

revenue and income margins, Mancuso emphasized that CSC did not have “any other issues” and 

that “margins are intact”:  

As far as the other impacts, the Nordics was $40 million-plus, $40 
million-ish, was the problem there.  Other than that, margins are 
intact.  We don’t have any other issues, underperforming 
businesses, etc., etc. 

238. Also on November 10, 2010, the Company filed with the SEC its Form 10-Q for 

its 2Q11 results (the “2Q11 Form 10-Q”).  The Form 10-Q disclosed that there was “a 
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deterioration of the effectiveness of certain account reconciliations within MSS,” and that in 

view of the issues in the Nordic Region, the Company’s internal controls were not effective as of 

October 1, 2010.  The Form 10-Q also stated that the impact of the accounting charge in the 

Nordic Region was limited to $40 million for the first six months of FY 2011, with $30 million 

arising from the second quarter of FY 2011. 

239. In view of Defendants’ characterization of the Nordics charge as a “non-

recurring” “bump in the road” that they had “found,” “fixed,” and “put behind” them, analysts 

maintained their outlook for CSC.  For example, on November 10, 2010, an analyst with 

Oppenheimer, in a report entitled “Mixed Quarter; Stable Bookings Bode Well for Outlook,” 

noted that despite the “one-time charges related to an accounting issue found in one of CSC’s 

subsidiaries in the Nordics,” the Company’s outlook was positive, maintaining an “Outperform” 

rating.  Similarly, analysts with Jefferies & Co. reasserted a “Buy” rating on November 11, 2011, 

reporting that “despite the operating margin decline . . . led by a one-time charge in the Nordic 

Region,” CSC had reported results “in line” with expectations and EPS that was a “penny ahead 

of consensus.”  

False Statements Regarding The NHS Contract 

240. Defendants also discussed the status of the NHS Contract during the 

November 10 Earnings Call.  Laphen stated that while, as “previously announced by the NHS, 

the contract value will be reduced by approximately GBP500 million and includes scope 

adjustments,” CSC’s “revised guidance reflects the expected impact of this realignment.”  

Defendants, speaking with self-proclaimed “good visibility” into the rescoping of the contract, 

reaffirmed that there would “not [be] a change in the margin.” 
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241. During the November 10 Earnings Call, Laphen reported to investors that 

Defendants were “optimistic that an agreed MOU is forthcoming” following extensive 

discussions with NHS during the quarter.  According to Laphen, he was “hoping that [CSC was] 

days away from a signed MOU versus weeks away.” 

242. When analysts posed specific questions about the impact of the renegotiation of 

the NHS Contract, Mancuso first refused to answer, but then told analysts that the renegotiated 

contract would result in a “revenue line [that] will be smaller, to some degree, not much, but 

some.”  Mancuso steered investors away from the revenue impact by highlighting that the 

marginal rate was “not affected,” stating:  

[F]irst of all, I’m not going to get into the revenue impact on the 
NHS.  But I would tell you that the margin rate itself is not 
affected in terms of its rate.  The revenue line will be smaller, to 
some degree, not much, but some. But the margin—there’s not a 
change in the margin. . . .  [A]nd was anticipated in the prior 
guidance. 

243. Following the November 10 Earnings Call, analysts noted that Defendants 

remained “confident” that the NHS Contract would be re-signed and that CSC’s financial 

performance would not be affected.  For example, Wells Fargo reported “FQ2 Results 

Essentially In-Line,” and “Management is confident that an agreed MOU is forthcoming.”  

Similarly, an analyst with Credit Suisse wrote: 

CSC expects to sign renegotiated NHS Contracts in a couple of 
days.  The UK Department of Health intends to reduce the original 
contract value of £3B by £500M with reduced scope.  However, 
CSC has high confidence in meeting its revenue guidance [for 
fiscal year end] . . . . 

Likewise, Oppenheimer wrote that regarding “the ongoing contract renegotiation with the NHS, 

management believes that the parties have substantially reached agreement, and should have 

signed contract in-hand within the next few weeks.” 
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* * * 

244. Defendants’ statements set forth in ¶¶ 230 - 243 were materially false and 

misleading and omitted material facts when made for the following reasons: (i) Defendants did 

not design internal controls to provide reasonable assurance regarding the reliability of financial 

reporting; (ii) effective internal controls did not exist in a number of regions, including in the 

Nordic Region; (iii) the Company lacked an appropriate tone at the top, emanating from 

Defendants’ requirements that business regions meet unrealistic revenue targets through any 

means; (iv) CSC internal audit suffered from a lack of independence and conflicts of interest; 

(v) oversight and monitoring internal controls failed to detect the accounting irregularities in the 

Nordic Region; (vi) CSC lacked appropriate procedures to conduct or detect the lack of account 

reconciliation in the Nordic Region; and (vii) as Defendants later admitted in the FY 2010 Form 

10-K, there was a significant deficiency in the internal controls as of April 2, 2010 that failed to 

detect accounting irregularities in the Nordic Region, resulting from deficiencies primarily in the 

Nordic business “Tone at the Top,” oversight and monitoring controls, and account 

reconciliations.  

245. Defendants’ above-referenced statements were also materially false and 

misleading and omitted material facts when made for the following reasons: (i) no later than May 

2008, CSC could not deliver the NHS Contract from an operations and technological perspective 

as required by the Contract; (ii) no later than May 2008, CSC should have recognized a loss on 

the NHS Contract; (iii) no later than September 2008, testing of the Lorenzo software system 

revealed that Lorenzo was rife with severe defects and could not be deployed in accordance with 

the NHS Contract; and (iv) by 2006, CSC had determined that it had no believable plan for 
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delivering on the NHS Contract, and should not have booked revenue under the contract from 

that point forward. 

246. Following Defendants’ assurances, an analyst with Morgan Stanley analyst wrote 

that in view of the information disclosed on November 10, 2010, “we don’t expect a material 

movement in the stock (if anything, we think it will be flat to modestly down) as expectations 

heading into the print were not very high (or even low for that matter).”  Indeed, as predicted, 

CSC’s stock dropped only $0.42 or 0.86% from a close of $48.79 on November 9 to a close of 

$48.37 on November 10.  After November 10, 2010, CSC’s stock continued to trade at an 

artificially inflated price because Defendants concealed the truth concerning CSC’s false 

financial figures, the failure of CSC’s internal controls, and the true state of the NHS Contract. 

247. Consistent with Defendants’ false statements on November 10, 2010, Mancuso 

continued to assure analysts that CSC’s “roadblocks” have “largely been overcome.”  On 

November 30, 2010, Oppenheimer hosted an investor conference with Defendants.  As reported, 

at that conference, Mancuso’s, “[o]verall, tone was upbeat, as CSC believes that the roadblocks 

facing the firm in 2010 have largely been overcome.”  In addition, in the same report, the 

Oppenheimer analyst stated that the financial impact of the NHS Contract was largely 

“immaterial” and noted that fears of substantial changes to the contract, let alone termination, 

were “unfounded,” despite repeated delays and missed milestones:  

NHS roadblocks now largely overcome.  While shares were 
impacted by earlier difficulties in NHS Contract implementation, 
these issues were financially immaterial and have now been 
largely overcome.  In addition, fears of program 
termination/substantial charges for CSC appear unfounded; the 
firm is nearing agreement on an updated NHS. . . . While the issues 
with NHS implementations presented substantial headline risk, 
actual impact on financials was minimal, and implementation 
difficulties have now been ironed out. 
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VIII. THE TRUTH IS REVEALED 

A. February 9, 2011 Disclosures (3Q2011) 

Overview 

248. On February 9, 2011, Defendants revealed for the first time that the Nordics-

related charges were due to what they suspect was “intentional misconduct”—i.e., fraud.  

Indeed, far from finding, fixing, and putting the purportedly non-recurring Nordic-related 

charges behind CSC, as Defendants reported on November 11, the financial impact of the 

admitted intentional misconduct doubled—with another $40 million charge for the third quarter 

2011.  Defendants also disclosed that day that NHS was holding CSC in breach of the contract 

for failing to meet the Pennine Trust milestone, resulting in CSC missing revenue expectations, 

nonpayment of $175 million by the NHS, and the possible “termination of all or parts of the 

contract.”  The market reacted harshly to these disclosures, sending CSC’s stock down $8.11 or 

14.34% per share on February 9, 2011.  Volume reached 12,460,087 shares, or over nine times 

the average daily volume during the Class Period. 

Disclosures Regarding The False Financial Statements And 
Material Weaknesses In Internal Controls 

249. On February 9, 2011, Defendants issued a press release announcing 3Q2011 

results and disclosing that CSC missed Wall Street analysts’ consensus revenue expectations (the 

“February 9 Press Release”).  At 11AM EST that day, Defendants Laphen and Mancuso held an 

earnings conference call on behalf of the Company (the “February 9 Earnings Call”).  The 

internal controls and accounting charges were a key point of interest, and analysts sought to 

understand the extent to the “trailing effect” disclosed in the press release. 

250. Tellingly, while the Company’s press release failed to disclose the Nordic-related 

charges, when Mancuso was questioned by analysts during the February 9 Earnings Call, he 
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revealed that the total charges were now $80 million for FY 2010 alone.  In addition, Defendants 

disclosed for the first time in the 3Q2011 Form 10-Q that CSC had “initiated a forensic 

investigation” and was continuing to review the matter.  Defendants also addressed the fact that 

the SEC had escalated its investigation to formal status.  According to the February 9 Press 

Release, CSC’s operating results were “primarily impacted by a trailing effect from the 

previously disclosed Nordic Region issue.”   

251. Notwithstanding Mancuso’s assurances on November 10 that the Nordic-related 

charges were a “non-recurring” event and CSC did “not have any other issues,” he revealed for 

the first time during the February 9 Earnings Call that the “cleanup is ongoing and unfortunately 

perhaps we will still find issues.”  And, although Mancuso acknowledged the SEC investigation, 

he refused to comment.   

252. Having affirmed guidance of 8.5-9.0% operating margins on November 10, 2010, 

and despite Mancuso’s assurances on November 11 regarding the stability of the Company’s 

operating margin rate, Defendants reported on February 9 that CSC’s FY 2011 margin guidance 

would decline by as much as 11%.  Given this revelation, analysts sought additional clarity 

regarding these out-of-period adjustments.  Mancuso was evasive.  In response to an analyst 

questioning the “earnings hit in terms of the components,” Mancuso replied:  

As far as the details of Nordics, I don’t want to get into a line by 
line item in terms of quantification. 

It was a potpourri of issues like capitalizing expense items and 
deferring the recognition in the P&L, hanging them up on the 
balance sheet, credit agreements, customer credit agreements that 
were not book kept, therefore the books didn’t reflect the 
obligation. 

It was any combination of those kinds of things, a smattering of 
small items, a few $5 million and $10 million items, but pervasive 
in the sense that it added up to a large number. 
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253. Later in the day on February 9, 2011, the Company filed its 3Q11 Form 10-Q 

with the SEC.  While CSC had indicated that the charges from the Nordic Region arose from 

accounting errors, the Form 10-Q disclosed for the first time that the Nordic-related 

misstatements were the result of intentional misconduct, stating: 

The Company attributes a majority of the Nordic Region 
adjustments for the first nine months of fiscal 2011 to suspected 
intentional misconduct of certain former employees in our Danish 
subsidiaries.   

The 3Q11 Form 10-Q also disclosed that the Company had recently “initiated a forensic 

investigation”; the inquiry was far from over. 

254. Additionally, Defendants provided new information on the Company’s internal 

control and accounting deficiencies.  In addition to the “deficiencies that aggregated to a material 

weakness in our internal control over financial reporting” that were “related to a lack of 

appropriate tone at the top of the MSS Nordic business unit,” Defendants also admitted to 

“inadequate MSS segment monitoring controls over the financial position and results of 

operations, and a deterioration of the effectiveness of certain account reconciliations.”  As of 

December 31, 2010, the Form 10-Q disclosed that: 

As a result of this material weakness in the operating effectiveness 
of our controls, the Chief Executive Officer and Chief Financial 
Officer have concluded that the Company’s disclosure controls and 
procedures were not effective as of December 31, 2010. 

The 3Q11 Form 10-Q also disclosed that it was “[d]uring the quarter ended October 1, 2010 

[that] we identified a material weakness in our internal control over financial reporting as 

mentioned above.”  Thus, CSC admitted that the material weakness existed at least as of 

October 1, 2010, but provided no clarification as to when the material weakness originated. 

255. Analysts and investors were surprised by these disclosures and, following the 

February 9 Earnings Call, started to voice concerns over Defendants’ credibility.  For instance, a 
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Morgan Stanley analyst reported on February 9, 2011 that that these new developments “raise 

credibility concerns,” posing the question: “will the Nordics issue (or the associated SEC 

inquiry) continue[s] to drag operating performance.”  The report recognized that the additional 

$40 million in adjustments from the Nordic Region had driven down operating margins: 

concluding “Negative takeaways: Lowered guidance will weigh on the credibility of CSC’s turn-

around and suggests F4Q results will be materially lower than prior expectations.” 

256. Similarly, an analyst with Wells Fargo stated that the “[a]ccounting issues in the 

Nordic Region again impacted earnings and surprised investors.”  On February 10, a Janney 

Capital Markets analyst stated: “Operating margins was impacted by the Nordic Region issue to 

correct misapplication of internal accounting policies, US GAAP, and accounting irregularities.”  

Likewise, an analyst report issued by Credit Suisse on February 9, 2011 stated: “Margins Under 

Pressure: . . . MSS margins dropped 410 bps Y/Y to 6.7% due to the Nordic issue.”  (Emphasis 

in original). 

Disclosures Regarding The NHS Contract 

257. On February 9, 2011, Defendants disclosed that CSC’s revenue fell short by at 

least $175 million because CSC missed the Pennine milestone, contrary to Defendants’ 

November 10 statements that the margins on the NHS Contract were “unchanged.”  Defendants 

thus revealed for the first time during the Class Period the specific financial impact of CSC’s 

incapacity and inability to perform under the NHS Contract.  The material breach of the contract, 

according to Mancuso, “impacted revenue and EPS” and the “revenue impact was about $175 

million in the fourth quarter.” 

258. CSC further disclosed that NHS was now threatening to terminate the entire 

contract, primarily because the Company missed the Pennine milestone.   This was a sharp 
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reversal from the claim made in the November 10 Earnings Call that CSC and the NHS were 

“days” from signing a memorandum of understanding for revisions to the contract.  Laphen 

specifically said: 

As you know, we’ve been working on the implementation of 
Lorenzo at the Pennine Trust our fourth and final early adopter site 
for patient care.  On February 4, NHS notified us that it believes 
our delay in achieving a milestone related to the Pennine Trust 
implementation constitutes a breach of contract 

259. While Defendants did not address the issue of termination during the February 9 

Earnings Call, the 3Q11 Form 10-Q revealed that the “NHS is considering its position on 

termination of all or parts of the contract.”  Analysts and other members of the financial press 

focused on the threat of termination triggered by the Pennine-related breach of contract.  On 

February 10, the online source, E-Health Insider, a British online newsletter, wrote:  

The Department of Health is considering terminating its multi-
billion pound local service provider contract with CSC, following 
the company’s continued failure to deliver Lorenzo to the North, 
Midlands and East of England. 

The trigger has been the failure to hit the milestone of getting 
Pennine Care NHS Foundation Trust live with the iSoft system, 
due to have occurred on Monday. 

CSC’s failure to hit the milestone prompted the Department of Health (“DH”) to break from 

customary practice, allowing a spokesperson to comment publicly on the CSC contract.  

According to the E-Health Insider:  

The spokesperson told EHI: “We can confirm that the Department 
of Health is considering the options available under the current 
contract, including termination.” 

“This action follows the notification by CSC of its failure to meet a 
new deadline that CSC itself proposed for delivering “Lorenzo” (a 
patient information system) at Pennine Care mental health trust.” 

As a result, the DH is thought to want to completely re-set the LSP 
deal to reflect changed realities. 
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260. In light of Defendants’ assurances in November 2010 that the Company’s margin 

rates on the NHS Contract were “intact,” and having been led to believe that issues with the NHS 

implementations had “been ironed out” and had “minimal” impact on the financials, Wall Street 

analysts reacted negatively to the NHS-related news disclosed by CSC on February 9.  For 

instance, on February 10, an analyst with J.P. Morgan wrote that CSC had delivered “the food 

the bears have been craving”: the “NHS weakness” and the “milestone delay had a $175mn 

revenue impact (440 bps) in the quarter.”   

261. An analyst with UBS, in a report entitled “Risks Remain after sell off,” wrote, 

“NHS Contract, which is being re-negotiated while the customer alleges CSC breached the 

contract due to a missed milestone (a writedown is possible, . . .).” 

262. A Credit Suisse analyst, in a report entitled “Low Confidence in Outlook,” also 

focused on the “UK NHS delay (Pennine delay impacts ~$175M of 4Q revs).”  And in a 

February 15 report, an analyst with Cowen reported that “the risks inherent in CSC’s significant 

exposure to the NHS Contract (hence, the recent milestone miss) remain our primary concern.” 

263. As noted in ¶ 250, above, the market also reacted harshly to these disclosures, 

sending CSC’s stock down $8.11 or 14.34% per share on February 9, 2011.  Volume reached 

12,460,087 shares, or over nine times the average daily volume during the Class Period. 

B. May 2, 2011 Press Release Regarding NHS And Revised Guidance (4Q2011) 

264. After the stock market closed on May 2, 2011, the Company provided earnings 

guidance for the first time following the Pennine Trust’s withdrawal from the NHS contract (the 

“May 2 Press Release”).  Pennine had informed CSC of its withdrawal on April 15.  The May 2 

Press Release thus materially lowered guidance “primarily due to the anticipated MOU, a related 

NHS fourth quarter milestone revenue shift [i.e., the Pennine withdrawal], and a slightly higher 
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tax rate.”  The May 2 Press Release also stated that the “revised contract scope and schedule has 

also resulted in lower fourth quarter milestone payments and advances and therefore Free Cash 

Flow expressed as a percent of Net Income is at 80 percent versus the previous guidance of >90 

percent.”  With the already reduced FY 2011 guidance, the Company would miss the already-

reduced FY 2011 revenue expectations by $100 million and would miss earnings expectations by 

$0.45 per share.   

265. The table below compares the prior guidance against that issued on May 2, 2011: 

 Prior Guidance New Guidance Percent Change 
Operating Margin 8% - 8.5% 7.7% as much as 9.4% 
EPS $5.20 $4.75 8.7% 
Free Cash Flow as 
% Net Income 

>90% 80% at least 11% 

 
CSC did not quantify the effect of the inception-to-date reduction in the NHS Contract scope in 

terms of EPS, revenue, or operating margins.   

266. As an analyst with Credit Suisse reported on May 3, 2011, CSC was “finally 

writing down” the NHS Contract.  The analyst further explained that the Pennine trust 

withdrawal was a “big blow” to CSC’s plans:   

Lower Guidance on NHS: After the close, CSC negatively 
preannounced 4Q11 earnings finally writing down the troubled 
UK NHS Contract. . . . 

Pennine Withdrawal the Writing on the Wall:  On April 15th, 
Pennine trust announced its withdrawal from the Lorenzo system 
implemented by CSC, a big blow to CSC’s plans.  CSC missed the 
Pennine go live in Jan 2011 resulting in non-collection of the 
associated milestone payment.  CSC mentioned in its 3Q earnings 
call that the Pennine delays would push out ~$175 in 4Q revs.  
Pennine’s withdrawal would result in cancellation of those 
revs. . . 
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267. With respect to the status of the NHS MOU, the Company stated that it was close 

to reaching an agreement with the NHS on changes to the current contract and that CSC 

“anticipates concluding a non-binding” MOU with the NHS.   

268. In reaction to the May 2, 2011 Press Release, the Company’s share price dropped 

on May 3, 2011, the next trading day, by $6.52 or 12.9%—from a close of $50.55 per share on 

May 2, 2011 to a close of $44.03 per share on May 3, 2011.  Trading volume reached 6,258,534 

shares, nearly five times the average daily volume during the Class Period. 

C. May 25, 2011 Disclosures 

269. On May 25, 2011, after the market closed, CSC announced a material expansion 

of the investigation into CSC’s improper accounting and ineffective controls (the “May 25 Press 

Release”).  This stood in sharp contrast to Mancuso’s statements days earlier, at the May 11, 

2011 Analyst Day, that the accounting issues in the Nordic Region were “behind us.”  As a 

“consequence” of the expanded investigation, CSC revealed that it would not be able to file its 

FY 2011 annual report on Form 10-K.   

270. More specifically, CSC revealed that on May 2, 2011—the same day that 

Defendants had issued materially lower guidance—the Audit Committee of the Board of 

Directors had commenced an independent investigation.  As revealed in the May 25 Press 

Release, the scope of the investigation was well beyond the Nordic Region, and revealed that the 

SEC’s investigation also identified matters that were beyond the admitted intentional misconduct 

in the Nordic Region:  

On May 2, 2011, the Audit Committee of the Board of Directors 
commenced an independent investigation into matters relating to 
MSS and the Nordic Region, matters identified by subpoenas 
issued by the SEC’s Division of Enforcement and certain other 
accounting matters identified by the Audit Committee and 
retained independent counsel to represent CSC on behalf of, and 
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under the exclusive direction of, the Audit Committee in 
connection with such independent investigation.  

271. The Audit Committee’s independent review was forensic in nature: 

Independent counsel has retained forensic accountants to assist 
their work.  Independent counsel also represents CSC on behalf of, 
and under the exclusive direction of, the Audit Committee in 
connection with the investigation by the SEC’s Division of 
Enforcement [into CSC’s internal control weakness and accounting 
issues]. 

272. Thus, notwithstanding Defendants’ prior assurances in November that the 

accounting and internal control issues were limited in scope, the Company disclosed on May 25 

that the issues had escalated and as recently as May 2, 2011 the Audit Committee initiated its 

own internal investigation.  The May 25 Press Release also revealed for the first time that CSC 

was subject to a second SEC investigation; this one, directed by the SEC’s Division of Corporate 

Finance.  Defendants also disclosed that that the inception-to-date reduction in profit margin on 

the NHS Contract amounted to a $0.34 reduction in FY 2011 EPS.  

273. Moreover, contrary to Mancuso’s assurance on November 10 that the Nordic-

related accounting issues were “non-recurring” and a “bump in the road,” Defendants admitted in 

the May 25 Press Release that the investigation into the Nordic Region was still not complete.  

“Consequently, the Company will not be able to file its Form 10-K for the year ended April 1, 

2011 before the required filing date of May 31, 2011.” 

274. The Company also reported that 4Q11 earnings of $1.09 would miss Wall Street 

consensus EPS estimates of $1.16 per share, and FY 2011 earnings would miss even the reduced 

EPS forecast of $4.75, which Defendants had revised only weeks earlier on May 2, 2011.  The 

Company attributed the FY 2011 EPS shortfall to reduced profits expected from the NHS 

Contract and the impact of MSS accounting charges.   
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275. At 5:00 PM EST on May 25, 2011, after the NYSE closed, the Company held a 

conference call with investors to discuss the matters disclosed in that day’s press release (“May 

25 Earnings Call”).  Defendant Laphen began the call stating that the delay in filing CSC’s Form 

10-K was “necessary to allow our Audit Committee to accomplish some additional investigative 

work” related to the improper accounting in the MSS Nordic Region and to allow the auditors to 

then finalize the audit.   

276. Contrary to Defendants’ assurances during the November 10, 2010 Earnings Call 

that operating income margins remained “intact” and guidance was “unchanged” despite Nordic-

related issues, Laphen revealed on the May 25 Earnings Call that “[t]he lower OI [operating 

income] in FY ’11 is primarily the result of the Nordics corrections and the NHS adjustment.”  

The charges taken due to the improper accounting resulted in a $.04 negative impact on Q4 EPS.  

277. Concerned that the scope of CSC’s accounting issues was ever increasing, 

analysts asked how far the internal and external investigations reached, and particularly whether 

they reached beyond the Nordic Region.  Mancuso refused to answer. 

278. On the conference call, Mancuso also disclosed for the first time that $0.34 of the 

previously disclosed $0.45 reduction in fiscal year EPS had resulted from an inception-to-date 

reduction in the NHS Contract’s “overall” margin rates for the entire program.  Specifically, 

Mancuso stated:  

It represents an inception-to-date margin adjustment on the 
previously recognized revenue.  In other words, the anticipated 
overall estimated margin on the program at completion is now 
lower than what we had historically booked. 
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Market Reaction To The May 25 Disclosures 

279. By May 25, a central concern of investors and analysts was the ongoing and 

multiplying investigations and seemingly never-ending stream of adverse accounting-related 

news—far from a one-time event.  An analyst with Credit Suisse wrote:  

Audit Committee Investigation: CSC had reported an accounting 
issue in the Nordic Region due to inaccurate capitalization in 
2Q11. CSC expected the issue to be a one-time item and to resolve 
it in 2Q11; however, the issue persisted throughout 4Q, leading to 
$0.04 EPS impact in the quarter.  The SEC initiated an 
investigation into the issue in January 2011, and CSC’s audit 
committee started an independent investigation of its own on 
May 2nd, 2011.  Though the investigation is ongoing and the 
capitalization figures could change. . . .  The investigation will 
lead to a delayed filing of the FY11 10-K.  

280. Also on May 25, a Wells Fargo analyst reported “renewed concern around the 

Nordic accounting issue” and “sensitiv[ity] given the outstanding (January 2011) SEC review.”  

On May 27, an analyst with Imperial Capital lowered the valuation of CSC in view of “possibly 

wider accounting issues beyond the Nordic Region.” 

281. The analyst identified the “primary risk” as “CSC’s execution on its UK NHS 

project”  and downgraded CSC’s valuation range on the stock price by approximately 10%.  

Similarly, Janney Capital lowered its valuation from $5.10 to $4.72 on the basis of the “NHS 

Contract disruption [and] ongoing SEC investigation.”  Morningstar focused on the reduction in 

CSC’s quarterly operating margins, which “was driven by charges related to accounting 

irregularities in its Nordic business and a delay in the NHS Contract.”   

282. Highlighting that CSC’s May 25 results missed the recent guidance given on May 

2—and by a larger margin than the guidance given on February 9—an analyst with Credit Suisse 

reported: 

Preliminary Results Slightly Lower than Preannounced Guidance: 
Results came in slightly lower than the revised guidance issued on 
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May 2nd, and EPS included $0.22 of discontinued operations.  
CSC had missed its EPS guidance it originally set back on Feb 
9th due to a $0.34 impact from NHS, $0.04 from the Nordic issue 
(which was expected to be complete by 3Q), and $0.07 mostly 
from higher taxes.  Also, pending the audit committee 
investigation, FY11 results are considered preliminary and the 10-
K filing will be delayed until June 15th.  

283. In response to the Company’s May 25, 2011 disclosures, on May 26, 2011, CSC’s 

stock price plummeted $5.71 per share (or 12.95%) to close at $38.38 per share.  Trading volume 

reached 14,038,246 shares, or over 10 times the average daily volume during the Class Period. 

D. June 15, 2011 Form 10-K 

284. As reported on May 25, 2011, CSC filed its delayed FY 2011 Form 10-K on 

June 15, 2011.  The filing clarified the nature and amounts of the accounting charges, as they 

related to FY 2010.   

285. Having already taken $81 million in charges, the Form 10-K disclosed an 

additional $10 million in out of period adjustments, and reiterated that these charges arose from 

“suspected intentional misconduct by certain former employees in our Danish subsidiaries.”  The 

FY 2011 Form 10-K also attributed the charges to certain categories: 

 
Pre-tax Adjustments 

(millions)  
Operating costs inappropriately 
capitalized 

$66 

Misapplication of US GAAP $13 
Miscellaneous errors $12 
Total $91 

 
According to the Form 10-K, the Company’s MSS segment overstated operating income for FY 

2010 by $52 million or 8.2%. 
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E. August 10, 2011 Disclosures 

286. On August 10, 2011, CSC announced results for the Q1 2012.  The Defendants 

yet again revealed the prolonged impact of the investigations into intentional misconduct.  This 

time, the Company was ceasing its $1 billion share buyback program commenced back in 

December 2010.  Laphen explained during the earnings conference call that day (“August 10 

Earnings Call”) that ceasing the program was advised by outside counsel: 

[U]nfortunately, we have been advised by outside counsel that we 
need to suspend our open-market buyback program until the 
conclusion of the audit committee’s external/internal review 
associated with the Nordics. 

287. CSC also disclosed that operating margins would decline for the third consecutive 

quarter, once again contradicting Defendants’ assurance on November 10, 2010 that, despite the 

Nordic-related accounting issues, operating margins were “intact.”  For Q1 2012, the operating 

margins declined up to 24% from the levels forecasted on May 25.  Once again, the predominant 

reason for the unexpected decline was the Nordic Region; particularly, costs associated with its 

restructuring.  The 1Q2012 Form 10Q also provided details concerning additional charges 

arising from the improper accounting in the Nordic Region.   

288. During the August 10, 2011 earnings conference call, Defendants also informed 

investors that the UK government continued to review the MOU and CSC’s performance but that 

the “NHS has indicated that they will be scheduling a September meeting with CSC to discuss 

the program.”  

289. In reaction to the August 10 disclosures, analysts focused on the adverse impact 

of, and risks associated with, CSC’s suspension of the stock repurchase program, as well as the 

UK government’s review of the NHS Contract.  For example, on August 10, 2011, Jefferies 

wrote: “Stock buyback suspended.  Outside counsel has advised mgmt to suspend share buyback 
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until the conclusion of the audit committee’s review associated with the Nordic accounting 

issues.  In the near-term, this could dampen management’s ability to support the stock.”   

290. Also on August 11, J.P. Morgan took a negative view: 

NHS risk intensifies. We expect a resolution on the NHS Contract 
by Sep end, but also believe risk of a potential termination has 
likely increased over the last three months.  

As a result, J.P. Morgan reduced its revenue/EPS guidance from $16.44bn/$4.90 to 

$16.39bn/$4.55.  Similarly, in view of the disclosures, Wells Fargo reduced its valuation range 

from $38-$40 to $28-$30. 

291. In response to the Company’s August 10, 2011 disclosures, the Company’s stock 

price decreased by $3.73 per share, from a close of $31.97 on August 9 to a close of $28.24 per 

share on August 10, or 11.67%.   Trading volume reached 11,442,853, nearly 8.5 times the 

average daily volume during the Class Period.  . 

IX. NO SAFE HARBOR PROTECTION 

292. The statutory safe harbor for certain forward-looking statements does not apply to 

the misrepresentations and omissions alleged in this Complaint.  

293. The statements complained of herein were not forward-looking statements.  

Rather, they were historical statements or statements of purportedly current facts and conditions 

at the time the statements were made, including statements about CSC’s internal controls, 

financial results, reported net income, earnings per share, operating margin, and progress and 

profit under the NHS Contract, among others.  

294. Further, the statutory safe harbor does not apply to statements included in 

financial statements that purportedly were made in accordance with GAAP, such as CSC’s 

Forms 10-K and 10-Q issued throughout the Class Period. 
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295.  The remaining statements were not specifically identified as “forward-looking 

statements” when made.  To the extent that there were any properly identified forward-looking 

statements, there were no meaningful cautionary statements identifying the important then-

present factors that could and did cause actual results to differ materially from those in the 

purportedly forward-looking statements.  Alternatively, to the extent that the statutory safe 

harbor does apply to any forward-looking statement pleaded herein, Defendants are liable 

nonetheless because at the time each of the misrepresentations was made, the particular 

speaker(s) knew that the statement was materially false or misleading, or the forward-looking 

statement was authorized and/or approved by an executive officer or director of CSC who knew 

that the statement was materially false and misleading when made.  

X. LOSS CAUSATION 

296. As alleged below and in Section VIII (Truth is Revealed), the disclosures on the 

following four dates corrected and revealed the fraudulent nature of Defendants’ false and 

misleading statements and omissions regarding CSC’s financial condition, the adequacy of the 

Company’s internal controls, and the Company’s ability to perform the terms of the NHS 

Contract.  In addition, these disclosures were the materialization of the risks concealed by 

Defendants: that, due to CSC’s failure and inability to perform the NHS Contract, the contract, 

and the related revenues, would be scaled back or canceled, and that the Company’s financial 

results would be materially impacted by intentional misconduct and ineffective internal controls.  

As the revelations set forth below were disseminated to the market, CSC’s stock declined 50%, 

from $56.54 on February 8, 2011 to $28.24 on August 10, 2011. 
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February 9, 2011 

297. On February 9, 2011, although Defendants had previously referred to “accounting 

irregularities,” Defendants disclosed for the first time that: (i) the Nordic-related accounting 

issues were caused by suspected “intentional misconduct”—i.e., fraud; (ii) the intentional 

misconduct in the Nordic Region resulted in charges of $80 million, double the amount that was 

previously disclosed; (iii) CSC had “initiated a forensic investigation”; and (iv) as a result of 

“material weakness,” CSC’s “controls and procedures were not effective as of December 31, 

2010.”  This new information contrasted sharply from Defendants’ representations on 

November 10, 2010 that the $40 million Nordic-related charge was “non-recurring” and a “bump 

in the road,” and that CSC had “found it, fixed it and put it behind us.” 

298. Defendants also lowered operating margin guidance for fiscal year 2011 from 

8.5-9% to 8-8.5%, a reduction of approximately 11%.  Defendants attributed the decline in 

CSC’s operating results “primarily” to the “trailing effect from the previously disclosed Nordic 

Region issue.” 

299. Further, Defendants revealed for the first time on February 9 that NHS 

determined that CSC in breach of the NHS Contract for its failure and inability to meet the 

Pennine Trust milestone, and, as a result, the Company would not be paid $175 million in 

milestone revenue and NHS was considering “termination of all or parts of the contract.”  These 

disclosures contradicted Defendants’ representations on November 10 that margin rate on the 

NHS Contract was “not affected,” which had led investors to believe “that fears of program 

termination/substantial charges for CSC appear unfounded.”  The Pennine Trust missed 

milestone was a foreseeable consequence of CSC’s knowledge that it was incapable of 

performing the NHS Contract. 
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300. CSC’s mounting and continuing accounting charges in the Nordic Region, CSC’s 

failure to meet the Pennine Trust milestone, and the resulting specter of termination of the NHS 

Contract were new information to the market.  On February 9, a Wells Fargo analyst stated that 

the “[a]ccounting issues in the Nordic Region again impacted earnings and surprised investors.”   

301. On February 10, 2011, the E-Health Insider reported that the Department of 

Health was considering termination “following the company’s continued failure to deliver 

Lorenzo.”  According to E-Health Insider, the “trigger has been the failure to hit the milestone 

of getting Pennine.”  And according to one J.P. Morgan analyst that same day, CSC delivered 

“the food the bears have been craving”: the “NHS weakness” and the “milestone delay had a 

$175mn revenue impact (440 bps) in the quarter.” 

302. As set forth in ¶ 248, the market reacted harshly to Defendants’ February 9 

disclosures, sending CSC’s stock down $8.11 per share, or 14.34%, from a close of $56.54 per 

share on February 8 to a close of $48.43 per share on February 9.  Volume on February 9 

reached 12,460,087 shares, over nine times the average daily volume during the Class Period. 

May 2, 2011 

303. After the market closed on May 2, 2011, Defendants issued a press release for the 

first time  quantified in their guidance the financial impact of the Pennine Trust’s withdrawal 

from the contract, which had been announced two weeks before.  Less than three months after 

cutting guidance on February 9, Defendants lowered guidance even further, primarily due to the 

anticipated NHS MOU and the milestone revenue reduction caused by the Pennine withdrawal.  

Consequently, CSC would miss the already-reduced revenue and earnings expectations for fiscal 

year 2011 by $100 million and $0.45 per share, respectively.  In addition, Defendants stated that 

the “revised [NHS] contract scope and schedule [would result] in lower fourth quarter milestone 
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payments,” reducing CSC’s projected free cash flow to 80% of net income, down from 

Defendants’ previous guidance of approximately 90%.  The Pennine Trust missed milestone and 

the resulting reduced CSC guidance was a foreseeable consequence of CSC’s knowledge that it 

was incapable of performing the NHS Contract. 

304. As shown by the table below, Defendants’ reductions in guidance were material: 

 Feb. 9 Guidance May 2 Guidance % Change 
Operating Margin 8% - 8.5% 7.7% as much as 9.4% 
EPS $5.20 $4.75 8.7% 
Free Cash Flow as 
% Net Income 

>90% 80% at least 11% 

305. On May 3, 2011, a Credit Suisse analyst reported that CSC was “finally writing 

down” the NHS Contract.  The analyst further explained that the Pennine Trust’s withdrawal was 

a “big blow” to CSC’s plans, resulting in the “cancellation” of approximately $175 million in 

fourth quarter revenues. 

306. As set forth in ¶ 248, in reaction to Defendants’ disclosures after the market close 

on May 2, 2011, CSC’s share price dropped on the next trading day by $6.52, or 12.9%, from a 

close of $50.55 per share on May 2 to a close of $44.03 per share on May 3, 2011.  Trading 

volume reached 6,258,534 shares, nearly five times the average daily volume during the Class 

Period. 

May 25, 2011 

307. After the market closed on May 25, 2011, Defendants disclosed that: (i) on 

May 2, 2011, CSC’s Audit Committee of the Board of Directors had commenced an independent 

investigation into the Nordic-related accounting issues; (ii) the scope of this internal 

investigation extended beyond the admitted intentional misconduct in the Nordic Region; (iii) the 

Company was the subject of a second SEC investigation; and (iv) as a consequence of the 
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internal investigation, CSC would have to delay filing its Form 10-K for fiscal year 2011.  Just 

two weeks earlier, however, on May 11, Defendants had falsely represented that the accounting 

issues in the Nordic Region were “behind us.”  In contrast to this false assurance, and those made 

on November 10, Defendants admitted on May 25 that CSC’s accounting and internal control 

problems were escalating. 

308. On May 25, Defendants also reported that CSC’s earnings failed to meet 

guidance, despite the fact that Defendants had already lowered guidance twice before, the last 

time only weeks earlier on May 2.  The Company’s actual fourth quarter earnings of $1.09 per 

share missed the Wall Street consensus estimate of $1.16 per share, and earnings for fiscal year 

2011 missed the already-lowered EPS guidance of $4.75.  Defendants stated that CSC’s reduced 

operating income for the fiscal year was “primarily the result of the Nordics corrections and the 

NHS adjustment.” 

309. In particular, Defendants revealed for the first time on May 25 that $0.34 of the 

previously disclosed $0.45 reduction in fiscal year EPS had resulted from a lower “overall 

estimated [profit] margin” on the NHS Contract than what CSC had historically booked.  And 

the charges taken due to the accounting irregularities resulted in a $0.04 reduction of fourth 

quarter EPS.  These results contradicted Defendants’ assurances on November 10 that margins 

would remain “intact” and “not affected” by CSC’s Nordic-related accounting issues and 

performance deficiencies under the NHS Contract.  These downward adjustments in earnings 

were a foreseeable consequence of CSC’s inability to perform the NHS Contract and intentional 

misconduct in the Nordic Region. 

310. Following the disclosures on May 25, investors were concerned with what 

Morgan Stanley described as CSC’s “overhangs associated with its NHS MOU [and] Nordics 
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accounting issue.”  That day, a Wells Fargo analyst reported “renewed concern around the 

Nordic accounting issue” and identified CSC’s “primary risk” as the “execution on its UK NHS 

project.”  Wells Fargo reduced its valuation of the Company’s stock price by approximately 

10%.  The next day, a Credit Suisse analyst expressed surprise that, despite Defendants’ prior 

statements that CSC’s accounting problems would recede as a “one-time item,” the issue had 

“persisted throughout 4Q” and resulted in multiple investigations.  And on May 27, 2011, 

Imperial Capital lowered its valuation of CSC in view of “possibly wider accounting issues 

beyond the Nordic Region.” 

311. As set forth in ¶ 268, in response to Defendants’ May 25 disclosures, which were 

made after the close of the market, on the next day, CSC’s stock price plummeted $5.71 per 

share, or 12.95%, to close at $38.38 per share.  Trading volume reached 14,038,246 shares, over 

10 times the average daily volume during the Class Period. 

August 10, 2011 

312. On August 10, 2011, Defendants disclosed yet another foreseeable consequence 

of the deepening investigations into the Company’s intentional misconduct: the Company was 

ceasing its $1 billion share buyback program approved in December 2010.  While announcing 

CSC’s financial results for the first quarter of 2012, Defendants stated that they were advised by 

outside counsel to suspend the buyback program until the conclusion of the Audit Committee’s 

investigation into Nordic-related accounting issues.  Defendants further informed investors that 

the UK government was continuing to review the NHS MOU and CSC’s performance. 

313. Also on August 10, Defendants disclosed that operating margins would decline 

for the third consecutive quarter, once again contradicting Defendants’ assurance on 

November 10 that operating margins were “intact” despite the Nordic-related accounting issues.  
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During the first quarter of 2012, CSC’s operating margins declined approximately 24% from the 

levels forecasted on May 25.  Defendants also disclosed additional charges arising from the 

improper accounting in the Nordic Region. 

314. Analysts took a negative view of CSC’s suspension of the stock repurchase 

program and the UK government’s continued review of the NHS Contract.  That day, a Jeffries 

analyst stated that suspending the stock buyback program “could dampen management’s ability 

to support the stock.”  On the following day, a J.P. Morgan analyst concluded that the “risk of a 

potential termination [of the NHS Contract] has likely increased over the last three months.”  

And one Morningstar analyst singled out CSC, stating that unlike its competitors, the Company’s 

“execution missteps,” including “accounting issues in its Nordic business and uncertainty 

surrounding its UK-based NHS project,” had “adversely impacted its cash flow and profitability 

levels.”  Based on CSC’s disclosures, Wells Fargo reduced its valuation of the Company’s stock 

from $38-$40 to $28-$30. 

315. As set forth in ¶ 283, in response to Defendants’ August 10 disclosures, CSC’s 

stock price decreased by $3.73 per share, or 11.67%, from a close of $31.97 on August 9 to a 

close of $28.24 per share on August 10.  Trading volume reached 11,442,853, nearly 8.5 times 

the average daily volume during the Class Period. 

XI. CONTROL PERSON ALLEGATIONS 

316. By virtue of the Individual Defendants’ positions of management and control 

within the Company, they had access to undisclosed adverse information about CSC, its 

operations, financial condition, and internal controls.  The Individual Defendants would ascertain 

such information through CSC’s internal corporate documents, conversations, and connections 

with each other and with corporate officers, employees, attendance at Board of Directors’ 

Case 1:11-cv-00610-TSE -IDD   Document 48    Filed 09/26/11   Page 111 of 123 PageID# 866



 108- 
 
 

meetings, including committees thereof, and through reports and other information provided to 

them in connection with their roles and duties as CSC officers and/or directors. 

317. The Individual Defendants participated in the drafting, preparation, and/or 

approval of the various public, shareholder and investor reports and other communications 

complained of herein and knew, or recklessly disregarded, that there were material misstatements 

and omissions contained therein.  Because of their Board and/or executive and managerial 

positions with CSC, each of the Individual Defendants had access to the adverse undisclosed 

information about CSC’s financial condition and performance as particularized herein and knew 

(or recklessly disregarded) that these adverse facts rendered the positive representations made by 

or about CSC and its business or adopted by the Company materially false and misleading. 

318. The Individual Defendants, because of their positions of control and authority as 

officers and/or directors of the Company, were able to and did control the content of the various 

SEC filings, press releases and other public statements pertaining to the Company during the 

Class Period.  Each Individual Defendant was provided with copies of the documents alleged 

herein to be misleading prior to or shortly after their issuance and had the ability and opportunity 

to prevent their issuance or cause them to be corrected.  Accordingly, each of the Individual 

Defendants is responsible for the accuracy of the public reports and releases detailed herein and 

is therefore primarily liable for the representations contained therein. 

319. As officers, directors, and controlling persons of a publicly-held company whose 

common stock is registered with the SEC pursuant to the Exchange Act, and is traded on the 

NYSE, and governed by the provisions of the federal securities laws, the Individual Defendants 

each had a duty to promptly disseminate accurate and truthful information with respect to the 

Company’s operations, financial condition, internal controls, and to correct any previously issued 

Case 1:11-cv-00610-TSE -IDD   Document 48    Filed 09/26/11   Page 112 of 123 PageID# 867



 109- 
 
 

statements that had become materially misleading or untrue, so that the market price of the 

Company’s publicly-traded securities would be based upon truthful and accurate information.  

The Individual Defendants’ material misrepresentations and omissions during the Class Period 

violated these specific requirements and obligations. 

XII. CAUSES OF ACTION 

COUNT I 
 

FOR VIOLATION OF SECTION 10(b) OF THE EXCHANGE ACT 
AND RULE 10b-5 PROMULGATED THEREUNDER 

AGAINST CSC 

320. Lead Plaintiff incorporates by reference and realleges each and every allegation 

contained above as if fully set forth herein. 

321. During the Class Period, officers, management, and agents of CSC carried out a 

plan, scheme and course of conduct which was intended to and, throughout the Class Period, did:  

(i) deceive the investing public regarding CSC’s operations, financial condition, internal 

controls, the Company’s ability to operationally and technologically perform the NHS Contract, 

and the intrinsic value of CSC common stock; (ii) enable CSC to artificially inflate the price of 

CSC common stock; (iii) cause Lead Plaintiff and other members of the Class to purchase CSC 

common stock at artificially-inflated prices.  In furtherance of this unlawful scheme, plan, and 

course of conduct, CSC took the actions set forth herein.  

322. Officers, management, and agents of CSC directly and indirectly, by the use of 

means and instrumentalities of interstate commerce, the mails, and/or the facilities of a national 

securities exchange:  (i) employed devices, schemes, and artifices to defraud; (ii) made untrue 

statements of material fact and/or omitted material facts necessary to make the statements not 

misleading; and (iii) engaged in acts, practices, and a course of business that operated as a fraud 
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and deceit upon the purchasers of the Company’s stock in an effort to maintain CSC’s artificially 

inflated share price in violation of Section 10(b) of the Exchange Act, and Rule 10b-5 

promulgated thereunder.   

323. Officers, management, and agents of CSC employed devices, schemes, and 

artifices to defraud while in possession of material adverse non-public information and engaged 

in acts, practices, and a course of conduct as alleged herein in an effort to assure investors of 

CSC’s value and performance, which included the making of untrue statements of material facts 

and omitting material facts necessary in order to make the statements made about CSC’s 

operations, financial condition, internal controls, and the Company’s ability to operationally and 

technologically perform the NHS Contract in the light of the circumstances under which they 

were made, not misleading, as set forth more particularly herein.  Officers, management, and 

agents of CSC did not have a reasonable basis for their alleged false statements and engaged in 

transactions, practices, and a course of business which operated as a fraud and deceit upon the 

purchasers of CSC common stock during the Class Period. 

324. CSC is liable for all materially false and misleading statements and omissions 

made during the Class Period, as alleged above, including the false and misleading statements 

and omissions included in Form 10-Q, 10-K, and 8-K filings.   

325. CSC is further liable for the false and misleading statements made by CSC’s 

officers, management, and agents in press releases and during conference calls and at 

conferences with investors and analysts, as alleged above, as the maker of such statements and 

under the principle of respondeat superior. 

326. In addition to the duties of full disclosure imposed on CSC as a result of the 

affirmative statements and reports made by its officers, management, and agents, or participation 
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in the making of their affirmative statements and reports to the investing public CSC had a duty 

to promptly disseminate truthful information that would be material to investors, in compliance 

with GAAP and the integrated disclosure provisions of the SEC as embodied in SEC Regulations 

S-X (17 C.F.R. §§ 210.01 et seq.) and S-K (17 C.F.R. §§ 229.01 et seq.) and other SEC 

regulations, including truthful, complete and accurate information with respect to the Company’s 

operations, financial condition, internal controls, and the Company’s ability to operationally and 

technologically perform the NHS Contract so that the Company’s share price would be based on 

truthful, complete and accurate information.  

327. The allegations above establish a strong inference that CSC, as an entity, acted 

with corporate scienter throughout the Class Period, as its officers, management, and agents had 

actual knowledge of the misrepresentations and omissions of material facts set forth herein, or 

acted with reckless disregard for the truth because they failed to ascertain and to disclose such 

facts, even though such facts were available to them.  Such material misrepresentations and/or 

omissions were done knowingly or with recklessness, and without a reasonable basis, for the 

purpose and effect of concealing CSC’s true operating condition from the investing public, 

including overstating various components of CSC’s reported financial results (as detailed 

herein), misstating the implementation and effectiveness of the Company’s internal controls 

procedures, and misstating the Company’s ability to operationally and technologically perform 

the NHS Contract.  By concealing these material facts from investors, CSC maintained its 

artificially inflated share price throughout the Class Period. 

328. In ignorance of the fact that CSC’s share price was artificially inflated, and 

relying directly or indirectly on the false and misleading statements and omissions made by CSC, 

or upon the integrity of the market in which the stock trades, and/or on the absence of material 
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adverse information that was known to or recklessly disregarded by CSC but not disclosed in 

public statements by CSC during the Class Period, Lead Plaintiff and the other members of the 

Class purchased or acquired CSC stock during the Class Period at artificially high prices and 

were damaged when that artificial inflation was removed from the price of CSC stock as the true 

condition of the Company was revealed. 

329. At the time of said misrepresentations and omissions, Lead Plaintiff and other 

members of the Class were ignorant of their falsity, and believed them to be true.  Had Lead 

Plaintiff, the other members of the Class, and the marketplace known of the truth concerning 

CSC’s operations, financial condition, internal controls, and the Company’s ability to 

operationally and technologically perform the NHS Contract, which were not disclosed by CSC, 

Lead Plaintiff and other members of the Class would not have purchased or acquired their CSC 

stock, or, if they had purchased or acquired such stock during the Class Period, they would not 

have done so at the artificially inflated prices which they paid.  

330. By virtue of the foregoing, CSC has violated Section 10(b) of the Exchange Act 

and Rule 10b-5 promulgated thereunder.  

331. As a direct and proximate result of CSC’s wrongful conduct, Lead Plaintiff and 

the other members of the Class suffered damages in connection with their respective purchases 

and/or acquisitions of CSC stock during the Class Period. 

COUNT II 
 

FOR VIOLATIONS OF SECTION 10(b) OF THE EXCHANGE ACT 
AND RULE 10b-5 PROMULGATED THEREUNDER 

AGAINST THE INDIVIDUAL DEFENDANTS 

332. Lead Plaintiff incorporates by reference and realleges each and every allegation 

contained above as if fully set forth herein. 
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333. During the Class Period, the Individual Defendants carried out a plan, scheme and 

course of conduct which was intended to and, throughout the Class Period, did:  (i) deceive the 

investing public regarding CSC’s operations, financial condition, internal controls, the 

Company’s ability to operationally and technologically perform the NHS Contract, and the 

intrinsic value of CSC common stock; (ii) enable CSC to artificially inflate the price of CSC 

common stock; and (iii) cause Lead Plaintiff and other members of the Class to purchase CSC 

common stock at artificially-inflated prices.  In furtherance of this unlawful scheme, plan, and 

course of conduct, the Individual Defendants took the actions set forth herein.  

334. The Individual Defendants: (i) employed devices, schemes, and artifices to 

defraud; (ii) made untrue statements of material fact and/or omitted material facts necessary to 

make the statements not misleading; and (iii) engaged in acts, practices, and a course of business 

that operated as a fraud and deceit upon the purchasers of the Company’s stock in an effort to 

maintain CSC’s artificially inflated share price in violation of Section 10(b) of the Exchange Act, 

and Rule 10b-5 promulgated thereunder.  The Individual Defendants are each sued as primary 

participants in the wrongful and illegal conduct charged herein.  The Individual Defendants are 

also sued as controlling persons of CSC as alleged below. 

335. In addition to the duties of full disclosure imposed on the Individual Defendants 

as a result of their affirmative statements, the Individual Defendants had a duty to promptly 

disseminate truthful information that would be material to investors, in compliance with GAAP 

and the integrated disclosure provisions of the SEC as embodied in SEC Regulations S-X (17 

C.F.R. §§ 210.01 et seq.) and S-K (17 C.F.R. §§ 229.01 et seq.) and other SEC regulations, 

including truthful, complete and accurate information with respect to the Company’s operations, 

financial condition, internal controls, and the Company’s ability to operationally and 
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technologically perform the NHS Contract so that the Company’s share price would be based on 

truthful, complete and accurate information.  

336. The Individual Defendants, individually and in concert, directly and indirectly, by 

the use, means or instrumentalities of interstate commerce and/or of the mails, engaged and 

participated in a continuous course of conduct to conceal adverse material information about 

CSC’s operations, financial condition, internal controls, and the Company’s ability to 

operationally and technologically perform the NHS Contract, as specified herein. 

337. The Individual Defendants employed devices, schemes, and artifices to defraud, 

while in possession of material adverse non-public information, and engaged in acts, practices, 

and a course of conduct as alleged herein in an effort to assure investors of CSC’s value and 

performance, which included the making of untrue statements of material facts and omitting 

material facts necessary in order to make the statements made about CSC’s operations, financial 

condition, internal controls, and the Company’s ability to operationally and technologically 

perform the NHS Contract, in light of the circumstances under which they were made, not 

misleading, as set forth more particularly herein.  The Individual Defendants additionally 

engaged in transactions, practices, and a course of business which operated as a fraud and deceit 

upon the purchasers of CSC common stock during the Class Period. 

338. The Individual Defendants’ primary liability, and controlling person liability, also 

arises from the following facts: (i) the Individual Defendants were high-level executives and/or 

directors at CSC during the Class Period and members of CSC’s management team or had 

control thereof;  (ii) each of the Individual Defendants enjoyed significant personal contact and 

familiarity with the other Individual Defendants and was advised of and had access to other 

members of CSC’s management team, internal reports, and other data and information about 
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CSC’s operations, financial condition, internal controls, operations, and the Company’s ability to 

operationally and technologically perform the NHS Contract at all relevant times; and (iii) each 

of the Individual Defendants was aware of CSC’s dissemination of information to the investing 

public that he knew or recklessly disregarded was materially false and misleading. 

339. The Individual Defendants had actual knowledge of the misrepresentations and 

omissions of material facts set forth herein, or acted with reckless disregard for the truth in that 

they failed to ascertain and to disclose such facts, even though such facts were available to them.  

The Individual Defendants’ material misrepresentations and/or omissions were made knowingly 

or recklessly and without a reasonable basis for the purpose and effect of concealing CSC’s true 

operating condition from the investing public, including overstating CSC’s reported financial 

results (as detailed herein), misstating the implementation and effectiveness of the Company’s 

internal control procedures, and misstating the Company’s ability to operationally and 

technologically perform the NHS Contract.  By concealing these material facts from investors, 

CSC maintained its artificially inflated share price throughout the Class Period. 

340. In ignorance of the fact that market prices of CSC’s publicly-traded stock were 

artificially inflated, and relying directly or indirectly on the false and misleading statements 

made by the Individual Defendants, or upon the integrity of the market in which the stock trades, 

and/or on the absence of material adverse information that was known to or recklessly 

disregarded by the Individual Defendants but not disclosed in public statements by the Individual 

Defendants during the Class Period, Lead Plaintiff and the other members of the Class purchased 

or acquired CSC stock during the Class Period at artificially high prices and were damaged when 

that artificial inflation was removed from the price of CSC stock as the true condition of the 

Company was revealed. 

Case 1:11-cv-00610-TSE -IDD   Document 48    Filed 09/26/11   Page 119 of 123 PageID# 874



 116- 
 
 

341. At the time of said misrepresentations and omissions, Lead Plaintiff and other 

members of the Class were ignorant of their falsity, and believed them to be true.  Had Lead 

Plaintiff, the other members of the Class, and the marketplace known of the truth concerning 

CSC’s operations, financial condition, internal controls, and the Company’s ability to 

operationally and technologically perform the NHS Contract, which were not disclosed by the 

Individual Defendants, Lead Plaintiff and other members of the Class would not have purchased 

or acquired their CSC stock, or, if they had purchased or acquired such stock during the Class 

Period, they would not have done so at the artificially inflated prices which they paid.  

342. By virtue of the foregoing, the Individual Defendants have violated Section 10(b) 

of the Exchange Act, and Rule 10b-5 promulgated thereunder.  

343. As a direct and proximate result of the Individual Defendants’ wrongful conduct, 

Lead Plaintiff and the other members of the Class suffered damages in connection with their 

respective purchases and/or acquisitions of CSC stock during the Class Period. 

COUNT III 
 

AGAINST THE INDIVIDUAL DEFENDANTS 
FOR VIOLATIONS OF SECTION 20(a) OF THE EXCHANGE ACT 

344. Lead Plaintiff incorporates by reference and realleges each and every allegation 

contained above as if fully set forth herein.  

345. Individual Defendants Laphen, Mancuso, and DeBuck acted as controlling 

persons of CSC within the meaning of Section 20(a) of the Exchange Act as alleged herein.  By 

virtue of their high-level positions, and their ownership and contractual rights, participation in 

and/or awareness of the operations, financial condition, internal controls, and the Company’s 

ability to operationally and technologically perform the NHS Contract, Laphen, Mancuso, and 

DeBuck had the power to influence and control, and did influence and control, directly or 
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indirectly, the decision-making of the Company, including the content and dissemination of the 

various statements that Lead Plaintiff contends are false and misleading.  Laphen, Mancuso, and 

DeBuck were provided with or had unlimited access to copies of the Company’s reports, press 

releases, public filings and other statements alleged by Lead Plaintiff to be misleading prior to 

and/or shortly after these statements were issued and had the ability to prevent the issuance of the 

statements or cause the statements to be corrected. 

346. In particular, each of these Defendants had direct and supervisory involvement in 

the day-to-day operations of the Company and, therefore, is presumed to have had the power to 

control or influence the particular transactions giving rise to the securities violations as alleged 

herein, and exercised the same. 

347. As set forth above, CSC, Laphen, Mancuso, and DeBuck each violated 

Section 10(b) and Rule 10b-5 by their acts and omissions as alleged in this Complaint.  By virtue 

of their positions as controlling persons, Laphen, Mancuso, and DeBuck are liable pursuant to 

Section 20(a) of the Exchange Act.  As a direct and proximate result of Defendants’ wrongful 

conduct, Lead Plaintiff and other members of the Class suffered damages in connection with 

their purchases of the Company’s common stock during the Class Period. 

XIII. PRAYER FOR RELIEF 

WHEREFORE, Lead Plaintiff, on behalf of itself and the other members of the Class, 

prays for judgment as follows: 

(a) declaring this action to be a proper class action maintainable pursuant to 

Rule 23 of the Federal Rules of Civil Procedure; 

(b) awarding compensatory damages in favor of Lead Plaintiff and the other 

Class members against all Defendants, jointly and severally, for all damages sustained as 
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a result of Defendants’ wrongdoing, in an amount to be proven at trial, including interest 

thereon; 

(c) awarding Lead Plaintiff and the other members of the Class their 

reasonable costs and expenses in this litigation, including attorneys’ fees and experts’ 

fees and other costs and disbursements; and 

(d) awarding Lead Plaintiff and the other members of the Class such other and 

further relief as the Court may deem just and proper. 

XIV. JURY TRIAL DEMANDED 

Lead Plaintiff hereby demands a trial by jury of all issues so triable. 

 
DATED:  September 26, 2011 
 

Respectfully submitted, 

By:   /s/ Benjamin G. Chew   

PATTON BOGGS LLP 
Benjamin G. Chew (VSB#29113) 
2550 M Street, NW 
Washington, DC 20037 
Telephone: (202) 457-6015 
Facsimile: (202) 457-6315 
 
 
 
 
 
Local Counsel for Lead Plaintiff  
Ontario Teachers’ and  
Local Counsel for the Proposed Class 

LABATON SUCHAROW LLP 
Thomas A. Dubbs (pro hac vice pending) 
Jonathan M. Plasse (pro hac vice pending) 
Joseph A. Fonti (admitted pro hac vice) 
Javier Bleichmar (admitted pro hac vice) 
Dominic J. Auld (pro hac vice pending) 
140 Broadway 
New York, NY 10005 
Telephone: (212) 907-0700 
Facsimile: (212) 883-7044 
 
Counsel for Lead Plaintiff Ontario 
Teachers’ and Lead Counsel for the 
Proposed Class 
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I hereby certify that on the 26th day of  September 2011, I electronically filed Lead 

Plaintiff’s Consolidated Class Action Complaint for Violations of the Federal Securities Laws 

with the Clerk of Court using the CM/ECF system, which then sent a notification of such filing 

to counsel for Defendants and counsel for Plaintiffs City of Roseville Employee’s Retirement 

System, Arthur I. Murphy, and Norton Goldman, shown below.  Counsel for Plaintiff Hilary 

Kramer, also shown below, was served via Federal Express. 

Craig Crandall Reilly, Esq. 
Law Office of Craig C. Reilly  
111 Oronoco St  
Alexandria, VA 22314  
craig.reilly@ccreillylaw.com   
 
Counsel for Plaintiffs City of Roseville Employee’s 
Ret. Sys. (Case No. 1:11-cv-00610), Arthur I. 
Murphy (Case No. 1:11-cv-00636), and Norton 
Goldman (Case No. 1:11-cv-00777) served via ECF 

David Emmett Carney, Esq. 
Skadden Arps Slate Meagher & Flom LLP  
1440 New York Ave NW  
Washington, DC 20005-2111  
david.carney@skadden.com 
 
Counsel for Defendants served via ECF 

 
Elizabeth K. Tripodi 
Levi & Korsinsky, LLP 
1101 30th street NW, Suite 115 
Washington, DC 20007 
etripodi@zlk.com 
 
Counsel for Plaintiff Hilary Kramer  
(Case No. 1:11-cv-00751) served via Federal 
Express 

 

  /s/ Benjamin G. Chew   
Benjamin G. Chew (VSB#29113) 
PATTON BOGGS LLP 
2550 M Street, NW  
Washington, DC 20037  
Telephone: (202) 457-6015   
Facsimile: (202) 457-6315  
Email: bchew@pattonboggs.com 

 
Local Counsel for Lead Plaintiff Ontario 
Teachers’ and Local Counsel for the 
Proposed Class 
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