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KYNDRYL HOLDINGS, LLC 
INFORMATION REQUIRED IN REGISTRATION STATEMENT 

CROSS-REFERENCE SHEET BETWEEN INFORMATION STATEMENT 
AND ITEMS OF FORM 10

This Registration Statement on Form 10 incorporates by reference information contained in the
information statement filed herewith as Exhibit 99.1.

Item 1.   Business.

The information required by this item is contained under the sections of the information statement
entitled “Information Statement Summary,” “The Separation and Distribution,” “Management’s Discussion
and Analysis of Financial Condition and Results of Operations,” “Business,” “Certain Relationships and
Related Party Transactions” and “Where You Can Find More Information.” Those sections are incorporated
herein by reference.

Item 1A.   Risk Factors.

The information required by this item is contained under the sections of the information statement
entitled “Risk Factors” and “Cautionary Note Regarding Forward-Looking Statements.” Those sections are
incorporated herein by reference.

Item 2.   Financial Information.

The information required by this item is contained under the sections of the information statement
entitled “Capitalization,” “Unaudited Pro Forma Condensed Combined Financial Statements,”
“Management’s Discussion and Analysis of Financial Condition and Results of Operations” and “Index to
Combined Financial Statements” and the financial statements referenced therein. Those sections are
incorporated herein by reference.

Item 3.   Properties.

The information required by this item is contained under the section of the information statement
entitled “Business — Properties.” That section is incorporated herein by reference.

Item 4.   Security Ownership of Certain Beneficial Owners and Management.

The information required by this item is contained under the section of the information statement
entitled “Security Ownership of Certain Beneficial Owners and Management.” That section is incorporated
herein by reference.

Item 5.   Directors and Executive Officers.

The information required by this item is contained under the section of the information statement
entitled “Management.” That section is incorporated herein by reference.

Item 6.   Executive Compensation.

The information required by this item is contained under the sections of the information statement
entitled “Director Compensation,” “Compensation Discussion and Analysis.” Those sections are
incorporated herein by reference.

Item 7.   Certain Relationships and Related Transactions, and Director Independence.

The information required by this item is contained under the sections of the information statement
entitled “Management” and “Certain Relationships and Related Party Transactions.” Those sections are
incorporated herein by reference.
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Item 8.   Legal Proceedings.

The information required by this item is contained under the section of the information statement
entitled “Business — Legal Proceedings.” That section is incorporated herein by reference.

Item 9.   Market Price of, and Dividends on, the Registrant’s Common Equity and Related Stockholder Matters.

The information required by this item is contained under the sections of the information statement
entitled “Dividend Policy,” “Capitalization,” “The Spin-Off” and “Description of Our Capital Stock.” Those
sections are incorporated herein by reference.

Item 10.   Recent Sales of Unregistered Securities.

The information required by this item is contained under the section of the information statement
entitled “Description of Our Capital Stock — Sale of Unregistered Securities.” That section is incorporated
herein by reference.

Item 11.   Description of Registrant’s Securities to Be Registered.

The information required by this item is contained under the sections of the information statement
entitled “Dividend Policy,” “The Spin-Off” and “Description of Our Capital Stock.” Those sections are
incorporated herein by reference.

Item 12.   Indemnification of Directors and Officers.

The information required by this item is contained under the section of the information statement
entitled “Description of Our Capital Stock — Limitation on Liability of Directors and Indemnification of
Directors and Officers.” That section is incorporated herein by reference.

Item 13.   Financial Statements and Supplementary Data.

The information required by this item is contained under the sections of the information statement
entitled “Unaudited Pro Forma Combined Financial Statements,” “Index to Combined Financial Statements”
and the financial statements referenced therein. Those sections are incorporated herein by reference.

Item 14.   Changes in and Disagreements with Accountants on Accounting and Financial Disclosure.

None.

Item 15.   Financial Statements and Exhibits.

(a) Financial Statements

The information required by this item is contained under the sections of the information statement
entitled “Unaudited Pro Forma Condensed Combined Financial Statements” and “Index to Combined
Financial Statements” and the financial statements referenced therein. Those sections are incorporated
herein by reference.
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(b) Exhibits

The following documents are filed as exhibits hereto:

Exhibit 
Number Exhibit Description

2.1 Form of Separation and Distribution Agreement, by and between International Business
Machines Corporation and the registrant*

3.1 Form of Amended and Restated Certificate of Incorporation of the registrant*
3.2 Form of Amended and Restated By-Laws of the registrant*

10.1 Form of Transition Services Agreement, by and between International Business Machines
Corporation and the registrant*

10.2 Form of Tax Matters Agreement, by and between International Business Machines
Corporation and the registrant*

10.3 Form of Employee Matters Agreement, by and between International Business Machines
Corporation and the registrant*

10.4 Form of Intellectual Property Agreement, by and between International Business Machines
Corporation and the registrant*

10.5 Form of Kyndryl 2021 Long-Term Performance Plan*
21.1 Subsidiaries of the registrant*
99.1 Preliminary Information Statement

To be filed by amendment.
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SIGNATURES

Pursuant to the requirements of Section 12 of the Securities Exchange Act of 1934, the registrant has
duly caused this registration statement to be signed on its behalf by the undersigned, thereunto duly
authorized.

KYNDRYL HOLDINGS, LLC

By:    
Name:
Title:

Date:                 , 2021
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Subject to Completion — Dated [  ], 2021

INFORMATION STATEMENT

Kyndryl Holdings, LLC

Common Stock
(par value $0.01 per share)

Kyndryl Holdings, LLC (“Kyndryl” or “we”), a wholly-owned subsidiary of International Business
Machines Corporation (“IBM”), is sending you this Information Statement in connection with the spin-off
of Kyndryl by IBM. To effect the spin-off, IBM will distribute all of the shares of our common stock on a
pro rata basis to the holders of IBM common stock. We expect that the distribution of our common stock
will be tax-free to holders of IBM common stock for U.S. federal income tax purposes, except for cash that
stockholders may receive (if any) in lieu of fractional shares. Kyndryl Holdings, LLC will be converted into
a Delaware corporation prior to the spin-off.

If you are a record holder of IBM common stock as of the close of business on           , 2021,
which is the record date for the distribution, you will be entitled to receive           shares of our
common stock for every           shares of IBM common stock that you hold on that date. IBM will
distribute its shares of our common stock in book-entry form, which means that we will not issue physical
stock certificates. The distribution agent will not distribute any fractional shares of our common stock.

The distribution will be effective as of           , New York City time, on           , 2021.
Immediately after the distribution becomes effective, we will be an independent, publicly traded company.

IBM’s stockholders are not required to vote on or take any other action to approve the spin-off. We are
not asking you for a proxy, and request that you do not send us a proxy. IBM stockholders will not be
required to pay any consideration for the shares of our common stock they receive in the spin-off, and they
will not be required to surrender or exchange their shares of IBM common stock or take any other action in
connection with the spin-off.

No trading market for our common stock currently exists. We expect, however, that a limited trading
market for our common stock, commonly known as a “when-issued” trading market, will develop as early as
one trading day prior to the record date for the distribution, and we expect “regular-way” trading of our
common stock will begin on the first trading day after the distribution date. We intend to apply to list our
common stock on the           under the ticker symbol “           .” The listing is subject to approval
of our application.

In reviewing this Information Statement, you should carefully consider the matters described in the section
entitled “Risk Factors” beginning on page 12 of this Information Statement.

Neither the Securities and Exchange Commission nor any state securities commission has approved or
disapproved these securities or determined if this Information Statement is truthful or complete. Any
representation to the contrary is a criminal offense.

This Information Statement is not an offer to sell, or a solicitation of an offer to buy, any securities.

The date of this Information Statement is           , 2021.
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TRADEMARKS AND COPYRIGHTS

We own or have rights to various trademarks, logos, service marks and trade names that we use in
connection with the operation of our business. We also own or have the rights to copyrights that protect the
content of our products. Solely for convenience, the trademarks, service marks, trade names and copyrights
referred to in this Information Statement are listed without the ™, ® or © symbols, but such references do
not constitute a waiver of any rights that might be associated with the respective trademarks, service marks,
trade names and copyrights included or referred to in this Information Statement.

INDUSTRY AND MARKET DATA

This Information Statement includes data concerning our industry and the markets in which we operate
that is based on information from public filings, internal company sources, management estimates and
various third-party sources. All such industry data is available publicly or for purchase and was not
commissioned specifically for us. Forecasts based upon such data involve risks and uncertainties, and actual
results regarding the subject matter of such forecasts are subject to change based upon various factors
beyond our control.

The sources of certain statistical data, industry data, estimates and forecasts contained in this
Information Statement are the following independent industry publications or reports:

Gartner, Forecast: IT Services, Worldwide, 2019-2025, 1Q21 Update, dated March 25, 2021 (the
“Gartner IT Services Report”).

Gartner, Forecast Analysis: Digital Business Consulting Services, Worldwide, dated December 7,
2020 (the “Gartner Consulting Services Forecast Report”).

Gartner Press Release, Gartner Forecasts Strong Revenue Growth for Global Container Management
Software and Services Through 2024, dated June 25, 2020.

Gartner, Forecast Analysis: Cloud Consulting and Implementation Services, Worldwide, dated
March 5, 2020.

We performed calculations of market sizes and growth rates using Gartner research from the Gartner IT
Services Report and the Gartner Consulting Services Forecast Report.

The Gartner reports described herein (the “Gartner Content”) represent research opinions or viewpoints
published, as part of a syndicated subscription service, by Gartner, Inc. (“Gartner”) and are not
representations of fact. Each Gartner Content speaks as of its original publication date (and not as of the
date of this Information Statement), and the opinions expressed in the Gartner Content are subject to change
without notice.
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INFORMATION STATEMENT SUMMARY

In this Information Statement, unless the context otherwise requires:

The “Company,” “Kyndryl,” “we,” “our” and “us” refer to (a) Kyndryl Holdings, LLC (a newly
formed holding company) and (b) Kyndryl Holdings, Inc. following the conversion of Kyndryl
Holdings, LLC into a Delaware corporation, which will occur prior to the Spin-Off, and, in each case
unless otherwise indicated or the context otherwise requires, its consolidated subsidiaries after giving
effect to the Spin-Off; and

“IBM” or “Parent” refers to International Business Machines Corporation and its consolidated
subsidiaries.

The transaction in which IBM will distribute to its stockholders all of the shares of our common stock
is referred to in this Information Statement as the “Distribution” or the “Spin-Off.” Any references to IBM
stockholders in this Information Statement refer to holders of IBM’s common stock. Prior to IBM’s
Distribution of the shares of our common stock to its stockholders, IBM will undertake a series of internal
reorganization transactions, pursuant to which, among other transactions, Kyndryl will be converted into a
corporation and following which Kyndryl will hold, through its subsidiaries, IBM’s managed infrastructure
services business, which we refer to as the “Business.” We refer to this series of internal reorganization
transactions as the “Reorganization Transactions.”

Our Company

We are a leading technology services company and the largest infrastructure services provider in the
world, serving as a partner to more than 4,000 customers in over 100 countries. We have a long track record
of helping enterprises navigate major technological changes, particularly by enabling our customers to focus
on the core aspects of their businesses during these shifts while trusting us with their most critical systems.
Today, enterprises are engaged in individual and unique digital transformations to differentiate their
businesses and derive value through better customer experiences. However, enterprises often face shortages
in critical technical expertise to successfully make this complex change. We provide engineering talent,
operating paradigms, and insights derived from our data around IT patterns. This enables us to deliver
advisory, implementation, and managed services at scale across technology infrastructures that allow our
customers to de-risk and realize the full value of their digital transformations. We are therefore uniquely
positioned to design, build, and manage secure and responsive private, public, and multicloud environments
for our customers, accelerating their digital transformations.

We deliver transformation and secure cloud services capabilities, insights, and depth of expertise to
modernize and manage IT environments based on our customers’ unique patterns of transformation at scale.
We offer services across domains such as cloud managed services, data services, security services,
resiliency services, enterprise infrastructure services, digital workplace services, network services, and
managed Independent Software Vendor (“ISV”) services as we continue to support our customers through
technological change. Our services enable us to modernize and manage cloud and on-premise environments
as “one” for our customers, enabling them to scale seamlessly.

To deliver these services, we rely on our team of skilled practitioners, consisting of approximately
90,000 professionals. Given our large and diversified customer base operates in multiple industries and
geographies, we utilize a flexible labor and delivery model with a balanced mix of global and local talent as
needed to meet customer-specific needs, regulatory requirements, and data protection and labor laws. Our
employees leverage their deep engineering expertise and extensive experience operating complex and
heterogeneous technology environments to drive service quality, intellectual property development, and our
long-term trusted customer relationships.

As described in “Business — Our Customers,” we have many customer relationships that are decades
long, as we provide high-quality, mission-critical services that are core to operations with customers that
represent the backbones of their respective industries. These customers entrust us to deliver the services
they need, and manage their complex environments so that they can achieve their business objectives.

As an independent company, we will be free to partner with a broader ecosystem, including a wide
range of hyperscale cloud providers, system integrators, independent software vendors, and technology
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vendors from startups to market leaders. This enables us to serve our customers with the contemporary
technology capabilities that best fit their needs and open new avenues for growth. This is all underpinned by
our ability to integrate and operate mission-critical technology at scale using deep engineering expertise and
intellectual property.

Our approach has enabled us to reach significant scale, with $19.4 billion in revenue for the fiscal year
ended December 31, 2020. We are focused on driving revenue growth with sustainable margins by
extending our leadership in the markets in which we operate while investing in our capabilities, and
expanding our high value, next generation services consistent with customer needs.

Our Industry and Market Opportunity

We participate in an industry that provides services for customers’ technology environments that power
their businesses. These services span areas such as management of mission-critical systems across dedicated
data centers and multiple clouds. As customers advance their digital transformations, they are looking for
partners that understand their business objectives and unique digital journeys, and have the skills to
instrument and engineer the IT environments to enable their transformations. Our long standing position as
an informed and trusted partner, with decades-long relationships and leading capabilities, provides us with
the knowledge and expertise to best help existing and new customers realize their future.

The market for these services is large and dynamic. We project this market, which is a subset of the
total IT services market, to represent a $415 billion opportunity in 2021, growing 7% annually to
$510 billion in 2024. Growth in this market is driven by services that are aligned to customers’
transformations, and represent an incremental $75 billion. These transformation services include several
high-growth portions of the market that each exceed approximately $10 billion in opportunity, including
public cloud managed services (compounded annual growth of 11% from 2021 to 2024), data services
(compounded annual growth of 18% from 2021 to 2024), security services (compounded annual growth of
12% from 2021 to 2024), and intelligent automation services (compounded annual growth of 27% from
2021 to 2024). Managed services for edge environments represents a smaller portion connected to many
other opportunities, and itself is expected to experience compounded annual growth above 100% from 2021
to 2024.

Several trends underpin the growth of our market, including:

Greater demand for digital transformation services.    Companies continue to digitally transform to
deliver better customer experiences and compete more effectively, which drives the need for services
to support modernization of IT within the enterprise. The COVID-19 global pandemic has
accelerated this already pervasive trend, as organizations look to further their digital capabilities.
International Data Corporation (“IDC”) estimates that approximately 65% of GDP will be digitized
by 2022. Illustrating the growth in digitization, U.S. online retail sales surged by 32% year-over-year
in 2020. While customers seek to transform, skills availability often represents a challenge, with lack
of skills ranked as one of the top 3 impediments to transformation of the IT environment according
to Technology Business Research, Inc.

Ongoing migration to the cloud.    Companies continue to migrate workloads to the cloud, adopting
new capabilities for flexibility, workload portability, and management. These transitions are often
complex, with companies seeking assistance from service providers. Gartner forecasts that by 2025,
85% of large organizations will have engaged external service providers to migrate applications to
the cloud, an increase from 43% in 2019. Furthermore, Gartner projects that by 2022, more than 75%
of global organizations will be running containerized applications in production (an increase from
less than 30% today) and worldwide revenue for container management will double by 2024. The
extension of public cloud services to multiple environments in different locations has given rise to
distributed cloud and migration of workload to these infrastructures that have a greater fit for
purpose.

Rapid data growth. As economies have evolved digitally, significantly increasing data volume,
management of this data has become much more complex. IDC estimates that in 2020, enterprises
created and captured 64 zettabytes of data. The challenge for many organizations is how to collect,
harness and govern this data for insights that yield business results and realize data as a
differentiator. In order to leverage advanced capabilities such as artificial intelligence and machine
learning to
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enable their business use cases, enterprises need to address data privacy, compliance, security,
multicloud data management and data governance across physical and virtual layers of the IT estate.

Increasing need for secure systems. As technology environments become increasingly complex and
online, remote and distributed work environments persist, cybersecurity will remain of paramount
importance as threats proliferate. Breaches in security can have severe, lasting financial and
reputational consequences on businesses. In response, businesses continue to build out their
cybersecurity efforts, using service providers to augment their capabilities. According to PwC’s 2021
CEO Survey, one-third of U.S. CEOs plan to increase investments in cybersecurity by double digits,
with 47% of CEOs citing cyber threats as sources of extreme concern to growth prospects.

Accelerating pace of technological advancement. As companies adopt new technologies for improved
business performance and innovation, they face a challenge in complexity to integrate these new
technologies with their existing IT estates. As a result, the required skills, integration burden, and
cost in end-to-end operational management often increases. This drives adoption of new capabilities,
such as automation, artificial intelligence, and machine learning to ensure that the IT environment is
well designed and orchestrated to effectively realize business objectives.

Our Services

We provide advisory, implementation, and managed services in and across a range of technology
domains to help our customers manage and modernize enterprise IT environments in support of their
business and transformation objectives. Our services are differentiated based on our expertise and
intellectual property, and data around IT patterns across customers in the following domains:

Cloud Services: We design, build, and provide managed services for our customers’ multicloud
environments. We apply a mix of skilled practitioners, intelligent automation and modern service
management principles of Site Reliability Engineering, AIOps, Infrastructure as Code and DevOps.
We help enterprises optimize their use of hyperscale cloud providers in a unified environment,
seamlessly integrating services delivered by: ISVs, large public cloud providers, internal platforms,
and other technologies (e.g., internet of things (“IoT”) and edge).

Data Services: We provide end-to-end enterprise data services, including data transformation, data
architecture and management, data governance and compliance, and data migration. We support
Chief Digital Officers and Chief Information Officers (“CIOs”) in governing the vast quantities of
enterprise data across internal and external sources to drive their digital strategies, transactions, and
business objectives, while maintaining security, ethical standards, and compliance with country-
specific data protection regulations (e.g., GDPR, HIPAA, and PCI).

Security Services: We provide enterprise cyber-security services for Chief Information Security
Officers and Chief Risk Officers (“CRO”), including: insights, protection, detection, response, and
recovery to support the security of our client’s hybrid IT estate, data and operations.

Resiliency Services: We provide resiliency services that include a mix of business continuity planning
and cloud-based disaster recovery capabilities (composed of experts, digital tools and automation,
and failover environments) that allow our customers to operate without issue or disruption in
response to attacks, outages, natural disasters, and geopolitical events.

Enterprise Infrastructure Services: We establish and operate modern, dedicated technology
infrastructure on behalf of enterprise customers to enable their current and future growth and
profitability objectives. We support a range of enterprise infrastructure, including private clouds,
mainframe environments, distributed computing, enterprise networks, and storage environments.

Digital Workplace Services: Our digital workplace services provide the technology infrastructure,
mobility, security, and access solutions to support a global workforce that is constantly evolving. Our
services include enterprise mobility solutions that provide users with the ability to work seamlessly
across environments.

Network Services: We provide network services to help customers meet their technological and
commercial requirements for connectivity across their digital environments. Our strategy and
assessment services help evaluate customers’ network needs for their multicloud environments,
while
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our network transformation and managed services allow customers to realize benefits of the latest
software-defined network technologies. We deliver these services with a proprietary framework and
architecture coupled with proof of concepts to then implement and manage enterprise networks with
the right economics.

Managed ISV Services: We provide services to design, build, and manage the IT environments for
enterprise applications as they migrate to the cloud. Our services help CIOs and Chief Technology
Officers (CTOs) unlock the full value of leading third-party Enterprise Resource Planning systems
(e.g., Oracle, SAP) and packaged applications by automating and managing the underlying IT
infrastructure environments using software-defined technologies while reducing complexity and
costs, and improving speed and quality.

Our Competitive Strengths

We are a recognized leader in many of the services we provide, as acknowledged by research analysts
(e.g., Everest, Forrester, Gartner, and IDC). We are known for our technology integration and modernization
expertise — designing, building, and managing complex technology environments. Our worldwide and
high-quality service delivery is underpinned by experienced and highly-trained practitioners that bring the
best of our capabilities to our customers on a daily basis. Importantly, our culture of customer service
excellence — especially in times of crisis, from COVID-19 to tsunamis, floods, cyber-attacks, and power
outages — carries on from our heritage through our people. Given our unique capabilities, scale, intellectual
property, and engineering talent, we are positioned to partner with enterprises for their future across a range
of technologies, use cases, and business strategies to help them maximize the return on their technology
investments and digital transformations.

Our competitive strengths stem from our people, our intellectual property, and our data around IT
patterns:

We are a leader in technology services. We are the largest provider of IT infrastructure services and are
recognized by research analysts (e.g., Gartner, Forrester, IDC, Everest, NelsonHall, and HfS
Research) as a leader in key service areas. We possess significant experience in virtually all
industries, gained through collaboration with customers across over 30 years designing, building, and
managing operating environments for their IT systems. Our highly skilled workforce provides the
expertise (e.g., approximately 13,000 Red Hat accreditations) to handle many of the most complex
issues. In conjunction with our delivery capabilities (such as artificial intelligence that augments our
people) and scale, we provide mission-critical services to a diversified customer base. We also have
unique intellectual property applicable to IT environments, as reflected by our portfolio of
approximately 3,000 patents.

We consistently deliver unsurpassed performance and reliability for complex environments. Our expert
practitioners and talented engineers provide services through modern ways of working, including
agile and design thinking. Additionally, our unique intellectual property and industry-leading
technology platforms utilize contemporary approaches to IT operations to provide reliable and
efficient solutions for each customer’s operating model. These capabilities allow us to execute with
secure and compliant operating and delivery models at scale, driving high-quality performance and
customer satisfaction. We realize high quality performance across thousands of service-level
agreements and consistently achieve world-class customer satisfaction and advocacy.

We deliver insights at scale, supported by unique automation capabilities and application of AI. Our ability
to deliver superior outcomes for customers is driven by our capacity to leverage our data around IT
patterns and insights, derived from multiple technology environments across customer engagements.
We apply machine learning, combined with our practitioner expertise to derive unique insights used
to service customers, enhance our offerings and to produce our next-generation services, investing to
ensure continuous innovation for improved outcomes. For example, we are recognized leaders in the
use of automation and operational AI in the delivery of our services, with over 6,000,000 automated
actions per month, enabling greater quality and efficiency for us and our customers. Our operational
AI approach and set of technologies, along with intellectual property that we apply and continually
evolve, are leveraged to develop predictive actions to prevent issues before they arise.
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We are a recognized leader in managed services for cloud and on-premise environments and services such
as security and resiliency. We offer a range of high-value capabilities including hybrid multicloud
managed services, security services, and cyber resiliency services, providing us with a sustainable
competitive advantage when helping customers transform their technology environments. Our
multicloud management capabilities are differentiated by our ability to deliver an integrated view of
our customers’ diverse technology environments and to provide our services and solutions digitally.
We offer integrated services between the cloud and on-premise environments.

We offer an integrated ecosystem to help customers adopt and run an increasingly heterogeneous set of
technologies. As customers pursue multiple cloud-based technology partners, applications, and
capabilities, integration is increasingly critical for customers to manage and orchestrate the
technology ecosystem required to run their businesses and achieve their broader objectives. We
provide holistic services across thousands of diverse technologies, delivering end-to-end integration
across public and private / on-premise cloud platforms and other full-stack technology solutions.
Following the Spin-Off, we will enhance our ecosystem of partners, including large public cloud
providers, application-oriented system integrators, independent software vendors, and other players
in the technology stack to provide the best technology and capability for our customers. Our services
and ecosystems enable us to offer leading services for all levels of customer environment complexity
and integration.

Our Strategies

We will pursue a strategy centered on our ability to build and enrich trusted relationships with
customers and technology partners, differentiating through our proven ability to manage and modernize
mission-critical technology environments, create and deploy scale-derived intellectual property, and provide
depth of engineering talent across industries. We have a strong and long-standing foundation developed by
governing and managing complex technology environments, including IBM (e.g., Red Hat and Cloud Paks)
and third-party technologies (e.g., VMWare, ServiceNow, and Microsoft). With increased freedom of action,
we will extend these capabilities to an even broader ecosystem of technology providers and develop more
services that are digitally consumable to expand accessibility to new customers and markets.

We have a long track record of running customers’ technology environments, enabling them to focus on
the core aspects of their businesses. Given the nature of the work we do, we have a unique perspective on
the operating paradigms that enable the high-quality technology environments which our customers have
come to rely on for their most critical systems. This position enables us to meet customers where they are in
their unique digital transformations, work alongside our customers to take them where they want to be, and
in turn enable them to realize the full, at-scale value of that journey. Underpinning all of this are our skilled
practitioners, intellectual property, and mission-critical competency across industries.

We benefit from the long-standing and deep relationship with IBM. We manage the largest installed
base of IBM hardware and software products, including some of the most complex deployments. While we
will be an independent and distinct entity following the separation, we will continue to work with IBM on
an arms-length basis. In addition to any transition services agreements for services that IBM will provide to
us as part of the Spin-Off, they will be part of our partner ecosystem from the standpoint of a technology
provider, cloud provider, and application services partner. See “Certain Relationships and Related Party
Transactions — Agreements with IBM — Other Arrangements.”

As we look to the future, our focus is centered on the following strategic tenets:

Scale Insights and Intellectual Property. We will invest to position ourself at the forefront of
developing and innovating the services and operating paradigms for the evolution and integration of
mission critical technology, further expanding our existing intellectual property in differentiated
areas. Our depth of experience implementing and operating complex architectures across technology
sets has yielded valuable experience and intellectual property that has defined the operating
paradigm for much of the technology stack. We have approximately 3,000 patents that relate to
various areas of running complex technology environments, including certain patents related to
multi-cloud management, orchestration, integrated monitoring, issue triage and resolution, and
several other areas that enable quality of service. Our engineering talent and experience in all
industries, augmented by our automation platforms, are a key differentiator in managing complex
technology environments.
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Diverse Ecosystem with Freedom of Action. As an independent entity, we will have the freedom of
action to develop a broad ecosystem of strategic partnerships with a wider set of technology and
services companies to complement our relationship with IBM. We will invest in an ecosystem of
technology providers and corresponding skill-sets that are increasingly relevant as enterprises
digitize and transform their business models, building on our existing base of certifications across
many market-leading technologies. In parallel, we will extend our operating paradigms and
governance and compliance models to this broader set of technologies to integrate and provide end-
to-end capabilities for our customers as they digitize and evolve their environments.

Digitally Consumable Services Models. Looking ahead, we see opportunity to further expand in areas
where we can better serve customers through consumption models that allow them to experience our
services digitally. These models will combine our platforms, our technology governance, and our
ecosystem with ease-of-use and scalability, tailored to the needs of specific customer segments such
as middle-market enterprises.

To execute these strategies, our operating model will reflect that of a services company, emphasizing
customers and resulting in a flatter, faster, and more focused company. We will pursue an investment and
co-investment strategy focused on building our team, developing aligned intellectual property and
automation, and broadening our ecosystem of partnerships.

The Spin-Off

On October 8, 2020, IBM announced plans for the complete legal and structural separation of our
Business from IBM. In reaching the decision to pursue the Spin-Off, IBM considered a range of potential
structural alternatives for the Business and concluded that the Spin-Off is the most attractive alternative for
enhancing stockholder value. To effect the separation, first, IBM will undertake the series of Reorganization
Transactions described under “Certain Relationships and Related Party Transactions — Agreements with
IBM — Separation and Distribution Agreement.” IBM will subsequently distribute all of our common stock
to IBM’s stockholders, and following the Distribution, Kyndryl, holding the Business, will become an
independent, publicly traded company. Prior to completion of the Spin-Off, we intend to enter into a
separation and distribution agreement (the “Separation and Distribution Agreement”) and several other
agreements with IBM related to the Spin-Off. These agreements will govern our relationship with IBM up to
and after completion of the Spin-Off and allocate between us and IBM and various assets, liabilities and
obligations, including employee benefits, intellectual property and tax-related assets and liabilities. See
“Certain Relationships and Related Party Transactions” for more information.

Completion of the Spin-Off is subject to the satisfaction or waiver of a number of conditions. In
addition, IBM has the right not to complete the Spin-Off if, at any time, IBM’s board of directors, or the
“IBM Board,” determines, in its sole and absolute discretion, that the Spin-Off is not in the best interests of
IBM or its stockholders, or is otherwise not advisable. See “The Spin-Off — Conditions to the Spin-Off” for
more information.

Following the Spin-Off, we and IBM will each have a more focused business that will be better
positioned to invest more in growth opportunities and execute strategic plans best suited to address the
distinct market trends and opportunities for the respective businesses. Following the Reorganization
Transactions, we will hold IBM’s former managed infrastructure services business, and we will have greater
agility to design, run and modernize the technology environments of some of the world’s most important
organizations. We plan to focus on further developing our expertise in broad and complex mission-critical
IT environments and our separation from IBM will allow IBM to focus on its open hybrid cloud platform
and artificial intelligence capabilities. Further, the Spin-Off will allow our management team to devote its
time and attention to the corporate strategies and policies that are based specifically on the needs of our
Business. We plan to create incentives for our management and employees that align more closely with our
business performance and the interests of our stockholders, which will help us attract, retain and motivate
highly qualified personnel. Moreover, the Spin-Off is expected to increase the aggregate trading price of
each of our and IBM’s common stock above what the trading price of IBM common stock would have had if
it had continued to represent an interest in both the businesses, allowing each company to use its stock to
pursue and achieve strategic objectives including evaluating and effectuating acquisitions. Additionally, we
believe the
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Spin-Off will help align our stockholder base with the characteristics and risk profile of the respective
businesses. See “The Spin-Off — Reasons for the Spin-Off” for more information.

Following the Spin-Off, subject to the approval of our application, we expect our common stock to
trade on the                 under the ticker symbol “                 .”

Our Corporate Information

We were incorporated in December 2020. Our corporate headquarters will be located at One Vanderbilt
Avenue, 15th Floor, New York, New York 10017, and our telephone number is                 . Our
website address is www.kyndryl.com. Information contained on, or that can be accessed through, our
website is not part of, and is not incorporated into, this Information Statement.

Questions and Answers about IBM’s Reasons for the Spin-Off

The following provides only a summary of certain information regarding IBM’s reasons for the Spin-
Off. You should read this Information Statement in its entirety for a more detailed description of the matters
described below.

What are the reasons for the Spin-Off?

The IBM Board believes that the separation of the managed infrastructure services business
from IBM is in the best interests of IBM stockholders and for the success of the managed
infrastructure services business for a number of reasons. See “The Spin-Off — Reasons for
the Spin-Off” for more information.

Why is our separation structured as a spin-off?

IBM believes that a distribution of our shares that is tax-free to IBM and its stockholders for
U.S. federal income tax purposes is the most efficient way to separate our business from IBM.

Questions and Answers about the Spin-Off

The following provides only a summary of certain information regarding the Spin-Off. You should read
this Information Statement in its entirety for a more detailed description of the matters described below.

What is the Spin-Off?

The Spin-Off is the method by which we will separate from IBM. In the Spin-Off, IBM will
distribute to its stockholders all of the outstanding shares of our common stock. Following the
Spin-Off, we will be an independent, publicly traded company, and IBM will not retain any
ownership interest in our Company.

Is the completion of the Spin-Off subject to the satisfaction or waiver of any conditions?

Yes, the completion of the Spin-Off is subject to the satisfaction, or the IBM Board’s waiver,
of certain conditions. Any of these conditions may be waived by the IBM Board to the extent
such waiver is permitted by law. In addition, IBM may at any time until the Distribution
decide to abandon the Distribution or modify or change the terms of the Distribution. See
“The Spin-Off — Conditions to the Spin-Off” for more information.

Will the number of IBM shares I own change as a result of the Spin-Off?

No, the number of shares of IBM common stock you own will not change as a result of the
Spin-Off.

Will the Spin-Off affect the trading price of my IBM common stock?

The trading price of shares of IBM common stock immediately following the Distribution is
expected to be lower than the trading price immediately prior to the Distribution because the
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trading price will no longer reflect the value of the Business. IBM believes that our separation
from IBM offers its stockholders the greatest long-term value. There can be no assurance that,
following the Distribution, the combined trading prices of the IBM common stock and our
common stock will equal or exceed what the trading price of IBM common stock would have
been in the absence of the Spin-Off.

It is possible that after the Spin-Off, our and IBM’s combined equity value will be less than
IBM’s equity value before the Spin-Off.

What will I receive in the Spin-Off in respect of my IBM common stock?

As a holder of IBM common stock, you will receive a dividend of        shares of our
common stock for every       shares of IBM common stock you hold on the Record Date (as
defined below). The distribution agent will distribute only whole shares of our common stock
in the Spin-Off. See “The Spin-Off — Treatment of Fractional Shares” for more information
on the treatment of the fractional share you may be entitled to receive in the Distribution.
Your proportionate interest in IBM will not change as a result of the Spin-Off. For a more
detailed description, see “The Spin-Off.”

What is being distributed in the Spin-Off?

IBM will distribute approximately           shares of our common stock in the Spin-Off,
based on the approximately           shares of IBM common stock outstanding as
of           , 2021. The actual number of shares of our common stock that IBM will
distribute will depend on the total number of shares of IBM common stock outstanding on the
Record Date. The shares of our common stock that IBM distributes will constitute all of the
issued and outstanding shares of our common stock immediately prior to the Distribution. For
more information on the shares being distributed in the Spin-Off, see “Description of Our
Capital Stock — Common Stock.”

What do I have to do to participate in the Distribution?

All holders of IBM’s common stock as of the Record Date will participate in the Distribution.
You are not required to take any action in order to participate, but we urge you to read this
Information Statement carefully. Holders of IBM common stock on the Record Date will not
need to pay any cash or deliver any other consideration, including any shares of IBM common
stock, in order to receive shares of our common stock in the Distribution. In addition, no
stockholder approval of the Distribution is required. We are not asking you for a vote and
request that you do not send us a proxy card.

What is the record date for the Distribution?

IBM will determine record ownership as of the close of business on            , 2021,
which we refer to as the “Record Date.”

When will the Distribution occur?

The Distribution will be effective as of         , New York City time, on            ,
2021, which we refer to as the “Distribution Date.”

How will IBM distribute shares of our common stock?

On the Distribution Date, IBM will release the shares of our common stock to the distribution
agent to distribute to IBM stockholders. The whole shares of our common stock will be
credited in book-entry accounts for IBM stockholders entitled to receive the shares in the
Distribution. If you own IBM common stock as of the close of business on           ,
2021, the shares of our common stock that you are entitled to receive in the Distribution will
be issued to your account as follows:

Registered stockholders:   If you own your shares of IBM common stock directly through
IBM’s transfer agent (Computershare Trust Company, N.A.), you are a registered stockholder.
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In this case, the distribution agent will credit the whole shares of our common stock you
receive in the Distribution by way of direct registration in book-entry form to a new account
with our transfer agent. Registration in book-entry form refers to a method of recording share
ownership where no physical stock certificates are issued to stockholders, as is the case in the
Distribution. You will be able to access information regarding your book-entry account for
shares of our common stock at             or by calling            .

“Street name” or beneficial stockholders:   If you own your shares of IBM common stock
beneficially through a bank, broker or other nominee, the bank, broker or other nominee holds
the shares in “street name” and records your ownership on its books. In this case, your bank,
broker or other nominee will credit your account with the whole shares of our common stock
that you receive in the Distribution on or shortly after the Distribution Date. We encourage
you to contact your bank, broker or other nominee if you have any questions concerning the
mechanics of having shares held in “street name.”

See “The Spin-Off — When and How You Will Receive Our Shares” for a more detailed
explanation.

If I sell my shares of IBM common stock on or before the Distribution Date, will I still be entitled to
receive shares of our common stock in the Distribution?

If you sell your shares of IBM common stock before the Record Date, you will not be entitled
to receive shares of our common stock in the Distribution. If you hold shares of IBM common
stock on the Record Date and decide to sell them on or before the Distribution Date, you may
have the ability to choose to sell your IBM common stock with or without your entitlement to
receive our common stock in the Distribution. You should discuss the available options in this
regard with your bank, broker or other nominee. See “The Spin-Off — Trading Prior to the
Distribution Date” for more information.

How will fractional shares be treated in the Distribution?

The distribution agent will not distribute any fractional shares of our common stock in
connection with the Spin-Off. Instead, the distribution agent will aggregate all fractional
shares into whole shares and sell the whole shares in the open market at prevailing market
prices on behalf of IBM stockholders entitled to receive a fractional share. The distribution
agent will then distribute the aggregate cash proceeds of the sales, net of brokerage fees,
transfer taxes and other costs, pro rata to these holders (net of any required withholding for
taxes applicable to each holder). We anticipate that the distribution agent will make these
sales in the “when-issued” market, and “when-issued” trades will generally settle within two
trading days following the Distribution Date. See “Q: How will our common stock trade?” for
additional information regarding “when-issued” trading and “The Spin-Off — Treatment of
Fractional Shares” for a more detailed explanation of the treatment of fractional shares. The
receipt of cash in lieu of fractional shares generally will be taxable to the recipient IBM
stockholders for U.S. federal income tax purposes as described in the section entitled
“Material U.S. Federal Income Tax Consequences of the Spin-Off.” The distribution agent
will, in its sole discretion, without any influence by IBM or us, determine when, how, through
which broker-dealer and at what price to sell the whole shares of our common stock. The
distribution agent is not, and any broker-dealer used by the distribution agent will not be, an
affiliate of either IBM or us.

What are the U.S. federal income tax consequences to me of the Distribution?

Completion of the Spin-Off is conditioned on IBM’s receipt of a separate written opinion
from Paul, Weiss, Rifkind and Wharton & Garrison LLP to the effect that the Distribution will
qualify for non-recognition of gain and loss under Section 355 and related provisions of the
Internal Revenue Code of 1986 (the “Code”). Accordingly, it is expected that the Distribution,
together with certain related transactions, qualifies as a transaction that is tax-free to IBM and
IBM’s stockholders, for U.S. federal income tax purposes, under Sections 368(a)(1)(D) and
355 of the Code, and thus no gain or loss will be recognized by, or be includible in the income
of, a U.S. Holder (as defined in “Material U.S. Federal Income Tax Consequences of
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the Spin-Off”) as a result of the Distribution, except with respect to any cash (if any) received
by IBM stockholders in lieu of fractional shares. After the Distribution, IBM stockholders
will allocate their basis in their IBM common stock held immediately before the Distribution
between their IBM common stock and our common stock in proportion to their relative fair
market values on the date of Distribution. See “Material U.S. Federal Income Tax
Consequences of the Spin-Off” for more information regarding the potential tax consequences
to you of the Spin-Off. You should consult your tax advisor as to the particular tax
consequences of the Spin-Off to you.

Do I have appraisal rights in connection with the Spin-Off?

No. Holders of IBM common stock are not entitled to appraisal rights in connection with the
Spin-Off.

Where can I get more information?

If you have any questions relating to the mechanics of the Distribution, you should contact the
distribution agent at: 
   
   
   

Before the Spin-Off, if you have any questions relating to the Spin-Off, you should contact
IBM at: 
   
   
   

After the Spin-Off, if you have any questions relating to Kyndryl, you should contact us 
at: 
   
   
   

Questions and Answers about Kyndryl

The following provides only a summary of certain information regarding Kyndryl. You should read this
Information Statement in its entirety for a more detailed description of the matters described below.

Do we intend to pay cash dividends?

Following the separation, the initial combined dividend level of Kyndryl and IBM is expected
to be no less than IBM’s pre-spin dividend per share. The timing, declaration, amount and
payment of future dividends to stockholders will fall within the discretion of our board of
directors (our “Board”). Among the items we will consider when evaluating the payment of
dividends will be the capital needs of our business and opportunities to retain future earnings
for use in the operation of our business and to fund future growth. See “Dividend Policy” for
more information.

Will we incur any debt prior to or at the time of the Distribution?

In connection with the Spin-Off, we expect to incur indebtedness in an aggregate principal
amount of approximately $      of senior notes and term loans, of which $      of the net
proceeds will be transferred to IBM substantially concurrently with the consummation of the
Spin-Off. We also intend to enter into a revolving credit facility, none of which is expected to
be drawn at the closing of the Spin-Off. The terms of such indebtedness are subject to change
and will be finalized prior to the closing of the Spin-Off. See “Capitalization,” “Unaudited
Pro Forma Condensed Combined Financial Statements,” and “Management’s Discussion and
Analysis of Financial Condition and Results of Operations — Other Information — Liquidity
and Capital Resources” for more information.
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How will our common stock trade?

We intend to apply to list our common stock on the           under the symbol “        
  .” Currently, there is no public market for our common stock.

We anticipate that trading in our common stock will begin on a “when-issued” basis as early
as one trading day prior to the Record Date for the Distribution and will continue up to and
including the Distribution Date. “When-issued” trading in the context of a spin-off refers to a
sale or purchase made conditionally on or before the Distribution Date because the securities
of the spun-off entity have not yet been distributed. “When-issued” trades generally settle
within two trading days after the Distribution Date. On the first trading day following the
Distribution Date, any “when-issued” trading of our common stock will end and “regular-
way” trading will begin. Regular-way trading refers to trading after the security has been
distributed and typically involves a trade that settles on the second full trading day following
the date of the trade. See “The Spin-Off — Trading Prior to the Distribution Date” for more
information. We cannot predict the trading prices for our common stock before, on or after the
Distribution Date.

Who is the transfer agent and registrar for our common stock?

           is the transfer agent and registrar for our common stock.

Are there risks associated with owning shares of our common stock?

Yes, there are substantial risks associated with owning shares of our common stock.
Accordingly, you should read carefully the information set forth under “Risk Factors” in this
Information Statement.

Summary of Risk Factors

An investment in our company is subject to a number of risks. These risks relate to our business,
cybersecurity and data privacy, laws and regulations, financing and capital markets activities, the Spin-Off
and our common stock and the securities market. Any of these risks and other risks could materially and
adversely affect our business, financial condition and results of operations and the actual outcome of matters
as to which forward-looking statements are made in this Information Statement. Please read the information
in the section captioned “Risk Factors” of this Information Statement for a description of the principal risks
that we face.
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RISK FACTORS

Risks Relating to Our Business

A lack of new customers, retention of existing customers and sales of additional services to customers could
adversely impact our revenue and results of operations.

Our ability to maintain or increase our revenues and profit may be impacted by a number of factors,
including our ability to attract new customers, retain existing customers and sell additional, comparable
gross margin services to our customers. We may incur higher customer acquisition or retention costs as a
result of the Spin-Off and as we seek to grow our customer base and expand our markets. Moreover, to the
extent we are unable to retain and sell additional services to existing customers, our revenue and results of
operations may decrease. Our outsourcing customer contracts typically have an average duration of over
five years and, unless terminated, may be renewed or automatically extended on a month-to-month basis.
Our customers have no obligation to renew their services after their initial contract periods expire and any
termination fees associated with an early termination may not be sufficient to recover our costs associated
with such contracts. The loss of business from any of our major customers, whether by the cancellation of
existing contracts, the failure to obtain new business or lower overall demand for our services, could
adversely impact our revenue and results of operations.

Technological developments and the speed by which we respond to them could adversely impact our long-term
success.

Our business depends on generating and maintaining ongoing, profitable customer demand for our
services and solutions, including through the creation, adaptation and expansion of our services and
solutions in response to ongoing changes in technology. A significant reduction in such demand or a failure
to invest in strategic growth areas could materially affect our results of operations. Technological
developments may cause customers to delay spending under existing contracts and engagements, or to delay
entering into new contracts while they evaluate new technologies, which could negatively impact our results
of operations if we are unable to introduce new commercial models that reflect the value of these
technological developments or if customer spending on new technologies is not sufficient to make up any
shortfall caused by such delays.

We may not meet our growth and productivity objectives.

Our goals for profitability and capital return following the Spin-Off rely upon a number of
assumptions, including our ability to make successful investments to grow and further develop our business
and simplify our operations. The risks and challenges we face in connection with our strategies include
expanding our professional services capability, expanding in geographies where we currently have a small
presence and ensuring that our services remain competitive in a rapidly changing technological
environment. We may invest significantly in key strategic areas to drive long-term revenue growth and
market share gains. These investments may adversely affect our near-term revenue growth and results of
operations, and we cannot guarantee that they will ultimately be successful. Customer adoption rates and
viable economic models are less certain in highly competitive segments. Additionally, emerging business
and delivery models may unfavorably impact demand and profitability for our solutions or services. If we
are unable to find partners to develop cutting-edge innovations in a highly competitive and rapidly evolving
environment, or are unable to implement and integrate such innovations with sufficient speed and
versatility, we could fail in our ongoing efforts to maintain and increase our market share and profit
margins.

Competition in the markets in which we operate may adversely impact our results of operations.

Our competitors include incumbents that have expanded their offerings to migration and management
of cloud-based environments; companies that utilize labor-based models and leverage talent pools primarily
in lower-cost countries that have grown to offer a broad range of services with a worldwide presence; and
advisory-focused system integrators specializing in bringing together disparate technology environments so
that they function as one. Our competitiveness is based on factors including quality of services, technical
skills and capabilities, industry knowledge and experience, financial value, ability to innovate, intellectual
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property and methods, contracting flexibility, and speed of execution. If we are unable to compete based on
such factors, our results of operations and business prospects could be harmed.

This competition may decrease our revenue and place downward pressure on operating margins in our
industry, particularly for contract extensions or renewals. As a result, we may not be able to maintain our
current revenue and operating margins, or achieve favorable operating margins, for contracts extended or
renewed in the future. If we fail to create and sustain an efficient and effective cost structure that scales with
revenues during periods with declining revenues, our margins and results of operations may be adversely
affected.

We have a large portfolio of services and we need to strategically allocate financial, personnel and
other resources across these services while competing with companies that have smaller portfolios or
specialize in one or more of our service lines. Our competitors may have greater financial, technical and
marketing resources available to them compared to the resources allocated to our services. In addition,
competitors who have a greater presence and brand recognition in some of the markets in which we
compete, or who can provide more favorable contractual terms and conditions, may be more successful at
winning new business. Industry consolidation may also affect competition by creating larger and potentially
stronger competitors in the markets in which we operate, furthering pressuring margins. Additionally,
competitors may affect our business by entering into exclusive arrangements with existing or potential
customers or suppliers. Companies with whom we have alliances in certain areas may be or become
competitors in other areas. In addition, companies with whom we have alliances also may acquire or form
alliances with competitors, which could reduce their business with us. If we are unable to effectively
manage these complicated relationships with alliance partners, our business and results of operations could
be adversely affected.

Our business could be adversely impacted by our relationships with critical suppliers and partners.

Our business employs a wide variety of products and services from a number of suppliers and partners
around the world. Our relationships with our partners, who supply us with necessary components to the
services and solutions we offer our customers, are also critical to our ability to provide many of our services
and solutions that address customer demands. There can be no assurance that we will be able to maintain
such relationships, including in light of our separation from IBM. Among other things, such partners may in
the future decide to compete with us, form exclusive or more favorable arrangements with our competitors
or otherwise reduce our access to their products impairing our ability to provide the services and solutions
demanded by customers. Further, changes in the business condition (financial or otherwise) of these
suppliers or partners could subject us to losses and affect our ability to bring our offerings to market.
Additionally, the failure of our suppliers and partners to deliver products and services in sufficient
quantities, in a timely manner, and in compliance with all applicable laws and regulations could adversely
affect our business. Any defective products or inadequate services received from suppliers or partners could
reduce the reliability of our services and harm our reputation.

If we are unable to attract and retain key personnel and other skilled employees, our business could be harmed.

If any of our key employees were to leave, we could face substantial difficulty in hiring qualified
successors and could experience a loss in productivity while any successor obtains the necessary training
and experience. Although we have arrangements with some of our executive officers designed to promote
retention, our employment relationships are generally at-will and key employees may leave us. We cannot
assure you that one or more key employees will not leave in the future. We intend to continue to hire
additional highly qualified personnel but may not be able to attract, assimilate or retain similarly qualified
personnel in the future.

In addition, much of our future success depends on the continued service, availability and integrity of
skilled employees, including technical, marketing and staff resources. Skilled and experienced personnel in
the areas where we compete are in high demand, and competition for their talents is intense. Our inability to
retain skilled employees could intensify the adverse impact of a shortage of critical skills. Changing
demographics and labor workforce trends also may result in a shortage of or insufficient knowledge and
skills. Further, as global opportunities and industry demand shifts, realignment, training and scaling of
skilled resources may not be sufficiently rapid or successful. Any failure to attract, integrate, motivate and
retain these employees could harm our business.
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Due to our global presence, our business and operations could be adversely impacted by local legal, economic,
political, health and other conditions, including the COVID-19 pandemic.

We are a globally integrated company and have operations worldwide. Changes in the laws or policies
of the countries in which we operate, or inadequate development or enforcement of such laws or policies,
could affect our business and our overall results of operations. Further, we may be impacted directly or
indirectly by the development and enforcement of laws and regulations in the U.S. and globally that are
specifically targeted at the technology industry. Our results of operations also could be affected by
economic and political changes in those countries and by macroeconomic changes, including recessions,
inflation, currency fluctuations between the U.S. dollar and non-U.S. currencies and adverse changes in
trade relationships amongst those countries. As we expand our customer base and the scope of our offerings,
both within the United States and globally, we may be further impacted by additional regulatory or other
risks, including compliance with U.S. and foreign data privacy requirements, data localization requirements,
labor relations laws, enforcement of IP protection laws, laws relating to anti-corruption, anti-competition
regulations, and import, export and trade restrictions. Further, international trade disputes could create
uncertainty. Tariffs and international trade sanctions resulting from these disputes could affect our ability to
move goods and services across borders, or could impose added costs to those activities. Measures taken to
date by us to mitigate these impacts could be made less effective should trade sanctions or tariffs change. In
addition, any widespread outbreak of an illness, pandemic or other local or global health issue, natural
disasters including those that could be related to climate change impacts, or uncertain political climates,
international hostilities, or any terrorist activities, could adversely affect customer demand, our operations
and supply chain, and our ability to source and deliver solutions to our customers. For example, the
COVID-19 pandemic has created significant volatility, uncertainty and economic disruption. In the current
macroeconomic environment, customers continue to balance short-term challenges and opportunities for
transformation. While some customers have begun to accelerate their digital transformation and increase
their expenditures, the short-term priorities of other customers continue to be focused on operational
stability, flexibility and cash preservation, and as such, we may experience some disruptions in transactional
performance. Additionally, customers’ short-term priorities, as well as quarantines, limitations on travel and
other factors associated with the COVID-19 pandemic may result in delays in some services projects.
Another example, the U.K.’s withdrawal from the E.U., commonly referred to as “Brexit,” has caused global
economic, trade and regulatory uncertainty. We are actively monitoring and planning for possible impacts
from Brexit.

A downturn in the economic environment and customer spending budgets could adversely impact our business.

Our overall performance depends in part on global macroeconomic and geopolitical conditions, which
can change suddenly and unpredictably. Because we operate globally and have significant businesses in
many markets, an economic slowdown in any of those markets could adversely affect our results of
operations. If overall demand for our solutions decreases, or if customers decide to reduce their spending
budgets as a result of such conditions, including those associated with the COVID-19 pandemic, our
revenue and profit could be materially and adversely impacted.

Damage to our reputation could adversely impact our business.

Our reputation may be susceptible to damage by events such as significant disputes with customers,
internal control deficiencies, delivery failures, cybersecurity incidents, government investigations or legal
proceedings or actions of current or former customers, directors, employees, competitors, vendors, alliance
partners or joint venture partners. If we fail to gain a positive reputation as leader in our field, or if our
brand image is tarnished by negative perceptions, our ability to attract and retain customers and talent could
be impacted.

If we are unable to accurately estimate the cost of services and the timeline for completion of contracts, the
profitability of our contracts may be materially and adversely affected.

Our commercial contracts are typically awarded on a competitive or “Sole source” basis. Our bids are
based upon, among other items, the expected price to provide the services. We are dependent on our internal
forecasts and predictions about our projects and the marketplace and, to generate an acceptable return on
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our investment in these contracts, we must be able to accurately estimate our costs to provide the services
required by the contract and to complete the contracts in a timely manner. We face a number of risks when
pricing our contracts, as many of our projects entail the coordination of operations and workforces in
multiple locations and utilizing workforces with different skill sets and competencies across geographically
diverse service locations. In addition, revenues from some of our contracts are recognized using
the percentage-of-completion method, which requires estimates of total costs at completion, fees earned on
the contract, or both. This estimation process, particularly due to the technical nature of the services being
performed and the long-term nature of certain contracts, is complex and involves significant judgment.
Adjustments to original estimates are often required as work progresses, experience is gained, and
additional information becomes known, even though the scope of the work required under the contract may
not change. If we fail to accurately estimate our costs or the time required to complete a contract, the
profitability of our contracts may be materially and adversely affected.

Service delivery issues could adversely impact our business and operating results.

We have customer agreements in place that include certain service level commitments. If we are unable
to meet such commitments, we may be contractually obligated to pay penalties or provide these customers
with service credits for a portion of the service fees paid by our customers. However, we cannot be assured
that our customers will accept these penalties or credits in lieu of other legal remedies that may be available
to them. Our failure to meet our commitments could also result in customer dissatisfaction or loss and have
an adverse effect on our business, financial condition and results of operations.

Risks from acquisitions, alliances and dispositions include integration challenges, failure to achieve objectives, the
assumption of liabilities and higher debt levels.

Subject in certain circumstances to the consent of IBM under the Tax Matters Agreement, as discussed
in “— Risks Relating to the Spin-Off,” we may decide to make acquisitions, alliances and dispositions in
furtherance of our strategy. Such transactions present significant challenges and risks and there can be no
assurances that we will identify or manage such transactions successfully or that strategic opportunities will
be available to us on acceptable terms or at all. The related risks include us failing to achieve strategic
objectives, anticipated revenue improvements and cost savings, the failure to retain key strategic
relationships of acquired companies, the failure to retain key personnel and the assumption of liabilities
related to litigation or other legal proceedings involving the businesses in such transactions, as well as the
failure to close planned transactions. Such transactions may require us to secure financing and the
indebtedness we incur concurrently with or prior to the Distribution may limit the availability of financing
to us or the favorability of the terms of available financing. If we do acquire other companies, we may not
realize all the economic benefit from those acquisitions, which could cause an impairment of goodwill or
intangible assets. If our goodwill or net intangible assets become impaired, we may be required to record a
charge to our Combined Income Statement.

We could be adversely impacted by our business with government customers.

Our customers include numerous governmental entities within and outside the United States, including
foreign governments and U.S. state and local entities. Some of our agreements with these customers may be
subject to periodic funding approval. Funding reductions or delays could adversely impact public sector
demand for our services. Also, government contracts tend to be have additional requirements beyond
commercial contracts and, for example, may contain provisions providing for higher liability limits for
certain losses. In addition, we could be suspended or debarred as a governmental contractor and could incur
civil and criminal fines and penalties, which could negatively impact our results of operations, financial
results and reputation.

Intellectual property matters could adversely impact our business.

Our intellectual property rights may not prevent competitors from independently developing services
similar to or duplicative to ours, nor can there be any assurance that the resources invested by us to protect
our intellectual property will be sufficient or that our intellectual property portfolio will adequately deter
misappropriation or improper use of our technology. Our ability to protect our intellectual property could
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also be impacted by changes to existing laws, legal principles and regulations governing intellectual
property. Further, we rely on third party intellectual property rights, open source software, and other third-
party software in providing some of our services and solutions and there can be no assurances that we will
be able to obtain from third parties the licenses we need in the future. If we cannot obtain licenses to third
party intellectual property on commercially reasonable terms, or if we must obtain alternative or substitute
technology or to redesign services, our business may be adversely affected. Additionally, we cannot be sure
that our services and solutions, or the solutions of others that we offer to our customers, do not infringe on
the intellectual property rights of third parties (including competitors as well as non-practicing holders of
intellectual property assets), and these third parties could claim that we, our customers or parties
indemnified by us are infringing upon their intellectual property rights. In addition, we may be the target of
aggressive and opportunistic enforcement of patents by third parties, including patent assertion entities and
non-practicing entities. These claims, even if we believe they have no merit, could subject us to a temporary
or permanent injunction or damages, harm our reputation, divert management attention and resources, and
cause us to incur substantial costs or prevent us from offering some services or solutions in the future. Even
if we have an agreement providing for third parties to indemnify us for the foregoing claims, the
indemnifying parties may be unwilling or unable to fulfill their contractual obligations.

Risks Relating to Cybersecurity and Data Privacy

Cybersecurity and privacy considerations could adversely impact our business.

There are numerous and evolving risks to cybersecurity and privacy, including risks originating from
intentional acts of criminal hackers, hacktivists and nation states; from intentional and unintentional acts of
customers, contractors, business partners, vendors, employees, competitors and other third parties; and from
errors in processes or technologies, as well as the risks associated with an increase in the number of
customers, contractors, business partners, vendors, employees and other third parties working remotely as a
result of the COVID-19 pandemic. Computer hackers and others routinely attack the security of technology
products, services, systems and networks using a wide variety of methods, including ransomware or other
malicious software and attempts to exploit vulnerabilities in hardware, software, and infrastructure. Attacks
also include social engineering to fraudulently induce customers, contractors, business partners, vendors,
employees and other third parties to disclose information, transfer funds, or unwittingly provide access to
systems or data. We are at risk of security breaches not only of our own services, systems and networks, but
also those of customers, contractors, business partners, vendors, employees and other third parties. Cyber
threats are continually evolving, making it difficult to defend against certain threats and vulnerabilities that
can persist undetected over extended periods of time. Our services, systems and networks, including cloud-
based systems and systems and technologies that we maintain on behalf of our customers, may be used in
critical company, customer or third-party operations, and involve the storage, processing and transmission
of sensitive data, including valuable intellectual property, other proprietary or confidential data, regulated
data, and personal information of employees, customers and others. These services, systems and networks
are also used by customers in heavily regulated industries, including those in the financial services,
healthcare, critical infrastructure and government sectors. Successful cybersecurity attacks or other security
incidents could result in, for example, one or more of the following: unauthorized access to, disclosure,
modification, misuse, loss, or destruction of company, customer, or other third party data or systems; theft
or import or export of sensitive, regulated, or confidential data including personal information and
intellectual property; the loss of access to critical data or systems through ransomware, crypto mining,
destructive attacks or other means; and business delays, service or system disruptions or denials of service.
In the event of such actions, we, our customers and other third parties could be exposed to liability,
litigation, and regulatory or other government action, as well as the loss of existing or potential customers,
damage to brand and reputation, damage to our competitive position, and other financial loss. In addition,
the cost and operational consequences of responding to cybersecurity incidents and implementing
remediation measures could be significant. In our industry, security vulnerabilities are increasingly
discovered, publicized and exploited across a broad range of hardware, software or other infrastructure,
elevating the risk of attacks and the potential cost of response and remediation for us and our customers. In
addition, the fast-paced, evolving, pervasive, and sophisticated nature of certain cyber threats and
vulnerabilities, as well as the scale and complexity of the business and infrastructure, make it possible that
certain threats or vulnerabilities will be undetected or unmitigated in time to prevent or minimize the impact
of an attack on us or our
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customers. Cybersecurity risk to us and our customers also depends on factors such as the actions, practices
and investments of customers, contractors, business partners, vendors and other third parties. Cybersecurity
attacks or other catastrophic events resulting in disruptions to or failures in power, information technology,
communication systems or other critical infrastructure could result in interruptions or delays to company,
customer, or other third party operations or services, financial loss, injury or death to persons or property,
potential liability, and damage to brand and reputation. Although we continuously take significant steps to
mitigate cybersecurity risk across a range of functions, such measures can never eliminate the risk entirely
or provide absolute security. To date, while we continue to monitor for, identify, investigate, respond to,
remediate and develop plans to quickly recover from cybersecurity incidents, there have not been
cybersecurity incidents that have had a material adverse effect on us, though there is no assurance that there
will not be cybersecurity incidents that will have a material adverse effect in the future.

As a global enterprise, the regulatory environment with regard to cybersecurity, privacy and data
protection issues is increasingly complex and will continue to impact our business, including through
increased risk, increased costs, and expanded or otherwise altered compliance obligations. As our reliance
on data grows, the potential impact of regulations on our business, risks, and reputation will grow
accordingly. The enactment and expansion of data protection and privacy laws and regulations around the
globe, including an increased focus on international data transfer mechanisms driven by the European Court
of Justice decision in the Schrems II matter; the lack of harmonization of such laws and regulations; the
increase in associated litigation and enforcement activity; the potential for damages, fines and penalties; and
the potential regulation of new and emerging technologies, such as artificial intelligence, will continue to
result in increased compliance costs and risks. Any additional costs and penalties associated with increased
compliance, enforcement and risk reduction could make certain offerings less profitable or increase the
difficulty of bringing certain offerings to market.

Risks Relating to Laws and Regulations

Tax matters could impact our results of operations and financial condition.

We are subject to income taxes in both the United States and numerous foreign jurisdictions. We
calculate and provide for taxes in each tax jurisdiction in which we operate. Tax accounting often involves
complex matters and requires our judgment to determine our worldwide provision for income taxes and
other tax liabilities. Our provision for income taxes and cash tax liability in the future could be adversely
affected by numerous factors including, but not limited to, income before taxes being lower than anticipated
in countries with lower statutory tax rates and higher than anticipated in countries with higher statutory tax
rates, changes in the valuation of deferred tax assets and liabilities, and changes in tax laws, regulations,
accounting principles or interpretations thereof, which could adversely impact our results of operations and
financial condition in future periods. The Organization for Economic Cooperation and Development
(OECD) continues to issue guidelines that are different, in some respects, than long-standing international
tax principles. As countries unilaterally amend their tax laws to adopt certain parts of the OECD guidelines,
this may increase tax uncertainty and may adversely impact our income taxes. Local country, state,
provincial or municipal taxation may also be subject to review and potential override by regional, federal,
national or similar forms of government, which may also adversely impact our income taxes. It is likely that
our tax returns could be examined by taxing authorities in the jurisdictions in which we do business which
also could adversely impact our income tax provision.

We are subject to legal proceedings and investigatory risks.

As a company with approximately 90,000 employees and with customers in over 100 countries, we are
or may become involved as a party and/or may be subject to a variety of claims, demands, suits,
investigations, tax matters and other proceedings that arise from time to time in the ordinary course of our
business. The risks associated with such legal proceedings are described in more detail in note K,
“Commitments and Contingencies” in the combined financial statements elsewhere in this Information
Statement. We believe that we have adopted appropriate risk management and compliance programs. Legal
and compliance risks, however, will continue to exist and additional legal proceedings and other
contingencies, the outcome of which cannot be predicted with certainty, may arise from time to time.
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We could incur costs for environmental matters.

We are subject to various federal, state, local and foreign laws and regulations concerning the discharge
of materials into the environment or otherwise related to environmental protection. We could incur costs,
including cleanup costs, fines and civil or criminal sanctions, as well as third-party claims for property
damage or personal injury, if we were to violate or become liable under environmental laws and regulations.
Compliance with environmental laws and regulations is not expected to have a material adverse effect on
our financial position, results of operations and competitive position.

Risks Relating to Financing and Capital Markets Activities

The commercial and credit environment may adversely affect our access to capital.

Our ability to issue debt or enter into other financing arrangements on acceptable terms could be
adversely affected if there is a material decline in the demand for our services or in the solvency of our
customers or suppliers or if there are other significantly unfavorable changes in economic conditions.
Volatility in the world financial markets could increase borrowing costs or affect our ability to access the
capital markets. These conditions may adversely affect our ability to obtain targeted credit ratings prior to
and following the Spin-Off.

Our financial performance could be adversely impacted by changes in market liquidity conditions and by customer
credit risk on receivables.

Our financial performance is exposed to a wide variety of industry sector dynamics worldwide,
including sudden shifts in regional or global economic activity such as those associated with the COVID-19
pandemic. Our earnings and cash flows, as well as our access to funding, could be negatively impacted by
changes in market liquidity conditions. Our customer base includes many worldwide enterprises, from small
and medium businesses to the world’s largest organizations and governments, with a significant portion of
our revenue coming from global customers across many sectors. If we become aware of information related
to the creditworthiness of a major customer, or if future actual default rates on receivables in general differ
from those currently anticipated, we may have to adjust our allowance for credit losses, which could affect
our net income in the period the adjustments are made.

Our results of operations and financial condition could be negatively impacted by our pension plans.

Adverse financial market conditions and volatility in the credit markets may have an unfavorable
impact on the value of our pension trust assets and its future estimated pension liabilities. As a result, our
financial results in any period could be negatively impacted. In addition, in a period of an extended
financial market downturn, we could be required to provide incremental pension plan funding with resulting
liquidity risk which could negatively impact our financial flexibility. Further, our results could be negatively
impacted by premiums for mandatory pension insolvency insurance coverage outside the United States.
Premium increases could be significant due to the level of insolvencies of unrelated companies in the
country at issue.

We are exposed to currency risk that could adversely impact our revenue and business.

We derive a significant percentage of our revenues and costs from our affiliates operating in local
currency environments, and those results are affected by changes in the relative values of non-U.S.
currencies and the U.S. dollar, as well as sudden shifts in regional or global economic activity such as those
associated with the COVID-19 pandemic. In addition, large changes in foreign exchange rates relative to
our functional currencies could increase the costs of our services to customers relative to local competitors,
thereby causing us to lose existing or potential customers to these local competitors. Further, as we grow
our international operations, our exposure to foreign currency risk could become more significant. We have
not independently executed derivative financial instruments to manage our foreign currency risk and instead
have participated in a centralized foreign currency hedging program administered by IBM to reduce foreign
currency volatility. Our current strategy does not include hedging all of our foreign currency exposures and
the hedges placed through the centralized program may not fully mitigate our foreign currency risk or may
prove disadvantageous. At the time of the Spin-Off, we intend to have our own risk management program,
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hedging foreign currency exposure and interest rate risk. See “— Risks Relating to the Spin-Off — We may
be unable to make, on a timely or cost-effective basis, the changes necessary to operate as an independent,
publicly traded company, and we may experience increased costs after the Spin-Off.”

Risks Relating to the Spin-Off

The Spin-Off could result in significant tax liability to IBM and its stockholders if it is determined to be a taxable
transaction.

Completion of the Spin-Off is conditioned on IBM’s receipt of a written opinion from Paul, Weiss,
Rifkind and Wharton & Garrison LLP to the effect that the Distribution will qualify for non-recognition of
gain and loss under Section 355 and related provisions of the Code. IBM can waive receipt of the tax
opinion as a condition to the completion of the Spin-Off.

The opinion of counsel does not address any U.S. state or local or foreign tax consequences of the
Spin-Off. The opinion assumes that the Spin-Off will be completed according to the terms of the Separation
and Distribution Agreement and relies on the facts as stated in the Separation and Distribution Agreement,
the Tax Matters Agreement, the other ancillary agreements, this Information Statement and a number of
other documents. In addition, the opinion is based on certain representations as to factual matters from, and
certain covenants by IBM and us. The opinion cannot be relied on if any of the assumptions, representations
or covenants is incorrect, incomplete or inaccurate or is violated in any material respect.

The opinion of counsel is not binding on the IRS or the courts, and there can be no assurance that the
IRS or a court will not take a contrary position. If the conclusions expressed in the opinion are challenged
by the IRS, and if the IRS prevails in such challenge, the tax consequences of the Spin-Off could be
materially less favorable.

If the Spin-Off were determined not to qualify for non-recognition of gain or loss under Section 355
and related provisions of the Code, each U.S. Holder who receives our common stock in the Distribution
would generally be treated as receiving a distribution in an amount equal to the fair market value of our
common stock received, which would generally result in: (1) a taxable dividend to the U.S. Holder to the
extent of that U.S. Holder’s pro rata share of IBM’s current or accumulated earnings and profits; (2) a
reduction in the U.S. Holder’s basis (but not below zero) in IBM common stock to the extent the amount
received exceeds the stockholder’s share of IBM’s earnings and profits; and (3) taxable gain from the
exchange of IBM common stock to the extent the amount received exceeds the sum of the U.S. Holder’s
share of IBM’s earnings and profits and the U.S. Holder’s basis in its IBM common stock. See below and
“Material U.S. Federal Income Tax Consequences of the Spin-Off.”

If the Spin-Off were determined not to qualify as tax-free for U.S. federal income tax purposes, we could have an
indemnification obligation to IBM, which could adversely affect our business, financial condition and results of
operations.

If, as a result of any of our representations being untrue or our covenants being breached, the Spin-Off
were determined not to qualify for non-recognition of gain or loss under Section 355 and related provisions
of the Code, we could be required to indemnify IBM for the resulting taxes and related expenses. Those
amounts could be material. Any such indemnification obligation could adversely affect our business,
financial condition and results of operations.

In addition, if we or our stockholders were to engage in transactions that resulted in a 50% or greater
change by vote or value in the ownership of our stock during the four-year period beginning on the date that
begins two years before the date of the Distribution, the Spin-Off would generally be taxable to IBM, but
not to stockholders, under Section 355(e), unless it were established that such transactions and the Spin-Off
were not part of a plan or series of related transactions. If the Spin-Off were taxable to IBM due to such a
50% or greater change in ownership of our stock, IBM would recognize gain equal to the excess of the fair
market value on the Distribution Date of our common stock distributed to IBM stockholders over IBM’s tax
basis in our common stock, and we generally would be required to indemnify IBM for the tax on such gain
and related expenses. Those amounts could be material. Any such indemnification obligation
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could adversely affect our business, financial condition and results of operations. See “Certain Relationships
and Related Party Transactions — Agreements with IBM — Tax Matters Agreement.”

We intend to agree to numerous restrictions to preserve the non-recognition treatment of the Spin-Off, which may
reduce our strategic and operating flexibility.

To preserve the tax-free nature of the Spin-Off and related transactions, we intend to agree in the Tax
Matters Agreement to covenants and indemnification obligations that address compliance with Section 355
of the Code and related provisions of the Code, as well as state, local and foreign tax law. These covenants
will include certain restrictions on our activity for a period of two years following the Spin-Off.
Specifically, we will be subject to certain restrictions on our ability to enter into acquisition, merger,
liquidation, sale and stock redemption transactions with respect to our stock or assets. In addition, under the
Tax Matters Agreement, we may be required to indemnify IBM against any such tax liabilities as a result of
the acquisition of our stock or assets, even if we do not participate in or otherwise facilitate the acquisition.
Furthermore, we will be subject to specific restrictions on discontinuing the active conduct of our trade or
business, the issuance or sale of stock or other securities (including securities convertible into our stock but
excluding certain compensatory arrangements), and sales of assets outside the ordinary course of business.
These covenants and indemnification obligations may limit our ability to pursue strategic transactions or
engage in new businesses or other transactions that may maximize the value of our business, and might
discourage or delay a strategic transaction that our stockholders may consider favorable. See “Certain
Relationships and Related Party Transactions — Agreements with IBM — Tax Matters Agreement.”

We may be unable to achieve some or all of the benefits that we expect to achieve from the Spin-Off.

We may be unable to achieve the full strategic and financial benefits expected to result from the
separation and distribution, or such benefits may be delayed or not occur at all. We believe that, as an
independent, publicly traded company, we will be able to, among other things, more effectively focus on
pursue our own distinct operating priorities and strategies, position us as a global leader in our industry with
the ability to better address specific market dynamics and target innovation, increase the aggregate trading
price of the stock of IBM and Kyndryl above the trading price that the stock of IBM would have had if it
had continued to represent an interest in both the businesses, create incentives for our management and
employees that align more closely with our business performance and the interests of our stockholders, and
allow us to articulate a clear investment proposition and tailored capital allocation policy to attract a long-
term investor base best suited to our business needs. We may be unable to achieve some or all of the
benefits that we expect to achieve as an independent company in the time we expect, if at all, for a variety
of reasons, including: (i) the completion of the Spin-Off will require significant amounts of our
management’s time and effort, which may divert management’s attention from operating and growing our
business; (ii) following the Spin-Off, we may be more susceptible to market fluctuations and other adverse
events than if it were still a part of IBM; (iii) following the Spin-Off, our businesses will be less diversified
than IBM’s businesses prior to the separation; (iv) the other actions required to separate IBM’s and our
respective businesses could disrupt our operations; and (v) under the terms of the Tax Matters Agreement,
we will be restricted from taking certain actions that could cause the Distribution to fail to qualify as a tax-
free transaction and these restrictions may limit us for a period of time from pursuing strategic transactions
and equity issuances or engaging in other transactions that may increase the value of our business. If we fail
to achieve some or all of the benefits that we expect to achieve as an independent company, or do not
achieve them in the time we expect, our business, financial condition and results of operations could be
adversely affected.

The terms we will receive in our agreements with IBM could be less beneficial than the terms we may have
otherwise received from unaffiliated third parties.

The agreements we will enter into with IBM in connection with the separation, will be negotiated prior
to the Spin-Off, at a time when our business will still be operated by IBM. The agreements generally will be
entered into on arms-length terms similar to those that would be agreed with an unaffiliated third party such
as a buyer in sale transaction, but we will not have an independent board of directors or a management team
independent of IBM representing its interests while the agreements are being negotiated. In addition, until
the Distribution occurs, we will continue to be a wholly owned subsidiary of IBM and, accordingly, IBM

  

20 



TABLE OF CONTENTS

Confidential Treatment Requested by Kyndryl Holdings, LLC
Pursuant to 17 C.F.R. Section 200.83

will still have the discretion to determine and change the terms of the separation until the Distribution Date.
As a result of these factors, the terms of those agreements may not reflect terms that would have resulted
from arm’s-length negotiations between unaffiliated third parties and it is possible that we might have been
able to achieve more favorable terms if the circumstances differed. See “Certain Relationships and Related
Party Transactions.”

Our customers, prospective customers, suppliers or other companies with whom we conduct business may need
assurances that our financial stability on a stand-alone basis is sufficient to satisfy their requirements for doing or
continuing to do business with them.

Some of our customers, prospective customers, suppliers or other companies with whom we conduct
business may need assurances that our financial stability on a stand-alone basis is sufficient to satisfy their
requirements for doing or continuing to do business with them. Any failure of parties to be satisfied with
our financial stability could have an adverse effect on our business, financial condition, results of operations
and cash flows.

Following the Spin-Off, we could incur substantial additional costs and experience temporary business
interruptions, and we may not be adequately prepared to meet the requirements of an independent, publicly traded
company.

In connection with the Spin-Off, we have been installing and implementing information technology
infrastructure to support certain of our business functions, including accounting and reporting, human
resources, sales operations, customer service, and fulfillment. We may incur substantially higher costs than
currently anticipated as we transition from the existing transactional and operational systems and data
centers we currently use as part of IBM. If we are unable to transition effectively, we may incur temporary
interruptions in business operations. Any delay in implementing, or operational interruptions suffered while
implementing, our new information technology infrastructure could disrupt our business and have a material
adverse effect on our results of operations.

In addition, if we are unable to replicate or transition certain systems, our ability to comply with
regulatory requirements could be impaired. As a result of the Spin-Off, we will be directly subject to
reporting and other obligations under the U.S. Securities and Exchange Act of 1934, as amended (the
“Exchange Act”). Beginning with our second required Annual Report on Form 10-K, we intend to comply
with Section 404 of the Sarbanes Oxley Act of 2002, as amended (the “Sarbanes Oxley Act”), which will
require annual management assessments of the effectiveness of our internal control over financial reporting
and a report by our independent registered public accounting firm on the effectiveness of internal control
over financial reporting. These reporting and other obligations may place significant demands on
management, administrative and operational resources, including accounting systems and resources.

The Exchange Act requires that we file annual, quarterly and current reports with respect to our
business and financial condition. Under the Sarbanes Oxley Act, we are required to maintain effective
disclosure controls and procedures and internal controls over financial reporting. To comply with these
requirements, we may need to upgrade our systems, implement additional financial and management
controls, reporting systems and procedures and hire additional accounting and finance staff. We expect to
incur additional annual expenses for the purpose of addressing these, and other public company reporting,
requirements. If we are unable to upgrade our financial and management controls, reporting systems,
information technology systems and procedures in a timely and effective fashion, our ability to comply with
financial reporting requirements and other rules that apply to reporting companies under the Exchange Act
could be impaired, and we may be unable to conclude that our internal control over financial reporting is
effective and to obtain an unqualified report on internal controls from our auditors as required under
Section 404 of the Sarbanes-Oxley Act. Any failure to achieve and maintain effective internal controls
could have a material adverse effect on our business, financial condition, results of operations and cash
flow.

We may be unable to make, on a timely or cost-effective basis, the changes necessary to operate as an independent,
publicly traded company, and we may experience increased costs after the Spin-Off.

We have historically operated as part of IBM’s corporate organization, and IBM has provided us with
various corporate functions. Following the Spin-Off, IBM will have no obligation to provide us with
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assistance other than the transition and other services described under “Certain Relationships and Related
Party Transactions.” These services do not include every service that we have received from IBM in the
past, and IBM is only obligated to provide the transition services for limited periods following completion
of the Spin-Off. Following the Spin-Off and the cessation of any transition services agreements, we will
need to provide internally or obtain from unaffiliated third parties the services we will no longer receive
from IBM. We may be unable to replace these services in a timely manner or on terms and conditions as
favorable as those we receive from IBM. Because our business has historically operated as part of the wider
IBM organization, we may be unable to successfully establish the infrastructure or implement the changes
necessary to operate independently, or may incur additional costs that could adversely affect our business.
In particular, our ability to position and market ourselves as a provider of technology services could be
adversely affected by our loss of access to IBM’s development platforms. If we fail to obtain the quality of
services necessary to operate effectively or incur greater costs in obtaining these services, our business,
financial condition and results of operations may be adversely affected.

As an independent, publicly traded company, we may not enjoy the same benefits that we did as a part of IBM.

There is a risk that, by separating from IBM, we may become more susceptible to market fluctuations
and other adverse events than we would have been if we were still a part of the current IBM organizational
structure. As part of IBM, we have been able to enjoy certain benefits from IBM’s operating diversity, size,
purchasing power, lower cost of capital and opportunities to pursue integrated strategies with IBM’s other
businesses. As an independent, publicly traded company, we will not have the same benefits. Additionally,
as part of IBM, we have been able to leverage the IBM historical market reputation and performance and
brand identity to recruit and retain key personnel to run and operate our business. As an independent,
publicly traded company, we will not have the same historical market reputation and performance or brand
identity as IBM and it may be more difficult for us to recruit or retain such key personnel.

We have no operating history as an independent, publicly traded company, and our historical combined financial
information is not necessarily representative of the results we would have achieved as an independent, publicly
traded company and may not be a reliable indicator of our future results.

We derived the historical combined financial information included in this Information Statement from
IBM’s consolidated financial statements, and this information does not necessarily reflect the results of
operations and financial position we would have achieved as an independent, publicly traded company
during the periods presented, or those that we will achieve in the future. This is primarily because of the
following factors:

Prior to the Spin-Off, we operated as part of IBM’s broader corporate organization, and IBM
performed various corporate functions for us. Our historical combined financial information reflects
allocations of corporate expenses from IBM for these and similar functions. These allocations may
not reflect the costs we will incur for similar services in the future as an independent publicly traded
company.

We will enter into transactions with IBM that did not exist prior to the Spin-Off, such as IBM’s
provision of transition and other services, and undertake indemnification obligations, which will
cause us to incur new costs. See “Certain Relationships and Related Party Transactions — 
Agreements with IBM.”

Our historical combined financial information does not reflect changes that we expect to experience
in the future as a result of our separation from IBM, including changes in the financing, cash
management, operations, cost structure and personnel needs of our business. As part of IBM, we
enjoyed certain benefits from IBM’s operating diversity, reputation, size, purchasing power,
borrowing leverage and available capital for investments, and we will lose these benefits after the
Spin-Off. As an independent entity, we may be unable to purchase goods, services and technologies,
such as insurance and health care benefits and computer software licenses, or access capital markets,
on terms as favorable to us as those we obtained as part of IBM prior to the Spin-Off, and our results
of operations may be adversely affected. In addition, our historical combined financial data do not
include an allocation of interest expense comparable to the interest expense we will incur as a result
of
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the Reorganization Transactions and the Spin-Off, including interest expense in connection with our
incurrence of indebtedness.

Following the Spin-Off, we will also face additional costs and demands on management’s time
associated with being an independent, publicly traded company, including costs and demands related to
corporate governance, investor and public relations and public reporting. For additional information about
our past financial performance and the basis of presentation of our Combined Financial Statements, see
“Unaudited Pro Forma Condensed Combined Financial Statements,” “Management’s Discussion and
Analysis of Financial Condition and Results of Operations” and our historical Combined Financial
Statements and the Notes thereto included elsewhere in this Information Statement.

We expect to incur new indebtedness concurrently with or prior to the Distribution, and the degree to which we will
be leveraged following completion of the Distribution could adversely affect our business, financial condition and
results of operations.

In connection with the Spin-Off, we intend to incur substantial indebtedness in an aggregate principal
amount of approximately $      million, of which $      million of the net proceeds will be transferred
to IBM or a subsidiary of IBM substantially concurrently with the consummation of the Spin-Off. We have
historically relied upon IBM to fund our working capital requirements and other cash requirements. After
the Distribution, we will not be able to rely on the earnings, assets or cash flow of IBM, and IBM will not
provide funds to finance our working capital or other cash requirements. As a result, after the Distribution,
we will be responsible for servicing our own debt and obtaining and maintaining sufficient working capital
and other funds to satisfy our cash requirements. After the Spin-Off, our access to and cost of debt financing
will be different from the historical access to and cost of debt financing under IBM. Differences in access to
and cost of debt financing may result in differences in the interest rate charged to us on financings, as well
as the amount of indebtedness, types of financing structures and debt markets that may be available to us.
Our ability to make payments on and to refinance our indebtedness, including the debt incurred in
connection with the Spin-Off, as well as any future debt that we may incur, will depend on our ability to
generate cash in the future from operations, financings or asset sales. Our ability to generate cash is subject
to general economic, financial, competitive, legislative, regulatory and other factors that are beyond our
control.

A lowering or withdrawal of the ratings, outlook or watch assigned to our new debt securities by rating agencies
may increase our future borrowing costs, reduce our access to capital and adversely impact our financial
performance.

Our indebtedness is expected to have an investment grade rating, and any rating, outlook or watch
assigned could be lowered or withdrawn entirely by a rating agency if, in that rating agency’s judgment,
current or future circumstances relating to the basis of the rating, outlook or watch such as adverse changes
to our business, so warrant. Any future lowering of our ratings, outlook or watch likely would make it more
difficult or more expensive for us to obtain additional debt financing. Moreover, a reduction in our rating to
below investment grade could cause certain customers to reduce or cease to do business with us, which
would adversely impact our financial performance.

Following the Spin-Off, certain of our employees may have actual or potential conflicts of interest because of their
financial interests in IBM.

Because of their current or former positions with IBM, certain of our expected executive officers own
equity interests in both us and IBM. Continuing ownership of IBM shares and equity awards could create, or
appear to create, potential conflicts of interest if we and IBM face decisions that could have implications for
both us and IBM. For example, potential conflicts of interest could arise in connection with the resolution of
any dispute between us and IBM regarding the terms of the agreements governing the separation and
distribution and our relationship with IBM following the separation and distribution. Potential conflicts of
interest may also arise out of any commercial arrangements that we or IBM may enter into in the future.
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We or IBM may fail to perform under various transaction agreements that will be executed as part of the separation.

In connection with the separation, and prior to the Distribution, we and IBM will enter into various
transaction agreements related to the Spin-Off. All of these agreements will also govern our relationship
with IBM following the Spin-Off. We will rely on IBM to satisfy its performance obligations under these
agreements. If we or IBM are unable to satisfy our or its respective obligations under these agreements,
including indemnification obligations, our business, results of operations and financial condition could be
adversely affected. See “Certain Relationships and Related Party Transactions.”

Certain non-U.S. entities or assets that are part of our separation from IBM may not be transferred to us prior to the
Distribution or at all.

Certain non-U.S. entities and assets that are part of our separation from IBM may not be transferred
prior to the Distribution because the entities or assets, as applicable, are subject to foreign government or
third party approvals that we may not receive prior to the Distribution. Such approvals may include, but are
not limited to, approvals to merge or demerge, to form new legal entities (including obtaining required
registrations and/or licenses or permits) and to transfer assets and/or liabilities. It is currently anticipated
that most material transfers will occur without delays beyond the Distribution Date, but we cannot offer any
assurance that such transfers will ultimately occur or not be delayed for an extended period of time. To the
extent such transfers do not occur prior to the Distribution, under the Separation and Distribution
Agreement, the economic consequences of owning such assets and/or entities will, to the extent reasonably
possible and permitted by applicable law, be provided to us. In the event such transfers do not occur or are
significantly delayed because we do not receive the required approvals, we may not realize all of the
anticipated benefits of our separation from IBM and we may be dependent on IBM for transition services
for a longer period of time than would otherwise be the case.

Risks Relating to Our Common Stock and the Securities Market

No market for our common stock currently exists and an active trading market may not develop or be sustained
after the Spin-Off. Following the Spin-Off, our stock price may fluctuate significantly, and there can be no
assurance that the combined trading prices of our and IBM’s common stock would exceed the trading price of IBM
common stock absent the Spin-Off.

There is currently no public market for our common stock. In connection with the Spin-Off, we intend
to list our common stock on                 . We anticipate that before the Distribution Date, trading of
shares of our common stock will begin on a “when-issued” basis and this trading will continue through the
Distribution Date. However, an active trading market for our common stock may not develop as a result of
the Spin-Off or may not be sustained in the future. The lack of an active market may make it more difficult
for stockholders to sell our shares and could lead to our share price being depressed or volatile.

Although the Spin-Off is expected to increase the aggregate trading price of the common stock of IBM
and Kyndryl above what the trading price of IBM common stock would have had if it had continued to
represent an interest in both the businesses, we cannot predict the prices at which our common stock may
trade after the Spin-Off or whether the combined trading prices of a share of our common stock and a share
of IBM’s common stock will be less than, equal to or greater than the trading price of a share of IBM
common stock prior to the Spin-Off. The market price of our common stock may fluctuate widely,
depending on many factors, some of which may be beyond our control.

Furthermore, our business profile and market capitalization may not fit the investment objectives of
some IBM stockholders and, as a result, these IBM stockholders may sell their shares of our common stock
after the Distribution. See “— Substantial sales of our common stock may occur in connection with the
Spin-Off, or in the future, either of which could cause our stock price to decline.” Low trading volume for
our stock, which may occur if an active trading market does not develop, among other reasons, would
amplify the effect of the above factors on our stock price volatility. Should the market price of our shares
drop significantly, stockholders may institute securities class action lawsuits against us. A lawsuit against us
could cause us to incur substantial costs and could divert the time and attention of our management and
other resources.
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Substantial sales of our common stock may occur in connection with the Spin-Off, or in the future, either of which
could cause our stock price to decline.

IBM stockholders receiving shares of our common stock in the Distribution generally may sell those
shares immediately in the public market. It is likely that some IBM stockholders, including some of its
larger stockholders, will sell their shares of our common stock received in the Distribution if, for reasons
such as our business profile or market capitalization as an independent company, we do not fit their
investment objectives, or, in the case of index funds, we are not a participant in the index in which they are
investing. The sales of significant amounts of our common stock or the perception in the market that such
sales might occur may decrease the market price of our common stock.

We cannot guarantee the timing, amount or payment of dividends on our common stock.

Following the Spin-Off, the initial combined dividend level of Kyndryl and IBM is expected to be no
less than IBM’s pre-spin dividend per share. The timing, declaration, amount and payment of future
dividends to stockholders will fall within the discretion of our Board. The Board’s decisions regarding the
payment of dividends will depend on consideration of many factors, such as our financial condition,
earnings, sufficiency of distributable reserves, opportunities to retain future earnings for use in the operation
of our business and to fund future growth, capital requirements, covenants associated with certain debt
service obligations, legal requirements, regulatory constraints and other factors that the Board deems
relevant. For more information, see “Dividend Policy.” There can be no assurance that we will pay our
anticipated dividend in the same amount, frequency or at all in the future.

Holders of our common stock may be diluted due to future equity issuances.

In the future, holders of our common stock may be diluted because of equity issuances for acquisitions,
capital market transactions or otherwise, including any equity awards that we will grant to our directors,
officers and employees. Our employees will have stock-based awards that correspond to shares of our
common stock after the distribution as a result of the conversion of and/or adjustments to their IBM stock-
based awards. Such awards will have a dilutive effect on our earnings per share, which could adversely
affect the market price of our common stock. We also plan to issue additional stock-based awards, including
annual awards, new hire awards and periodic retention awards, as applicable, to our directors, officers and
other employees under our employee benefits plans as part of our ongoing equity compensation program.

The rights associated with our common stock will differ from the rights associated with IBM common stock.

Upon completion of the Distribution, the rights of IBM stockholders who become our stockholders will
be governed by our Amended and Restated Certificate of Incorporation and by Delaware law. The rights
associated with IBM shares are different from the rights associated with our shares. In addition, the rights of
IBM stockholders are governed by New York law, while the rights of our stockholders will be governed by
Delaware law. Material differences between the rights of stockholders of IBM and the rights of our
stockholders include differences with respect to, among other things, anti-takeover measures. See
“Description of Our Capital Stock — Certain Provisions of Delaware Law, Our Amended and Restated
Certificate of Incorporation and Amended and Restated By-Laws” for more information.

Certain provisions in our Amended and Restated Certificate of Incorporation and Amended and Restated By-Laws
and Delaware law may discourage takeovers and limit the power of our stockholders.

Several provisions of our Amended and Restated Certificate of Incorporation, Amended and Restated
By-Laws and Delaware law may discourage, delay or prevent a merger or acquisition. These include, among
others, provisions that (i) provide for staggered terms for directors on our Board for a period following the
Spin-Off; (ii) establish advance notice requirements for stockholder nominations and proposals; (iii) provide
for the removal of directors only for cause during the time the Board is classified; (iv) limit the ability of
stockholders to call special meetings or act by written consent; and (v) provide the Board the right to issue
shares of preferred stock without stockholder approval. In addition, we are subject to Section 203 of the
Delaware General Corporation Law (“DGCL”), which could have the effect of delaying or preventing a
change of control that you may favor. See “Description of our Capital Stock” for more information.
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These and other provisions of our Amended and Restated Certificate of Incorporation, Amended and
Restated By-Laws and Delaware law may discourage, delay or prevent certain types of transactions
involving an actual or a threatened acquisition or change in control of Kyndryl, including unsolicited
takeover attempts, even though the transaction may offer our stockholders the opportunity to sell their
shares of our common stock at a price above the prevailing market price. Our Board believes these
provisions will protect our stockholders from coercive or otherwise unfair takeover tactics by requiring
potential acquirers to negotiate with the Board and by providing the Board with more time to assess any
acquisition proposal. These provisions will apply even if the offer may be considered beneficial by some
stockholders and could delay or prevent an acquisition that the Board determines is not in our and our
stockholders’ best interests. See “Description of Our Capital Stock” for more information.

Our Amended and Restated Certificate of Incorporation will provide that certain courts in the State of Delaware or
the federal district courts of the United States will be the sole and exclusive forum for substantially all disputes
between us and our stockholders, which could limit our stockholders’ ability to obtain a favorable judicial forum for
disputes with us or our directors, officers or employees.

Our Amended and Restated Certificate of Incorporation will provide, in all cases to the fullest extent
permitted by law, unless we consent in writing to the selection of an alternative forum, the Court of
Chancery located within the State of Delaware will be the sole and exclusive forum for any derivative action
or proceeding brought on behalf of us, any action asserting a claim of breach of a fiduciary duty owed by
any director, officer or other employee or stockholder of Kyndryl to us or our stockholders, any action
asserting a claim arising pursuant to the DGCL or as to which the DGCL confers jurisdiction on the Court
of Chancery located in the State of Delaware or any action asserting a claim governed by the internal affairs
doctrine or any other action asserting an “internal corporate claim” as that term is defined in Section 115 of
the DGCL, or any action asserting a claim arising under the DGCL, our Amended and Restated Certificate
of Incorporation or our Amended and Restated By-Laws. However, if the Court of Chancery within the
State of Delaware does not have jurisdiction, the action may be brought in the United States District Court
for the District of Delaware. The exclusive forum provision will provide that it will not apply to claims
arising under the Securities Act, the Exchange Act or other federal securities laws for which there is
exclusive federal or concurrent federal and state jurisdiction. Unless we consent in writing to the selection
of an alternative forum, the federal district courts of the United States of America shall be the exclusive
forum for the resolution of any complaint asserting a cause of action arising under the Securities Act.

Any person or entity purchasing or otherwise acquiring any interest in shares of our capital stock will
be deemed to have notice of and, to the fullest extent permitted by law, to have consented to the provisions
of our Amended and Restated Certificate of Incorporation described above. The choice of forum provision
may limit a stockholder’s ability to bring a claim in a judicial forum that it finds favorable for disputes with
us or our directors, officers, other employees or stockholders, which may discourage such lawsuits against
us and our directors, officers, other employees or stockholders. However, the enforceability of similar forum
provisions in other companies’ certificates of incorporation has been challenged in legal proceedings. If a
court were to find the exclusive choice of forum provision contained in our Amended and Restated
Certificate of Incorporation to be inapplicable or unenforceable in an action, we may incur additional costs
associated with resolving such action in other jurisdictions.
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CAUTIONARY STATEMENT CONCERNING FORWARD-LOOKING STATEMENTS

Certain statements contained in this Information Statement may constitute “forward-looking
statements” that involve risks and uncertainties. Forward-looking statements are based on our current
assumptions regarding future business and financial performance. These statements by their nature address
matters that are uncertain to different degrees. Forward-looking statements provide current expectations of
future events based on certain assumptions and include any statement that does not directly relate to any
historical or current fact. Words such as “anticipates,” “believes,” “expects,” “estimates,” “intends,”
“plans,” “projects,” and similar expressions, may identify such forward-looking statements. Any forward-
looking statement in this Information Statement speaks only as of the date on which it is made. Although we
believe that the forward-looking statements contained in this Information Statement are based on reasonable
assumptions, you should be aware that many factors could affect our actual financial results or results of
operations and could cause actual results to differ materially from those in such forward-looking statements,
including but not limited to:

the failure to attract new customers, retain existing customers or make sales of additional services to
customers;

technological developments and the speed by which we respond to them;

the failure to meet growth and productivity objectives;

competition in the markets in which we operate;

our relationship with critical suppliers and partners;

our ability to attract and retain qualified personnel and other skilled employees;

local economic, political, health and other conditions due to our global presence;

a downturn in the economic environment and customer spending budgets;

damage to our reputation;

the failure to accurately estimate the cost of services and timeline for completion of contracts;

service delivery issues;

the risks from acquisitions, alliances and dispositions;

the additional requirements or approvals needed for business with government customers;

the failure to protect our intellectual property or allegations that we have infringed the intellectual
property of others;

cybersecurity and privacy considerations;

tax matters;

legal proceedings and investigatory risks;

environmental matters;

the impact of the commercial and credit environment on our access capital;

changes in market liquidity conditions and customer credit risk on receivables;

a lowering or withdrawal of our credit ratings;

the impact by our pension plans;

exposure to currency risk; and

certain factors discussed elsewhere in this Information Statement.

These and other factors are more fully discussed in the “Risk Factors” and “Management’s Discussion
and Analysis of Financial Condition and Results of Operations” sections and elsewhere in this Information
Statement. Those cautionary statements are not exclusive and are in addition to other factors discussed
elsewhere in this Information Statement. Except as required by law, we assume no obligation to update or
revise any forward-looking statements.
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THE SPIN-OFF

Background

On October 8, 2020, IBM announced that it intended to separate its Managed Infrastructure Services
unit from its Hybrid Cloud platform and AI capabilities. To effect the separation, IBM is undertaking the
Reorganization Transactions described under “Certain Relationships and Related Party Transactions — 
Agreements with IBM — Separation and Distribution Agreement” and, following the Reorganization
Transactions, will distribute all of its equity interest in us, consisting of all of the outstanding shares of our
common stock, to holders of IBM’s common stock on a pro rata basis. On           , 2021, the IBM
Board approved the Distribution on the basis of           shares of our common stock for every        
  shares of IBM common stock held as of the close of business on the record date of           , 2021.

On           , 2021, the Distribution Date, each IBM stockholder will receive           shares of
our common stock for every           shares of IBM common stock held at close of business on the
record date. Following the Spin-Off, IBM will not own any equity interest in us, and we will operate
independently from IBM. No approval of IBM’s stockholders is required in connection with the Spin-Off,
and IBM’s stockholders will not have any appraisal rights in connection with the Spin-Off.

Completion of the Spin-Off is subject to the satisfaction, or the IBM Board’s waiver, to the extent
permitted by law, of a number of conditions. In addition, IBM may at any time until the Distribution decide
to abandon the Distribution or modify or change the terms of the Distribution. For a more detailed
discussion, see “— Conditions to the Spin-Off.”

Reasons for the Spin-Off

The IBM Board has reviewed various factors, including the company’s portfolio and capital allocation
options with the goal of enhancing long-term stockholder value and determined that the Spin-Off is in the
best interests of IBM and its stockholders. The potential benefits considered by the IBM Board in making
the determination to consummate the Spin-Off include the following:

Greater Focus and Enhanced Operational Agility: The Spin-Off will permit both us and IBM and their
management teams to more effectively focus on pursuing their own distinct operating priorities and
strategies. IBM will focus on its open hybrid cloud platform and AI capabilities, and we will have
greater agility to design, run and modernize the technology environments of some of the world’s
most important organizations. This will enable each company to better serve and adapt faster to
clients’ changing needs.

Strong Financial Profile to Support Growth: The Spin-Off will enable each business to be positioned as
a global leader in its industry with expected investment grade credit ratings and strong financial
characteristics to independently drive growth and investment to better address specific market
dynamics and target innovation.

Value Creation: The Spin-Off is expected to increase the aggregate trading price of the stock of IBM
and Kyndryl above the trading price that the stock of IBM would have had if it had continued to
represent an interest in both the businesses, so as to: (i) allow each company to use its stock to
pursue and achieve strategic objectives including evaluating and effectuating acquisitions, and
(ii) increase the long-term attractiveness of equity compensation programs in a significantly more
efficient and effective manner with significantly less dilution to existing stockholders.

Alignment of Incentives with Performance: The Spin-Off will enable each company to create incentives
for its management and employees that align more closely with business performance and the
interests of their respective stockholders, which is also expected to help each company attract, retain
and motivate highly qualified personnel.

Broadening of Investor Base: The Spin-Off allows each company to articulate a clear investment
proposition and tailored capital allocation policy to attract a long-term investor base best suited to its
business needs.

The IBM Board of Directors also considered some factors that may be adverse to us, including any one-
time costs and dissynergies associated with separation, and the possibility of disruptions to the business as
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a result of the Spin-Off. Notwithstanding these costs and risks, IBM determined that the Spin-Off provided
the best opportunity to achieve the above benefits and enhance long-term stockholder value. Please refer to
the “Risk Factors — Risks Relating to the Spin-Off” elsewhere in this Information Statement for additional
considerations.

When and How You Will Receive Our Shares

IBM will distribute to its stockholders, as a pro rata dividend,           shares of our common stock
for every           shares of IBM common stock outstanding as of           , 2021, the Record Date
of the Distribution.

Prior to the Distribution, IBM will deliver all of the issued and outstanding shares of our common stock
to the distribution agent.           will serve as distribution agent in connection with the Distribution and
as transfer agent and registrar for our common stock.

If you own IBM common stock as of the close of business on           , 2021, the shares of our
common stock that you are entitled to receive in the Distribution will be issued to your account as follows:

Registered stockholders. If you own your shares of IBM common stock directly through IBM’s transfer
agent, you are a registered stockholder. In this case, the distribution agent will credit the whole
shares of our common stock you receive in the Distribution by way of direct registration in book-
entry form to a new account with our transfer agent. Registration in book-entry form refers to a
method of recording share ownership where no physical stock certificates are issued to stockholders,
as is the case in the Distribution. You will be able to access information regarding your book-entry
account for our shares at           or by calling           .

Commencing on or shortly after the Distribution Date, the distribution agent will mail to you an
account statement that indicates the number of whole shares of our common stock that have been
registered in book-entry form in your name. We expect it will take the distribution agent up to two
weeks after the Distribution Date to complete the distribution of the shares of our common stock and
mail statements of holding to all registered stockholders.

“Street name” or beneficial stockholders. If you own your shares of IBM common stock beneficially
through a bank, broker or other nominee, the bank, broker or other nominee holds the shares in
“street name” and records your ownership on its books. In this case, your bank, broker or other
nominee will credit your account with the whole shares of our common stock that you receive in the
Distribution on or shortly after the Distribution Date. We encourage you to contact your bank, broker
or other nominee if you have any questions concerning the mechanics of having shares held in “street
name.”

If you sell any of your shares of IBM common stock on or before the Distribution Date, the buyer of
those shares may in some circumstances be entitled to receive the shares of our common stock to be
distributed in respect of the IBM shares you sold. See “— Trading Prior to the Distribution Date” for more
information.

We are not asking IBM stockholders to take any action in connection with the Spin-Off. We are not
asking you for a proxy and request that you not send us a proxy. We are also not asking you to make any
payment or surrender or exchange any of your shares of IBM common stock for shares of our common
stock. The number of outstanding shares of IBM common stock will not change as a result of the Spin-Off.

Number of Shares You Will Receive

On the Distribution Date, you will be entitled to receive            shares of our common stock for
every           shares of IBM common stock that you hold on the record date.

Treatment of Fractional Shares

The distribution agent will not distribute any fractional shares of our common stock in connection with
the Spin-Off. Instead, the distribution agent will aggregate all fractional shares into whole shares and sell
the whole shares in the open market at prevailing market prices on behalf of IBM stockholders entitled
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to receive a fractional share. The distribution agent will then distribute the aggregate cash proceeds of the
sales, net of brokerage fees, transfer taxes and other costs, pro rata to these holders (net of any required
withholding for taxes applicable to each holder). We anticipate that the distribution agent will make these
sales in the “when-issued” market, and “when-issued” trades will generally settle within two trading days
following the Distribution Date. See “— Trading Prior to the Distribution Date” for additional information
regarding “when-issued” trading. The distribution agent will, in its sole discretion, without any influence by
IBM or us, determine when, how, through which broker-dealer and at what price to sell the whole shares.
The distribution agent is not, and any broker-dealer used by the distribution agent will not be, an affiliate of
either IBM or us.

The distribution agent will send to each registered holder of IBM common stock entitled to a fractional
share a check in the cash amount deliverable in lieu of that holder’s fractional share as soon as practicable
following the Distribution Date. We expect the distribution agent to take about two weeks after the
Distribution Date to complete the distribution of cash in lieu of fractional shares to IBM stockholders. If
you hold your shares through a bank, broker or other nominee, your bank, broker or nominee will receive,
on your behalf, your pro rata share of the aggregate net cash proceeds of the sales. No interest will be paid
on any cash you receive in lieu of a fractional share. The cash you receive in lieu of a fractional share will
generally be taxable to you for U.S. federal income tax purposes. See “Material U.S. Federal Income Tax
Consequences of the Spin-Off” for more information.

Results of the Spin-Off

After the Spin-Off, we will be an independent, publicly traded company. Immediately following the
Spin-Off, we expect to have approximately           shares of our common stock outstanding, based on
the number of IBM stockholders and shares of IBM common stock outstanding on           , 2021. The
actual number of shares of our common stock IBM will distribute in the Spin-Off will depend on the actual
number of shares of IBM common stock outstanding on the Record Date, which will reflect any issuance of
new shares, vesting of equity awards or exercises of outstanding options pursuant to IBM’s equity plans,
and any repurchase of IBM shares by IBM under its common stock repurchase program, on or prior to the
Record Date. Shares of IBM common stock held by IBM as treasury shares will not be considered
outstanding for purposes of, and will not be entitled to participate in, the Distribution. The Spin-Off will not
affect the number of outstanding shares of IBM common stock or any rights of IBM stockholders. However,
following the Distribution, the equity value of IBM will no longer reflect the value of the Business.
Although IBM believes that our separation from IBM offers its stockholders the greatest long-term value,
there can be no assurance that the combined trading prices of the IBM common stock and our common stock
will equal or exceed what the trading price of IBM common stock would have been in absence of the Spin-
Off.

Before our separation from IBM, we intend to enter into the Separation and Distribution Agreement
and several other agreements with IBM related to the Spin-Off. These agreements will govern the
relationship between us and IBM up to and after completion of the Spin-Off and allocate between us and
IBM various assets, liabilities, rights and obligations, including employee benefits, environmental,
intellectual property and tax-related assets and liabilities. We describe these arrangements in greater detail
under “Certain Relationships And Related Party Transactions — Agreements with IBM.”

Listing and Trading of Our Common Stock

As of the date of this Information Statement, we are a wholly owned subsidiary of IBM. Accordingly,
no public market for our common stock currently exists, although a “when-issued” market in our common
stock may develop prior to the Distribution. See “— Trading Prior to the Distribution Date” below for an
explanation of a “when-issued” market. We intend to apply to list our shares of common stock on
the           under the symbol “           .” Following the Spin-Off, IBM common stock will
continue to trade on the           under the symbol “IBM.”

Although IBM believes that our separation from IBM offers its stockholders the greatest long-term
value, neither we nor IBM can assure you as to the trading price of IBM common stock or our common
stock after the Spin-Off, or as to whether the combined trading prices of our common stock and the IBM
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common stock after the Spin-Off will equal or exceed the trading prices of IBM common stock prior to the
Spin-Off. The trading price of our common stock may fluctuate significantly following the Spin-Off.

The shares of our common stock distributed to IBM stockholders will be freely transferable, except for
shares received by individuals who are our affiliates. Individuals who may be considered our affiliates after
the Spin-Off include individuals who control, are controlled by or are under common control with us, as
those terms generally are interpreted for federal securities law purposes. These individuals may include
some or all of our directors and executive officers. Individuals who are our affiliates will be permitted to
sell their shares of our common stock only pursuant to an effective registration statement under the
Securities Act of 1933, or the “Securities Act,” or an exemption from the registration requirements of the
Securities Act, such as those afforded by Section 4(a)(1) of the Securities Act or Rule 144 thereunder.

Trading Prior to the Distribution Date

We expect a “when-issued” market in our common stock to develop as early as one trading day prior to
the Record Date for the Distribution and continue up to and including the Distribution Date. “When-issued”
trading refers to a sale or purchase made conditionally on or before the Distribution Date because the
securities of the spun-off entity have not yet been distributed. If you own shares of IBM common stock at
the close of business on the Record Date, you will be entitled to receive shares of our common stock in the
Distribution. You may trade this entitlement to receive shares of our common stock, without the shares of
IBM common stock you own, on the “when-issued” market. We expect “when-issued” trades of our
common stock to settle within two trading days after the Distribution Date. On the first trading day
following the Distribution Date, we expect that “when-issued” trading of our common stock will end and
“regular-way” trading will begin.

We also anticipate that, as early as one trading day prior to the Record Date and continuing up to and
including the Distribution Date, there will be two markets in IBM common stock: a “regular-way” market
and an “ex-distribution” market. Shares of IBM common stock that trade on the regular-way market will
trade with an entitlement to receive shares of our common stock in the Distribution. Shares that trade on the
ex-distribution market will trade without an entitlement to receive shares of our common stock in the
Distribution. Therefore, if you sell shares of IBM common stock in the regular-way market up to and
including the Distribution Date, you will be selling your right to receive shares of our common stock in the
Distribution. However, if you own shares of IBM common stock at the close of business on the Record Date
and sell those shares on the ex-distribution market up to and including the Distribution Date, you will still
receive the shares of our common stock that you would otherwise be entitled to receive in the Distribution.

If “when-issued” trading occurs, the listing for our common stock is expected to be under a trading
symbol different from our regular-way trading symbol. We will announce our “when-issued” trading symbol
when and if it becomes available. If the Spin-Off does not occur, all “when-issued” trading will be null and
void.

Conditions to the Spin-Off

We expect that the Spin-Off will be effective on the Distribution Date, provided that the following
conditions shall have been satisfied or waived by IBM:

the IBM Board shall have approved the Distribution and not withdrawn such approval, and shall have
declared the dividend of our common stock to IBM stockholders;

the Separation and Distribution Agreement, as well as the ancillary agreements contemplated by the
Separation and Distribution Agreement, shall have been executed by each party to those agreements;

the Securities and Exchange Commission (the “SEC”) shall have declared effective our Registration
Statement on Form 10, of which this Information Statement is a part, under the Exchange Act, and
no stop order suspending the effectiveness of the Registration Statement shall be in effect and no
proceedings for that purpose shall be pending before or threatened by the SEC;

our common stock shall have been accepted for listing on a national securities exchange approved by
IBM, subject to official notice of issuance;
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IBM shall have received the written opinion of Paul, Weiss, Rifkind, Wharton & Garrison LLP,
which shall remain in full force and effect, regarding the intended treatment of the Distribution under
the Code;

the Reorganization Transactions shall have been completed (other than those steps that are expressly
contemplated to occur at or after the Distribution);

no order, injunction or decree issued by any governmental authority of competent jurisdiction or
other legal restraint or prohibition preventing consummation of the Distribution shall be in effect,
and no other event outside the control of IBM shall have occurred or failed to occur that prevents the
consummation of the Distribution;

no other events or developments shall have occurred prior to the Distribution that, in the judgment of
the IBM Board, would result in the Distribution having a material adverse effect on IBM or its
stockholders;

prior to the Distribution Date, the Notice of Internet Availability of this Information Statement or
this Information Statement shall have been mailed to the holders of IBM common stock as of the
Record Date; and

certain other conditions set forth in the Separation and Distribution Agreement.

Any of the above conditions may be waived by the IBM Board to the extent such waiver is permitted
by law. If the IBM Board waives any condition prior to the effectiveness of the Registration Statement on
Form 10, of which this Information Statement forms a part, and the result of such waiver is material to IBM
stockholders, we will file an amendment to the Registration Statement on Form 10, of which this
Information Statement forms a part, to revise the disclosure in the Information Statement accordingly. In the
event that IBM waives a condition after this Information Statement becomes effective and such waiver is
material to IBM stockholders, we would communicate such change to IBM’s stockholders by filing a
Form 8-K describing the change.

The fulfillment of the above conditions will not create any obligation on IBM’s part to complete the
Spin-Off. We are not aware of any material federal, foreign or state regulatory requirements with which we
must comply, other than SEC rules and regulations, or any material approvals that we must obtain, other
than the approval for listing of our common stock and the SEC’s declaration of the effectiveness of the
Registration Statement, in connection with the Distribution. IBM may at any time until the Distribution
decide to abandon the Distribution or modify or change the terms of the Distribution.

Reasons for Furnishing this Information Statement

We are furnishing this Information Statement solely to provide information to IBM’s stockholders who
will receive shares of our common stock in the Distribution. You should not construe this Information
Statement as an inducement or encouragement to buy, hold or sell any of our securities or any securities of
IBM. We believe that the information contained in this Information Statement is accurate as of the date set
forth on the cover. Changes to the information contained in this Information Statement may occur after that
date, and neither we nor IBM undertakes any obligation to update the information except in the normal
course of our and IBM’s public disclosure obligations and practices.
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DIVIDEND POLICY

Following the separation, the initial combined dividend level of Kyndryl and IBM is expected to be no
less than IBM’s pre-spin dividend per share. The payment of any dividends in the future, and the timing and
amount thereof, is within the discretion of the Board. The Board’s decisions regarding the payment of
dividends will depend on many factors, such as our financial condition, earnings, capital requirements, debt
service obligations, restrictive covenants in our debt, industry practice, legal requirements, regulatory
constraints and other factors that the Board deems relevant. Our ability to pay dividends will depend on our
ongoing ability to generate cash from operations and on our access to the capital markets. We cannot
guarantee that we will pay a dividend in the future or continue to pay any dividends if and when we
commence paying dividends.
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CAPITALIZATION

The following table sets forth our cash and cash equivalents and capitalization as of June 30, 2021, on a
historical basis and on an as adjusted basis to give effect to the Spin-Off and the transactions related to the
Spin-Off, as if they occurred on June 30, 2021. You should review the following table in conjunction with
“Management’s Discussion and Analysis of Financial Condition and Results of Operations,” our historical
Combined Financial Statements and the accompanying notes thereto and our unaudited pro forma financial
statements and the accompanying notes thereto included elsewhere in this Information Statement. For
information on how each adjustment in the following table was computed, including a discussion of
significant assumptions and estimates used to arrive at such adjustments, refer to the indicated note in the
notes accompanying our pro forma combined financial statements. See “Unaudited Pro Forma Condensed
Combined Financial Statements.”

As of June 30, 2021

($ in millions) Historical Notes As Adjusted

Cash and cash equivalents $                   $             
Capitalization:
Indebtedness:

Credit facility $ $
Notes

Total indebtedness $ $
Total Parent invested equity $ $

Total capitalization $ $
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UNAUDITED PRO FORMA CONDENSED COMBINED FINANCIAL STATEMENTS

Our unaudited pro forma condensed combined financial statements consist of an unaudited Pro Forma
Condensed Combined Income Statement for the six months ended June 30, 2021 and the year ended
December 31, 2020, and an unaudited Pro Forma Condensed Combined Balance Sheet as of June 30, 2021.

The following unaudited pro forma condensed combined financial statements give effect to the
separation and related adjustments in accordance with Article 11 of the Securities and Exchange
Commission’s Regulation S-X. In May 2020, the SEC adopted Release No. 33-10786 “Amendments to
Financial Disclosures about Acquired and Disposed Businesses,” or the Final Rule. The Final Rule became
effective on January 1, 2021 and the unaudited pro forma condensed combined financial information herein
is presented in accordance therewith.

The unaudited pro forma condensed combined financial statements presented below have been derived
from our historical audited combined financial statements at and for the year ended December 31, 2020 and
the historical unaudited combined financial statements at and for the six months ended June 30, 2021. The
unaudited Pro Forma Condensed Combined Balance Sheet gives effect to the separation and related
transactions described below as if they had occurred on June 30, 2021. The pro forma adjustments to the
unaudited Pro Forma Condensed Combined Income Statement for the six months ended June 30, 2021 and
the year ended December 31, 2020 assume that the separation and related transactions occurred as of
January 1, 2020.

The unaudited pro forma condensed combined financial statements have been prepared to include
transaction accounting, autonomous entity and other adjustments to reflect the financial condition and
results of operations as if we were a separate stand-alone entity.

The unaudited pro forma financial information is for informational purposes only and does not purport
to represent what our financial position and results of operations actually would have been had the
separation and distribution occurred on the dates indicated, or to project our financial performance for any
future period. Our historical combined financial statements have been derived from IBM’s historical
accounting records and reflect certain allocation of expenses. All of the allocations and estimates in such
financial statements are based on assumptions that IBM’s management believes are reasonable. Our
historical combined financial statements do not necessarily represent our financial position or results of
operations had we been operated as a standalone company during the periods or at the dates presented. As a
result, autonomous entity adjustments have been reflected in the pro forma condensed combined financial
information.

The unaudited pro forma condensed combined financial information reported below should be read in
conjunction with the “Management’s Discussion and Analysis of Financial Condition and Results of
Operations,” the historical combined financial statements and the corresponding notes included elsewhere in
this Information Statement.
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UNAUDITED PRO FORMA CONDENSED COMBINED INCOME STATEMENT 
FOR THE SIX MONTHS ENDED JUNE 30, 2021

($ in millions) Historical

Transaction 
Accounting 
Adjustments Notes

Autonomous 
Entity 

Adjustments Notes
Other 

Adjustments Notes
Pro 

Forma

Revenues $       $       $        $       $       

Cost of services $ $ $ $ $
Selling, general and

administrative
Workforce rebalancing 

charges
Research, development and

engineering
Interest expense
Other (income) and expense

Total costs and expenses $ $ $ $ $
Income/(loss) before income

taxes $ $ $ $ $
Provision for income taxes $ $ $ $ $

Net income/(loss) $ $ $ $ $
Earnings/(loss) per share of

common stock
Assuming dilution $
Basic $

Weighted-average number of
common shares outstanding
Assuming dilution $
Basic $

See accompanying notes to the unaudited pro forma condensed combined financial statements. 
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UNAUDITED PRO FORMA CONDENSED COMBINED INCOME STATEMENT 
FOR THE YEAR ENDED DECEMBER 31, 2020

($ in millions) Historical

Transaction 
Accounting 
Adjustments Notes

Autonomous 
Entity 

Adjustments Notes
Other 

Adjustments Notes
Pro 

Forma

Revenues $19,352 $       $        $       $       

Cost of services $17,143 $ $ $ $
Selling, general and

administrative 2,893
Workforce rebalancing 

charges 918
Research, development and

engineering 76
Interest expense 63
Other (income) and expense 25

Total costs and expenses $21,118 $ $ $ $
Income/(loss) before income

taxes $ (1,766 $ $ $ $
Provision for income taxes $ 246 $ $ $ $

Net income/(loss) $ (2,011 $ $ $ $
Earnings/(loss) per share of

common stock
Assuming dilution $
Basic $

Weighted-average number of
common shares outstanding
Assuming dilution $
Basic $

See accompanying notes to the unaudited pro forma condensed combined financial statements. 
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UNAUDITED PRO FORMA CONDENSED COMBINED BALANCE SHEET AT JUNE 30, 2021

($ in millions) Historical

Transaction 
Accounting 
Adjustments Notes

Autonomous 
Entity 

Adjustments Notes
Other 

Adjustments Notes
Pro 

Forma
Assets:

Current assets:
Cash and cash equivalents $       $       $        $       $       
Restricted cash
Notes and accounts receivable – net
Deferred costs
Prepaid expenses and other current 

assets
Total current assets $ $ $ $ $

Property and equipment – net $ $ $ $ $
Operating right-of-use assets – net
Deferred costs
Deferred taxes
Goodwill
Intangible assets – net
Other assets

Total assets $ $ $ $ $

Liabilities and equity:
Current liabilities:

Short-term debt $ $ $ $ $
Accounts payable
Compensation and 

benefits
Deferred income
Operating lease liabilities
Accrued contract costs
Other accrued expenses and

liabilities
Total current liabilities $ $ $ $ $

Long-term debt $ $ $ $ $
Retirement and nonpension

postretirement benefit 
obligations

Deferred income
Operating lease liabilities
Other liabilities
Total liabilities $ $ $ $ $

Commitments and 
contingencies

Net Parent investment $       $       $        $       $       
Accumulated other comprehensive 

income/(loss)
Total Net Parent investment
Noncontrolling interests
Total equity $ $ $ $ $

Total liabilities and equity $ $ $ $ $

See accompanying notes to the unaudited pro forma condensed combined financial statements. 
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NOTES TO UNAUDITED PRO FORMA CONDENSED COMBINED FINANCIAL STATEMENTS
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Unaudited Pro Forma Non-GAAP Financial Measures
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BUSINESS

Our Company

We are a leading technology services company and the largest infrastructure services provider in the
world, serving as a partner to more than 4,000 customers in over 100 countries. We have a long track record
of helping enterprises navigate major technological changes, particularly by enabling our customers to focus
on the core aspects of their businesses during these shifts while trusting us with their most critical systems.
Today, enterprises are engaged in individual and unique digital transformations to differentiate their
businesses and derive value through better customer experiences. However, enterprises often face shortages
in critical technical expertise to successfully make this complex change. We provide engineering talent,
operating paradigms, and insights derived from our data around IT patterns. This enables us to deliver
advisory, implementation, and managed services at scale across technology infrastructures that allow our
customers to de-risk and realize the full value of their digital transformations. We are therefore uniquely
positioned to design, build, and manage secure and responsive private, public, and multicloud environments
for our customers, accelerating their digital transformations.

We deliver transformation and secure cloud services capabilities, insights, and depth of expertise to
modernize and manage IT environments based on our customers’ unique patterns of transformation at scale.
We offer services across domains such as cloud managed services, data services, security services,
resiliency services, enterprise infrastructure services, digital workplace services, network services, and
managed Independent Software Vendor ISV services as we continue to support our customers through
technological change. Our services enable us to modernize and manage cloud and on-premise environments
as “one” for our customers, enabling them to scale seamlessly.

To deliver these services, we rely on our team of skilled practitioners, consisting of
approximately 90,000 professionals. Given our large and diversified customer base operates in multiple
industries and geographies, we utilize a flexible labor and delivery model with a balanced mix of global and
local talent as needed to meet customer-specific needs, regulatory requirements, and data protection and
labor laws. Our employees leverage their deep engineering expertise and extensive experience operating
complex and heterogeneous technology environments to drive service quality, intellectual property
development, and our long-term trusted customer relationships.

As described in “— Our Customers,” we have many customer relationships that are decades long, as
we provide high-quality, mission-critical services that are core to operations with customers that represent
the backbones of their respective industries. These customers entrust us to deliver the services they need,
and manage their complex environments so that they can achieve their business objectives.

As an independent company, we will be free to partner with a broader ecosystem, including a wide
range of hyperscale cloud providers, system integrators, independent software vendors, and technology
vendors from startups to market leaders. This enables us to serve our customers with the contemporary
technology capabilities that best fit their needs and open new avenues for growth. This is all underpinned by
our ability to integrate and operate mission-critical technology at scale using deep engineering expertise and
intellectual property.

Our approach has enabled us to reach significant scale, with $19.4 billion in revenue for the fiscal year
ended December 31, 2020. We are focused on driving revenue growth with sustainable margins by
extending our leadership in the markets in which we operate while investing in our capabilities, and
expanding our high value, next generation services consistent with customer needs.

Our Segments

Our reportable segments correspond to how we organize and manage the business and are aligned to
key geographic markets in which Kyndryl operates. Segment results do not include any impacts associated
with inter-company transactions between the segments:

Americas: This segment comprises Kyndryl’s operations in North and Latin America, and includes
countries such as, but not limited to, the United States, Canada, Brazil, Mexico, Peru, Colombia,
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Argentina and Chile. For the year ended the December 31, 2020, Americas contributed 38 percent of
our revenue and 55 percent of Kyndryl’s gross profit.

Europe/Middle East/Africa (EMEA): This segment comprises Kyndryl’s operations in Europe, the
Middle East, and Africa and includes countries such as, but not limited to, Germany, France, the
United Kingdom, Italy, Spain, Turkey, Israel, Saudi Arabia, South Africa, and Egypt. For the year
ended December 31, 2020, EMEA contributed 38 percent of our revenue and 5 percent of the
company’s gross profit.

Japan: This segment comprises Kyndryl’s operations in Japan and does not include any other
countries. For the year ended December 31, 2020, Japan contributed 16 percent of our revenue and
29 percent of Kyndryl’s gross profit.

Asia Pacific: This segment comprises Kyndryl’s operations in Australia and Asia, excluding Japan,
and includes countries such as, but not limited to India, China, Australia, Singapore, Korea,
New Zealand and Thailand. For the year ended December 31, 2020, Asia Pacific contributed
8 percent of our revenue and 12 percent of the company’s gross profit.

From time to time, our geographic markets work together to sell and implement certain contracts. The
resulting revenues and costs from these contracts may be apportioned among the participating geographic
markets. The economic environment and its effects on the industries served by our geographic markets
affect revenues and operating expenses within our geographic markets to differing degrees. Local currency
fluctuations also tend to affect our geographic markets differently, depending on the geographic
concentrations and locations of their businesses. We present additional segment financial information in
note D, “Segments,” to our combined financial statements.

Our Industry and Market Opportunity

We participate in an industry that provides services for customers’ technology environments that power
their businesses. These services span areas such as management of mission-critical systems across dedicated
data centers and multiple clouds. As customers advance their digital transformations, they are looking for
partners that understand their business objectives and unique digital journeys, and have the skills to
instrument and engineer the IT environments to enable their transformations. Our long standing position as
an informed and trusted partner, with decades-long relationships and leading capabilities, provides us with
the knowledge and expertise to best help existing and new customers realize their future.

The market for these services is large and dynamic. We project this market, which is a subset of the
total IT services market, to represent a $415 billion opportunity in 2021, growing 7% annually to
$510 billion in 2024. Growth in this market is driven by services that are aligned to customers’
transformations, and represent an incremental $75 billion. These transformation services include several
high-growth portions of the market that each exceed approximately $10 billion in opportunity, including
public cloud managed services (compounded annual growth of 11% from 2021 to 2024), data services
(compounded annual growth of 18% from 2021 to 2024), security services (compounded annual growth of
12% from 2021 to 2024), and intelligent automation services (compounded annual growth of 27% from
2021 to 2024). Managed services for edge environments represents a smaller portion connected to many
other opportunities, and itself is expected to experience compounded annual growth above 100% from 2021
to 2024.

Several trends underpin the growth of our market, including:

Greater demand for digital transformation services. Companies continue to digitally transform to deliver
better customer experiences and compete more effectively, which drives the need for services to
support modernization of IT within the enterprise. The COVID-19 global pandemic has accelerated
this already pervasive trend, as organizations look to further their digital capabilities. IDC estimates
that approximately 65% of GDP will be digitized by 2022. Illustrating the growth in digitization,
U.S. online retail sales surged by 32% year-over-year in 2020. While customers seek to transform,
skills availability often represents a challenge, with lack of skills ranked as one of the top 3
impediments to transformation of the IT environment according to Technology Business Research,
Inc.

Ongoing migration to the cloud. Companies continue to migrate workloads to the cloud, adopting new
capabilities for flexibility, workload portability, and management. These transitions are often
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complex, with companies seeking assistance from service providers. Gartner forecasts that by 2025,
85% of large organizations will have engaged external service providers to migrate applications to
the cloud, an increase from 43% in 2019. Furthermore, Gartner projects that by 2022, more than 75%
of global organizations will be running containerized applications in production (an increase from
less than 30% today) and worldwide revenue for container management will double by 2024. The
extension of public cloud services to multiple environments in different locations has given rise to
distributed cloud and migration of workload to these infrastructures that have a greater fit for
purpose.

Rapid data growth. As economies have evolved digitally, significantly increasing data volume,
management of this data has become much more complex. IDC estimates that in 2020, enterprises
created and captured 64 zettabytes of data. The challenge for many organizations is how to collect,
harness and govern this data for insights that yield business results and realize data as a
differentiator. In order to leverage advanced capabilities such as artificial intelligence and machine
learning to enable their business use cases, enterprises need to address data privacy, compliance,
security, multicloud data management and data governance across physical and virtual layers of the
IT estate.

Increasing need for secure systems. As technology environments become increasingly complex and
online, remote and distributed work environments persist, cybersecurity will remain of paramount
importance as threats proliferate. Breaches in security can have severe, lasting financial and
reputational consequences on businesses. In response, businesses continue to build out their
cybersecurity efforts, using service providers to augment their capabilities. According to PwC’s 2021
CEO Survey, one-third of U.S. CEOs plan to increase investments in cybersecurity by double digits,
with 47% of CEOs citing cyber threats as sources of extreme concern to growth prospects.

Accelerating pace of technological advancement. As companies adopt new technologies for improved
business performance and innovation, they face a challenge in complexity to integrate these new
technologies with their existing IT estates. As a result, the required skills, integration burden, and
cost in end-to-end operational management often increases. This drives adoption of new capabilities,
such as automation, artificial intelligence, and machine learning to ensure that the IT environment is
well designed and orchestrated to effectively realize business objectives.

Our Services

We provide advisory, implementation, and managed services in and across a range of technology
domains to help our customers manage and modernize enterprise IT environments in support of their
business and transformation objectives. Our services are differentiated based on our expertise and
intellectual property, and data around IT patterns across customers in the following domains:

Cloud Services: We design, build, and provide managed services for our customers’ multicloud
environments. We apply a mix of skilled practitioners, intelligent automation and modern service
management principles of Site Reliability Engineering, AIOps, Infrastructure as Code and DevOps.
We help enterprises optimize their use of hyperscale cloud providers in a unified environment,
seamlessly integrating services delivered by: ISVs, large public cloud providers, internal platforms,
and other technologies (e.g., IoT and edge).

Data Services: We provide end-to-end enterprise data services, including data transformation, data
architecture and management, data governance and compliance, and data migration. We support
Chief Digital Officers and CIOs in governing the vast quantities of enterprise data across internal and
external sources to drive their digital strategies, transactions, and business objectives, while
maintaining security, ethical standards, and compliance with country-specific data protection
regulations (e.g., GDPR, HIPAA, and PCI).

Security Services: We provide enterprise cyber-security services for Chief Information Security
Officers and CRO, including: insights, protection, detection, response, and recovery to support the
security of our client’s hybrid IT estate, data and operations.

Resiliency Services: We provide resiliency services that include a mix of business continuity planning
and cloud-based disaster recovery capabilities (composed of experts, digital tools and automation,
and failover environments) that allow our customers to operate without issue or disruption in
response to attacks, outages, natural disasters, and geopolitical events.
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Enterprise Infrastructure Services: We establish and operate modern, dedicated technology
infrastructure on behalf of enterprise customers to enable their current and future growth and
profitability objectives. We support a range of enterprise infrastructure, including private clouds,
mainframe environments, distributed computing, enterprise networks, and storage environments.

Digital Workplace Services: Our digital workplace services provide the technology infrastructure,
mobility, security, and access solutions to support a global workforce that is constantly evolving. Our
services include enterprise mobility solutions that provide users with the ability to work seamlessly
across environments.

Network Services: We provide network services to help customers meet their technological and
commercial requirements for connectivity across their digital environments. Our strategy and
assessment services help evaluate customers’ network needs for their multicloud environments,
while our network transformation and managed services allow customers to realize benefits of the
latest software-defined network technologies. We deliver these services with a proprietary
framework and architecture coupled with proof of concepts to then implement and manage enterprise
networks with the right economics.

Managed ISV Services: We provide services to design, build, and manage the IT environments for
enterprise applications as they migrate to the cloud. Our services help CIOs and Chief Technology
Officers (CTOs) unlock the full value of leading third-party Enterprise Resource Planning systems
(e.g., Oracle, SAP) and packaged applications by automating and managing the underlying IT
infrastructure environments using software-defined technologies while reducing complexity and
costs, and improving speed and quality.

Our Competitive Strengths

We are a recognized leader in many of the services we provide, as acknowledged by research analysts
(e.g., Everest, Forrester, Gartner, and IDC). We are known for our technology integration and modernization
expertise — designing, building, and managing complex technology environments. Our worldwide and
high-quality service delivery is underpinned by experienced and highly-trained practitioners that bring the
best of our capabilities to our customers on a daily basis. Importantly, our culture of customer service
excellence — especially in times of crisis, from COVID-19 to tsunamis, floods, cyber-attacks, and power
outages — carries on from our heritage through our people. Given our unique capabilities, scale, intellectual
property, and engineering talent, we are positioned to partner with enterprises for their future across a range
of technologies, use cases, and business strategies to help them maximize the return on their technology
investments and digital transformations.

Our competitive strengths stem from our people, our intellectual property, and our data around IT
patterns:

We are a leader in technology services. We are the largest provider of IT infrastructure services and are
recognized by research analysts (e.g., Gartner, Forrester, IDC, Everest, NelsonHall, and HfS
Research) as a leader in key service areas. We possess significant experience in virtually all
industries, gained through collaboration with customers across over 30 years designing, building, and
managing operating environments for their IT systems. Our highly skilled workforce provides the
expertise (e.g., approximately 13,000 Red Hat accreditations) to handle many of the most complex
issues. In conjunction with our delivery capabilities (such as artificial intelligence that augments our
people) and scale, we provide mission-critical services to a diversified customer base. We also have
unique intellectual property applicable to IT environments, as reflected by our portfolio of
approximately 3,000 patents.

We consistently deliver unsurpassed performance and reliability for complex environments. Our expert
practitioners and talented engineers provide services through modern ways of working, including
agile and design thinking. Additionally, our unique intellectual property and industry-leading
technology platforms utilize contemporary approaches to IT operations to provide reliable and
efficient solutions for each customer’s operating model. These capabilities allow us to execute with
secure and compliant operating and delivery models at scale, driving high-quality performance and
customer satisfaction.
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We realize high quality performance across thousands of service-level agreements and consistently
achieve world-class customer satisfaction and advocacy.

We deliver insights at scale, supported by unique automation capabilities and application of AI. Our ability
to deliver superior outcomes for customers is driven by our capacity to leverage our data around IT
patterns and insights, derived from multiple technology environments across customer engagements.
We apply machine learning, combined with our practitioner expertise to derive unique insights used
to service customers, enhance our offerings and to produce our next-generation services, investing to
ensure continuous innovation for improved outcomes. For example, we are recognized leaders in the
use of automation and operational AI in the delivery of our services, with over 6,000,000 automated
actions per month, enabling greater quality and efficiency for us and our customers. Our operational
AI approach and set of technologies, along with intellectual property that we apply and continually
evolve, are leveraged to develop predictive actions to prevent issues before they arise.

We are a recognized leader in managed services for cloud and on-premise environments and services such
as security and resiliency. We offer a range of high-value capabilities including hybrid multicloud
managed services, security services, and cyber resiliency services, providing us with a sustainable
competitive advantage when helping customers transform their technology environments. Our
multicloud management capabilities are differentiated by our ability to deliver an integrated view of
our customers’ diverse technology environments and to provide our services and solutions digitally.
We offer integrated services between the cloud and on-premise environments.

We offer an integrated ecosystem to help customers adopt and run an increasingly heterogeneous set of
technologies. As customers pursue multiple cloud-based technology partners, applications, and
capabilities, integration is increasingly critical for customers to manage and orchestrate the
technology ecosystem required to run their businesses and achieve their broader objectives. We
provide holistic services across thousands of diverse technologies, delivering end-to-end integration
across public and private / on-premise cloud platforms and other full-stack technology solutions.
Following the Spin-Off, we will enhance our ecosystem of partners, including large public cloud
providers, application-oriented system integrators, independent software vendors, and other players
in the technology stack to provide the best technology and capability for our customers. Our services
and ecosystems enable us to offer leading services for all levels of customer environment complexity
and integration.

Our Strategies

We will pursue a strategy centered on our ability to build and enrich trusted relationships with
customers and technology partners, differentiating through our proven ability to manage and modernize
mission-critical technology environments, create and deploy scale-derived intellectual property, and provide
depth of engineering talent across industries. We have a strong and long-standing foundation developed by
governing and managing complex technology environments, including IBM (e.g., Red Hat and Cloud Paks)
and third-party technologies (e.g., VMWare, ServiceNow, and Microsoft). With increased freedom of action,
we will extend these capabilities to an even broader ecosystem of technology providers and develop more
services that are digitally consumable to expand accessibility to new customers and markets.

We have a long track record of running customers’ technology environments, enabling them to focus on
the core aspects of their businesses. Given the nature of the work we do, we have a unique perspective on
the operating paradigms that enable the high-quality technology environments which our customers have
come to rely on for their most critical systems. This position enables us to meet customers where they are in
their unique digital transformations, work alongside our customers to take them where they want to be, and
in turn enable them to realize the full, at-scale value of that journey. Underpinning all of this are our skilled
practitioners, intellectual property, and mission-critical competency across industries.

We benefit from the long-standing and deep relationship with IBM. We manage the largest installed
base of IBM hardware and software products, including some of the most complex deployments. While we
will be an independent and distinct entity following the separation, we will continue to work with IBM on
an arms-length basis. In addition to any transition services agreements for services that IBM will provide to
us as part of the Spin-Off, they will be part of our partner ecosystem from the standpoint of a technology
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provider, cloud provider, and application services partner. See “Certain Relationships and Related Party
Transactions — Agreements with IBM — Other Arrangements.”

As we look to the future, our focus is centered on the following strategic tenets:

Scale Insights and Intellectual Property. We will invest to position ourself at the forefront of
developing and innovating the services and operating paradigms for the evolution and integration of
mission critical technology, further expanding our existing intellectual property in differentiated
areas. Our depth of experience implementing and operating complex architectures across technology
sets has yielded valuable experience and intellectual property that has defined the operating
paradigm for much of the technology stack. We have approximately 3,000 patents that relate to
various areas of running complex technology environments, including certain patents related to
multi-cloud management, orchestration, integrated monitoring, issue triage and resolution, and
several other areas that enable quality of service. Our engineering talent and experience in all
industries, augmented by our automation platforms, are a key differentiator in managing complex
technology environments.

Diverse Ecosystem with Freedom of Action. As an independent entity, we will have the freedom of
action to develop a broad ecosystem of strategic partnerships with a wider set of technology and
services companies to complement our relationship with IBM. We will invest in an ecosystem of
technology providers and corresponding skill-sets that are increasingly relevant as enterprises
digitize and transform their business models, building on our existing base of certifications across
many market-leading technologies. In parallel, we will extend our operating paradigms and
governance and compliance models to this broader set of technologies to integrate and provide end-
to-end capabilities for our customers as they digitize and evolve their environments.

Digitally Consumable Services Models. Looking ahead, we see opportunity to further expand in areas
where we can better serve customers through consumption models that allow them to experience our
services digitally. These models will combine our platforms, our technology governance, and our
ecosystem with ease-of-use and scalability, tailored to the needs of specific customer segments such
as middle-market enterprises.

To execute these strategies, our operating model will reflect that of a services company, emphasizing
customers and resulting in a flatter, faster, and more focused company. We will pursue an investment and
co-investment strategy focused on building our team, developing aligned intellectual property and
automation, and broadening our ecosystem of partnerships.

Our Customers

Our customer relationships across all industries demonstrate the deep level of trust that we have earned,
and the role we play as a partner that provides technical expertise, insight, and intellectual property to solve
customer challenges. We are the trusted advisor and partner to more than 4,000 customers, in technology-
intensive, and often highly regulated environments, spread across over 100 countries, managing mission-
critical technology environments across all industries. Our customers collectively represent:

Financial Services: over 60% of the top 50 banks’ assets under management

Telecommunications: approximately 50% of the total industry’s mobile connections worldwide

Retail: over 50% of the total industry’s hypermarket sales

Automotive: approximately 45% of the total industry’s production of passenger vehicles

Airlines: over 35% of total revenue passenger miles flown

As companies engage in their digital journey, they face a key impediment related to the skills and
expertise needed to realize their transformations. This, in part, is brought on by the increasing complexity of
enterprise environments, the incorporation of new technologies, and the deployment of different operating
models. While many companies have strengthened their technology teams, they have also encountered
difficulties in sourcing the breadth of expertise needed for their environments and leveraged service
providers to address their needs. Companies will benefit from selecting service providers that have greater
insight into their environments and needs, which advantages partners with long-lasting customer
relationships.
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Through decades of collaboration with customers, we have developed deep relationships as we
supported the technology environments that advanced their business agendas. Recent examples include:

Large-scale transformation to cloud: We partnered with a large, European financial institution to help
them migrate from a predominantly on-premise, classic infrastructure environment to a cloud-based
infrastructure, utilizing both private and public clouds. We provided the expertise and support to navigate
this digital transformation while maintaining and improving quality of service as we moved over one
thousand applications. We also deployed a new Kubernetes container-based environment and management
capabilities to increase workload portability and flexibility. This work enabled the customer’s platform to
run with increased digital agility and efficiency, embedding strong data security within the new cloud-based
infrastructure and providing alignment to the existing infrastructure environment. The customer’s
transformation has brought business benefits, from new products and services that are brought to market
faster, to an increase in sales through online channels.

Modernization of the technology environment: Based on a relationship spanning almost 2 decades, we
partnered with a large European bank to help launch a 10-year transformational program to increase
operational agility and efficiency by optimizing the customer’s critical infrastructure, reducing complexity,
migrating to hybrid cloud, and reducing operational costs. We reduced IT infrastructure complexity by
redesigning critical infrastructure architecture, including networks, storage, virtualization, and data backup
for improved efficiency, enabled ‘scalable’ hybrid cloud by implementing and updating existing systems to
a hybrid cloud solution supported by Red Hat, and transformed legacy IT services by modernizing tools and
the operating model for deployment of IT services. The customer will benefit from modern IT infrastructure
including cloud and mainframes that supports their core banking services and treasury functions.

Digital transformation across the enterprise: We collaborated with a large material sciences company in
North America to support their mission-critical IT infrastructure globally, providing integrated management
for environments that include hybrid cloud infrastructure, network, security, and end-user services. As the
COVID-19 pandemic impacted the operations of many companies, we worked with our customer to help
move more than 40,000 employees to a remote model while maintaining critical operations in production
facilities without disruption. Building on our 16-year history of collaboration, we are working to accelerate
their digital transformation. We are helping our customer build foundational capabilities for their digital
journey, powered by data, analytics, and artificial intelligence and machine learning integrated into core
business processes and connected through a flexible and secure network. This will support our customer’s
ability to fully exploit digital technologies, and realize business benefit.

Digitization for flexibility: Our customer, a large Japanese transportation company, was engaged in a
technology-driven transformation to establish a flexible IT environment using hybrid cloud that evolves
with changing business needs. Our teams worked together to build an integrated private and public cloud
with the same virtualization architecture, and a management capability that unifies operations and evolves
with the business. Through our collaboration, we created an integrated infrastructure to meet our customer’s
current and future needs by modernizing on premise, off premise, and network environment as well as its
management platform. We deployed software-defined networks across the environment and automation to
realize improved quality and business continuity. Our work helps support our customer’s efforts to become
one of the most valued and preferred transportation companies in the world.

An important part of our services involve supporting our customers during times of crisis, including
global disruptions. For instance, during the COVID-19 pandemic, our business continuity plans mitigated
all COVID-driven outages in 2020, providing peace-of-mind to our customers and giving them the
confidence to focus on their core businesses. We ensured that our customers had the data and IT services
needed to migrate operations to a work-from-home environment. Our response also demonstrated the
resilience of our delivery model, as most of our professionals moved to work-from-home without impact to
customer service.

Sales and Marketing

Our customer engagement and brand positioning will focus on deepening our existing customer
relationships, attracting and winning new customers, and creating an ecosystem built on go-to-market
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relationships with leading advisors, providers, and integrators to offer best in class solutions tailored to each
customer’s environment and requirements.

Customer-Centric Account Approach. Following the Spin-Off, we will deploy dedicated account
coverage teams within our global operating structure. The teams will leverage our intellectual capital and
tools underpinned by insights and proven practices derived from operating at scale. Senior account leaders
will lead the teams and have end-to-end accountability from sale to delivery for managed services
customers. They will tailor the full suite of our services to the customers’ needs to deliver value and
business outcomes across a wide range of technology environments. Account leaders will be supported by
dedicated, multi-disciplinary technical sales and delivery teams, as well as by shared services teams, to
support an effective and efficient engagement. This new account coverage model will ensure consistent and
reliable delivery of services for our existing relationships over the lifetime of current and renewal contracts.
In addition, the model will support the potential expansion of existing relationships based on our deep
industry perspective and expertise and knowledge of customers’ unique needs. Finally, this account-based
model will seek to build and expand existing relationships with line of business buyers, as they have
become critical decision makers working alongside our customers.

Customer Growth and New Customer Acquisition. In line with our customer-centric approach, we will
focus on co-creating and innovating with customers to advance and deepen our relationships. We will
leverage our broad base of expertise, capabilities, and partners to prototype, test, and develop innovative
solutions across various approaches and technologies. As we gain new customers, we will apply our account
coverage model to expand our relationships and footprint over time.

Partnership and Alliance Ecosystem. While we will maintain a strategic partnership with IBM, we will
also benefit from greater flexibility to enhance and develop strategic relationships with other partners. We
will build a set of routes to market to serve as a multiplier that enables us to expand business with our
partner ecosystem. The ecosystem will include: public cloud providers, ISVs, technology providers (ranging
from established, scaled players to growth-stage start-ups), system integrators, business consulting firms,
and business services providers. These relationships will benefit our customers through broader access to
best-in-class solutions that are matched to their unique technology situations and digital journeys. We will
have dedicated teams supporting our key alliance partners and will co-create and co-market with them to
deliver value to our mutual customers.

Our Competition

We compete in a market for technology services along with many other providers, ranging from small,
highly specialized companies that serve a limited number of customers to large, multi-service enterprises
with many clients. These service providers include: incumbents that have expanded their offerings to
migration and management of cloud-based environments; companies that utilize labor-based models and
leverage talent pools primarily in lower-cost countries that have grown to offer a broad range of services
with a worldwide presence; and advisory-focused system integrators specializing in bringing together
disparate technology environments so that they function as one. Many of these companies offer a mix of
advisory, implementation, and managed services across infrastructure, application, and business processes.
Examples include: Atos, DXC, Rackspace, Fujitsu, Tata Consultancy Services, and Wipro, among others.

The basis of competition involves multiple factors, with key elements including quality of service,
technical skills and capabilities, industry knowledge and experience, financial value, ability to innovate,
intellectual property and methods, contracting flexibility, and speed of execution. Long-standing
partnerships and knowledge of the customers’ technology environment often enable service providers to
better address requirements and future needs. Our decades-long collaboration with customers provides us
with the insights to realize distinctive performance that supports their digital transformation. We deliver
unique value by using its insights at scale and intellectual property, leveraging a broad ecosystem, and
engaging with customers by driving greater digital consumability — while building and strengthening
partnerships to enhance the customer experience.

We will position ourselves uniquely, leveraging a core strength in governance and management of
complex IT infrastructure environments, delivered through a global footprint. Our services support
customers’ digital transformations, as we help accelerate their journeys by providing instrumented and
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engineered technology environments. We offer choice with consistency through an operating paradigm and
management model built from our experiences with complex technologies. These capabilities uniquely
position us as both a leading partner and competitor within the same market.

Intellectual Property

We are committed to developing leading-edge ideas and technologies and see innovation as a source of
competitive advantage. We will bring approximately 3,000 patents from IBM that are related to our business
model. A key pillar of our strategy is continuing to invest in knowledge and intellectual property to support
extending our services to a broader ecosystem of technology providers and customer challenges and
solutions. Our decades of experiences working with our customers has generated operational insights,
creating intellectual property that we leverage for the benefit of our customers. We will leverage our
multicloud management platform and orchestration and intelligence layer intellectual property to provide
insights to our customers at scale. We rely on intellectual property protections in the countries in which we
operate, along with contractual restrictions, to establish and protect our offerings and services and other
applicable rights. In addition, we license third-party software along with other technologies that are used in
the provision of or incorporated into some elements of our services. We possess a significant intellectual
property portfolio, which we believe is important to our success. However, we believe our business as a
whole is not materially dependent on any particular intellectual property right or any particular group of
patents, trademarks, copyrights or licenses.

Additionally, we own or have rights to various trademarks, logos, service marks, and trade names that
are used in the operation of our business. We also own or have the rights to copyrights that protect the
content of our products and other proprietary materials.

Human Capital Resources

Employees

We had approximately 90,000 employees as of March 31, 2021 spanning 63 countries.
Approximately 92% of our employees work outside the U.S., with workforce hubs in India, Poland, Brazil,
Japan, Czech Republic, and Hungary.

We work alongside the best people advancing the vital systems that power human progress. Our global
workforce is highly skilled, reflective of the work we do for our customers’ digital transformations and in
support of their mission-critical operations. Our industry experts are also always continuously learning. In
2020 alone, we earned more than 140,000 badges through our learning platform in strategic skills, including
cloud, AI, analytics, design thinking, quantum and security. At Kyndryl, we are:

A purpose-led culture, focused on inspiring our dedicated people to advance what’s possible for our
customers

A business where our people are our business. We want empowered employees who keep learning,
thriving, and creating

Inclusive and open. This starts with a diverse and empathetic workforce that listens and learns at
every step

Fostering an environment that supports new ways of working, accelerated career progression, and the
chance to work with the most interesting technology systems

Promoting innovation at every turn — in our open and transparent leadership, in our purpose, and in
our shared values built around a commitment to advancing what’s next for ourselves and our
customers

Our people are truly at the center of designing, building, and managing the technology environments
that the world depends on every day. We will continue to invest in our teams to be at the heart of
technological change for our customers.

  

49 



• 

• 

• 

• 

• 

• 

• 

• 

TABLE OF CONTENTS

Confidential Treatment Requested by Kyndryl Holdings, LLC
Pursuant to 17 C.F.R. Section 200.83

Talent and Culture

Our business is our people; and our talent strategy revolves around our ability to best serve our
customers through ongoing investment in talent and skill development. We attract, develop, and retain talent
in a dynamic and competitive environment. We are singularly focused on optimizing the employee
experience at Kyndryl through:

Attracting: We create technical careers of the future through increased skill development to meet and
exceed new market demands

Developing: We align our people’s goals with our customers, promoting acquisition of critical skills
on an individual level, and continuous learning

Retaining: We retain the best talent through increased career mobility/ velocity through internal
upskilling and reskilling opportunities and promotions

We are committed to building the technical careers of the future and have made investments in training
and skills to ensure our people are relevant, experienced, and technically positioned to serve our customers
on their most complex challenges. We continue to expand our certifications and accreditations each year
through consistent investment in skill development around emerging technologies and key areas for growth.

We offer market competitive, comprehensive rewards and benefits programs including health benefits,
mental health support and Employee Assistance Plans, retirement savings benefits, paid time off, and salary
and recognition programs, among others. We will continue to build on strong employee engagement
including conducting an annual engagement survey, measuring elements such as workplace experience,
inclusion, and pride.

Diversity and Inclusion

Diversity and Inclusion is inherent in our DNA. We will uphold and build upon a strong history of
diversity, inclusion and equity. Key diversity and inclusion objectives are:

Continually drive to achieve a diverse and equitable representation in both leadership positions and
the broader workforce

Aim to eliminate implicit bias and ensure equity in all our employment practices for
underrepresented groups

Drive engaging and inclusive employee experiences

Achieve and exceed Equal Opportunity compliance goals in all countries where we operate, and

Comply with Equal Opportunity audits

Health, Safety and Well-Being

We have a clear commitment to the health, safety and well-being of our employees. We have an
experienced Health and Safety team comprised of medical doctors, nurses, industrial hygiene, safety, and
workforce health experts. This team will implement a health and safety management system that ensures
compliance with all local health and safety regulations, minimizes workplace health and safety risks, and
provides for safe and healthy workplaces so our employees can do their best work.

During the COVID-19 pandemic, our priority continues to be the health and safety of employees,
customers, and partners, while supporting our customers’ operations. We have a comprehensive, global,
pandemic management plan. This includes a robust case management system to manage potential COVID-
19 exposures and a comprehensive playbook on workplace health and safety measures that allow our offices
to reopen when conditions improve. Our employees are supported with access to our Health and Safety
team, education, timely updates and forums to ask questions and raise concerns. Additionally, we will
continue to focus on mental health and supporting our employees through different phases of the pandemic.
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Properties

As of December 31, 2020 we owned or leased approximately 18 million square feet of space
worldwide, a summary of which is provided below. We believe that our existing properties are in good
condition and are suitable for the conduct of our business.

Americas EMEA Japan Asia Pacific Total

Number 
of 

Locations

Square 
Feet 

(millions)

Number 
of 

Locations

Square 
Feet 

(millions)

Number 
of 

Locations

Square 
Feet 

(millions)

Number 
of 

Locations

Square 
Feet 

(millions)

Number 
of 

Locations

Square 
Feet 

(millions)

Total 77 7 158 7 39 1 62 3 336 18
Leased 65 4 152 6 39 1 62 3 318 15
Owned 12 3 6 1 — — — — 18 4

Principal Executive Offices

Our principal executive offices, including our global headquarters, are located at New York, New York.

Legal Proceedings

Refer to note K, “Commitments and Contingencies,” to the combined financial statements included
elsewhere in this Information Statement.
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND 
RESULTS OF OPERATIONS

The following discussion should be read together with the Combined Financial Statements and related
Notes thereto and other financial information appearing elsewhere in this Information Statement. This
discussion contains forward-looking statements that involve risk, assumptions and uncertainties, such as
statements of our plans, objectives, expectations, intentions and forecasts. Our actual results and the timing
of selected events could differ materially from those discussed in these forward-looking statements as a
result of several factors, including those set forth under the section of this Information Statement titled
“Risk Factors” and elsewhere in this Information Statement. You should carefully read the “Risk Factors”
to gain an understanding of the important factors that could cause actual results to differ materially from
our forward-looking statements. Please also see the section of this Information Statement titled “Cautionary
Statement Concerning Forward-Looking Statements.”

The following Management’s Discussion and Analysis of Financial Condition and Results of
Operations is intended to help you understand the results of operations and financial condition of the
Business for the years ended December 31, 2020, 2019 and 2018.

Business Overview

We are a leading technology services company and the largest infrastructure services provider in the
world, serving as a partner to more than 4,000 customers in over 100 countries. We have a long track record
of helping enterprises navigate major technological changes, particularly by enabling our customers to focus
on the core aspects of their businesses during these shifts while trusting us with their most critical systems.
Today, enterprises are engaged in individual and unique digital transformations to differentiate their
businesses and derive value through better customer experiences. However, enterprises often face shortages
in critical technical expertise to successfully make this complex change. We provide engineering talent,
operating paradigms, and insights derived from our data around IT patterns. This enables us to deliver
advisory, implementation, and managed services at scale across technology infrastructures that allow our
customers to de-risk and realize the full value of their digital transformations. We are therefore uniquely
positioned to design, build, and manage secure and responsive private, public, and multicloud environments
for our customers, accelerating their digital transformations.

We deliver transformation and secure cloud services capabilities, insights, and depth of expertise to
modernize and manage IT environments based on our customers’ unique patterns of transformation at scale.
We offer services across domains such as cloud managed services, data services, security services,
resiliency services, enterprise infrastructure services, digital workplace services, network services, and
managed ISV services as we continue to support our customers through technological change. Our services
enable us to modernize and manage cloud and on-premise environments as “one” for our customers,
enabling them to scale seamlessly.

To deliver these services, we rely on our team of skilled practitioners, consisting of approximately
90,000 professionals. Given our large and diversified customer base operates in multiple industries and
geographies, we utilize a flexible labor and delivery model with a balanced mix of global and local talent as
needed to meet customer-specific needs, regulatory requirements, and data protection and labor laws. Our
employees leverage their deep engineering expertise and extensive experience operating complex and
heterogeneous technology environments to drive service quality, intellectual property development, and our
long-term trusted customer relationships.

As described in “Business — Our Customers,” we have many customer relationships that are decades
long, as we provide high-quality, mission-critical services that are core to operations with customers that
represent the backbones of their respective industries. These customers entrust us to deliver the services
they need, and manage their complex environments so that they can achieve their business objectives.

As an independent company, we will be free to partner with a broader ecosystem, including a wide
range of hyperscale cloud providers, system integrators, independent software vendors, and technology
vendors from startups to market leaders. This enables us to serve our customers with the contemporary
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technology capabilities that best fit their needs and open new avenues for growth. This is all underpinned by
our ability to integrate and operate mission-critical technology at scale using deep engineering expertise and
intellectual property.

Our approach has enabled us to reach significant scale, with $19.4 billion in revenue for the fiscal year
ended December 31, 2020. We are focused on driving revenue growth with sustainable margins by
extending our leadership in the markets in which we operate while investing in our capabilities, and
expanding our high value, next generation services consistent with customer needs.

Management Discussion Snapshot

($ in millions) 
For the year ended December 31:

Yr.-to-Yr. 
Percent/Margin 

Change

2020 2019 2018 2020 – 2019 2019 – 2018

Revenue $19,352 $20,279 $21,796 (4.6 (7.0
Gross profit margin 11.4 12.8 11.7 (1.4 1.1
Total expense and other (income) $ 3,975 $ 3,176 $ 3,187 25.1 (0.3
Loss before income taxes $ (1,766 $ (579 $ (630 205.0 (8.1
Provision for income taxes 246 364 350 (32.5 4.0

Net loss $ (2,011 $ (943 $ (980 113.3 (3.7

Net loss margin (10.4 (4.7 (4.5 (5.7 (0.2

Includes $918 million of pre-tax charges for workforce rebalancing actions during the year.

($ in millions) 
At December 31: 2020 2019

Yr.-to-Yr. 
Percent 
Change

Assets $11,205 $11,744 (4.6
Liabilities $ 6,274 $ 5,796 8.3
Equity $ 4,931 $ 5,948 (17.1

Organization of Information

As a result of the allocations and carve out methodologies used to prepare these combined financial
statements, the accompanying combined financial statements included throughout this Information
Statement may not be indicative of our future performance, do not necessarily include the actual expenses
that would have been incurred by us and may not reflect our results of operations, financial position and
cash flows had we been a separate, standalone company during the periods presented. For additional
information, see “Basis of Presentation.”

Financial Performance Summary

Environmental Dynamics

With the unprecedented COVID-19 pandemic and macroeconomic uncertainty beginning in
March 2020, many clients experienced declines in their business volumes, and client priorities shifted to
maintaining operational stability, flexibility and preservation of cash. While there was continued demand for
offerings that support their digital transformation, clients moved to shorter term duration engagements and
prioritized operational expenditures over capital expenditures. These dynamics impacted our performance in
2020.

2020 Financial Performance

In 2020, we reported $19.4 billion in revenue, a decline of 4.6 percent when compared to the prior year
which was driven by declines in the Americas segment. Revenue declined primarily due to a reduction in
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client volumes within industries heavily impacted by the global pandemic. Gross profit margin of
11.4 percent declined by 1.4 points. Total expense and other income of $4.0 billion increased 25.1 percent
and reflects the impacts of higher workforce rebalancing charges of $0.8 billion. We took these structural
actions to simplify and optimize our operating model. Losses from operations were $2.0 billion, an increase
of $1.1 billion when compared to the prior year, primarily due to the higher workforce rebalancing charges.

We generated $0.5 billion in cash from operations in 2020. Total assets of $11.2 billion decreased by
$0.6 billion compared to the prior year, predominantly driven by declines in notes and accounts receivable
of $0.4 billion. Total liabilities of $6.3 billion at December 31, 2020 increased by $0.5 billion from the prior
year, primarily as a result of an increase in workforce rebalancing liabilities of $0.6 billion. Total equity of
$5.0 billion at December 31, 2020 declined by $1.0 billion from the prior year, primarily driven by losses
from operations within the year.

2019 Financial Performance

In 2019, we reported $20.3 billion in revenue, a decline of 7.0 percent when compared to the prior year,
which was driven by declines in the Americas and EMEA segments, and a currency headwind. Like our
clients, we prioritized higher value opportunities in 2019. Discrete account and portfolio actions were taken
to improve our profitability in the long term even though they had an impact on our 2019 results. Gross
profit margin of 12.8 percent improved by 1.1 points, reflecting the benefit from structural actions taken to
improve contract profitability. Total expense and other income of $3.2 billion was flat when compared to the
prior year. Losses from operations were $0.9 billion, consistent with the prior year.

We generated $1.0 billion in cash from operations in 2019. Total assets of $11.8 billion increased by
$0.9 billion compared to the prior year, predominantly driven by right-of-use asset increases of $1.2 billion
due to the adoption of the new lease standard. Total liabilities of $5.8 billion at December 31, 2019
increased by $1.2 billion from the prior year, primarily as a result of an increase in operating lease liabilities
of $1.2 billion. Total equity of $6.0 billion at December 31, 2019 declined by $0.3 billion from the prior
year, primarily driven by losses from operations within the year.

Basis of Presentation

Our combined financial statements included throughout this Information Statement have been derived
from the consolidated financial statements and accounting records of IBM, as if we had operated on a
standalone basis during the periods presented, and were prepared in accordance with U.S. GAAP and
pursuant to the rules and regulations of the SEC.

Historically, we were included in IBM’s Global Technology Services segment and did not operate as a
separate, standalone entity. Accordingly, IBM has reported our financial position and the related results of
operations, cash flows and changes in equity in IBM’s consolidated financial statements. As the separate
legal entities that comprise us were not historically held by a single legal entity, Total Net Parent investment
is shown in lieu of shareholder’s equity in the combined financial statements included throughout this
Information Statement. Intercompany transactions between Kyndryl and IBM are considered to be
effectively settled in the combined financial statements at the time the transaction is recorded. The total net
effect of the settlement of these intercompany transactions is reflected as Net transfers from Parent in the
financing activities section in the Combined Statement of Cash Flows and in the Combined Balance Sheet
within Net Parent investment. Net Parent investment represents IBM’s interest in the recorded assets of our
business and represents the cumulative investment by IBM in us through the dates presented, inclusive of
operating results.

The combined financial statements included elsewhere in this Information Statement include the
historical basis of assets, liabilities, revenues and expenses of the individual businesses of IBM’s historical
managed infrastructure services business, including the joint ventures and partnerships over which we have
a controlling financial interest. The combined financial statements included elsewhere in this Information
Statement include certain assets and liabilities that are held by IBM that are specifically identifiable or
otherwise attributable to us. All of our intracompany transactions between our businesses have been
eliminated. All of our significant intercompany transactions between us and IBM have been included in the
combined financial statements.
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Cash is managed centrally through bank accounts controlled and maintained by IBM. Accordingly, cash
and cash equivalents held by IBM at the corporate level were not attributable to us for any of the periods
presented. Only cash amounts specifically attributable to us are reflected in the combined financial
statements included throughout this Information Statement. Transfers of cash, both to and from IBM’s
centralized cash management system, are reflected as a component of Net Parent investment in the
Combined Balance Sheet and as a financing activity on the Combined Statement of Cash Flows.
Historically, we received or provided funding as part of IBM’s centralized treasury program. IBM’s debt
was not attributed to us because IBM’s borrowings are not our legal obligation. Interest expense in the
Combined Income Statement reflects the allocation of interest on borrowing and funding related activity
associated with the portion of IBM’s borrowings where the proceeds benefited us. The only third-party debt
obligations included in the combined financial statements are those for which we are the legal obligor.

During the periods presented, we functioned as part of an operating segment of IBM. Accordingly, IBM
performed certain corporate overhead functions for us. Therefore, certain corporate costs, including
compensation costs for corporate employees supporting us, have been allocated from IBM. These allocated
costs are for corporate functions including, but not limited to, senior management, legal, human resources,
finance and accounting, treasury, IT, marketing and communications, internal audit and other shared
services, which are not provided at the business level. Where possible, these costs were allocated based on
direct usage, with the remainder allocated on a basis of cost, headcount or other measures we have
determined as reasonable. The combined financial statements included throughout this Information
Statement do not necessarily represent the expenses that would have been incurred or held by us had we
been a separate, standalone company.

As a result of the allocations and carve out methodologies used to prepare these combined financial
statements, the combined financial statements included throughout this Information Statement may not be
indicative of our future performance, do not necessarily include the actual expenses that would have been
incurred by us and may not reflect our results of operations, financial position and cash flows had we been a
separate, standalone company during the periods presented. Our operations are included in the consolidated
U.S. federal, and certain state and local and foreign income tax returns filed by IBM, where applicable. The
income tax provision included in the combined financial statements has been calculated using the separate
return basis, as if we filed separate tax returns. Post-separation, our operating footprint as well as tax return
elections and assertions are expected to be different and therefore, our hypothetical income taxes, as
presented in the combined financial statements, are not expected to be indicative of our future income taxes.
Current income tax liabilities including amounts for unrecognized tax benefits related to our activities
included in IBM’s income tax returns were assumed to be immediately settled with IBM through the Net
Parent investment account in the Combined Balance Sheet and reflected in Net transfers from Parent in the
Combined Statement of Cash Flows.
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YEARS IN REVIEW

Results of Operations

Segment Details

The following is an analysis of the 2020, 2019 and 2018 reportable segment results. The table below
presents each reportable segment’s external revenue and gross margin results. Segment revenue and pre-tax
income/(losses) exclude any transactions between the segments.

($ in millions) 
For the year ended December 31:

Yr.-to-Yr. 
Percent/Margin 

Change

2020 2019 2018 2020 – 2019 2019 – 2018

Revenue
Americas $ 7,401 $ 7,951 $ 8,581 (6.9 (7.3

Gross profit margin 16.3 17.4 17.6 (1.1 (0.2
Europe/Middle East/Africa $ 7,289 $ 7,566 $ 8,162 (3.7 (7.3

Gross profit margin 1.6 4.5 3.5 (2.9 1.0
Japan $ 3,037 $ 2,925 $ 2,936 3.8 (0.4

Gross profit margin 20.8 19.3 15.7 1.5 3.6
Asia Pacific $ 1,625 $ 1,838 $ 2,117 (11.6 (13.2

Gross profit margin 15.8 17.0 14.0 (1.2 3.0
Total revenue $19,352 $20,279 $21,796 (4.6 (7.0
Total gross profit $ 2,210 $ 2,596 $ 2,557 (14.9 1.5
Total gross profit margin 11.4 12.8 11.7 (1.4 1.1

Americas

($ in millions) 
For the year ended December 31:

Yr.-to-Yr. 
Percent/Margin 

Change

2020 2019 2018 2020 – 2019 2019 – 2018

Americas
Revenue $7,401 $7,951 $8,581 (6.9 (7.3
Gross profit 1,205 1,381 1,514 (12.7 (8.7
Gross profit margin 16.3 17.4 17.6 (1.1 (0.3
Pre-tax income/(loss) $ (313 $ (22 $ 130 nm nm
Pre-tax income/(loss) margin (4.2 (0.3 1.5 (3.9 (1.8

nm — not meaningful

2020 Performance

Americas revenue of $7,401 million in 2020 declined by 6.9 percent when compared to the prior-year
period driven by declines across the contract portfolio and impacts from the COVID-19 pandemic, mainly in
the United States, Canada and Brazil. Gross profit margin of 16.3 percent declined 1.1 points when
compared to 2019. Pre-tax loss of $313 million increased $290 million when compared to the prior-year
period. Pre-tax margin of (4.2) percent worsened by 3.9 points when compared to the prior-year period. Pre-
tax loss and pre-tax margin reflect the impact of workforce rebalancing actions taken in 2020 to simplify
and optimize our operating model.
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2019 Performance

Americas revenue of $7,951 million in 2019 declined by 7.3 percent when compared to 2018 mainly
driven by declines in the United States partially offset by increases in Canada and Mexico. Gross profit
margin of 17.4 percent declined 0.2 points when compared to 2018. In 2019, we took discrete contract and
portfolio actions to exit lower value offerings which also had an impact on revenue. Pre-tax income declined
by $152 million to a loss of $22 million in 2019. Pre-tax margin of (0.3) percent worsened by 1.8 points
when compared to the prior-year period.

Europe/Middle East/Africa

($ in millions) 
For the year ended December 31:

Yr.-to-Yr. 
Percent/Margin 

Change

2020 2019 2018 2020 – 2019 2019 – 2018

Europe/Middle East/Africa
Revenue $ 7,289 $7,566 $ 8,162 (3.7 (7.3
Gross profit 116 339 286 (65.8 18.5
Gross profit margin 1.6 4.5 3.5 (2.9 1.0
Pre-tax income/(loss) $(1,825 $ (926 $(1,006 97.0 (7.9
Pre-tax income/(loss) margin (25.0 (12.2 (12.3 (12.8 0.1

2020 Performance

EMEA revenue of $7,289 million in 2020 declined by 3.7 percent when compared to the prior-year
period driven by declines across the contract portfolio and impacts from the COVID-19 pandemic, mainly in
the United Kingdom, the Netherlands and Germany. In 2020, we partnered and negotiated with our clients to
look at our portfolio in a way to reap long term value for both parties. While revenue was impacted from
these negotiations, we aim to build a portfolio with strong client relationships. Gross profit margin of
1.6 percent declined 2.9 points when compared to 2019. Pre-tax loss of $1,826 million increased by
$899 million when compared to the prior-year period. Pre-tax margin of (25.0) percent worsened by 12.8
points when compared to the prior-year period. Pre-tax loss and pre-tax margin reflect the impact of
workforce rebalancing actions taken in 2020 to simplify and optimize our operating model.

2019 Performance

EMEA revenue of $7,566 million in 2019 declined by 7.3 percent when compared to 2018 driven by
declines across the contract portfolio, mainly in Germany, France, Italy and Belgium. Gross profit margin of
4.5 percent improved 1.0 point when compared to 2018. 2019 performance was impacted by the
restructuring of low margin contracts which was a headwind to revenue but a help to profit. Pre-tax losses
declined by $79 million to a loss of $926 million in 2019. Pre-tax margin of (12.2) percent improved by
0.1 points when compared to the prior-year period.

Japan

($ in millions) 
For the year ended December 31:

Yr.-to-Yr. 
Percent/Margin 

Change

2020 2019 2018 2020 – 2019 2019 – 2018

Japan
Revenue $3,037 $2,925 $2,936 3.8 (0.4
Gross profit 632 564 462 12.1 21.9
Gross profit margin 20.8 19.3 15.7 1.5 3.5
Pre-tax income/(loss) $ 195 $ 179 $ 105 9.3 70.8
Pre-tax income/(loss) margin 6.4 6.1 3.6 0.3 2.5
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2020 Performance

Japan revenue of $3,037 million in 2020 increased by 3.8 percent when compared to the prior-year
period driven by strong performance in new client contracts. Gross profit margin of 20.8 percent increased
1.5 points when compared to 2019. Pre-tax income of $195 million increased by $16 million when
compared to the prior-year period. Pre-tax margin of 6.4 percent improved by 0.3 points when compared to
the prior-year period.

2019 Performance

Japan revenue of $2,925 million in 2019 was flat when compared to the prior-year period. Gross profit
margin of 19.3 percent improved 3.5 points when compared to 2018. Pre-tax income of $179 million in
2019 increased by 70.8 percent when compared to 2018. Pre-tax margin of 6.1 percent improved by 2.5
points when compared to the prior-year period.

Asia Pacific

($ in millions) 
For the year ended December 31:

Yr.-to-Yr. 
Percent/Margin 

Change

2020 2019 2018 2020 – 2019 2019 – 2018

Asia Pacific
Revenue $1,625 $1,838 $2,117 (11.6)% (13.2)%
Gross profit 257 313 296 (17.8) 5.8
Gross profit margin 15.8 17.0 14.0 (1.2)pts. 3.1pts.
Pre-tax income/(loss) $ 176 $ 191 $ 141 (7.7) 35.4
Pre-tax income/(loss) margin 10.8 10.4 6.6 0.5pts. 3.7pts.

2020 Performance

Asia Pacific revenue of $1,625 million in 2020 decreased by 11.6 percent when compared to the prior-
year period driven by declines across the contract portfolio, mainly in Australia and India. Gross profit
margin of 15.8 percent decreased 1.2 points when compared to 2019. Pre-tax income of $176 million
decreased by 7.7 percent when compared to the prior-year period. Pre-tax margin of 10.8 percent improved
by 0.5 points when compared to the prior-year period.

2019 Performance

Asia Pacific revenue of $1,838 million in 2019 declined 13.2 percent compared to the prior-year
period, primarily driven by Australia and India. Performance was impacted by the decision to move away
from lower value workloads and shift into higher value offerings. Gross profit margin of 17.0 percent
improved 3.1 points when compared to 2018. Pre-tax income of $191 million in 2019 increased by
35.4 percent when compared to 2018. Pre-tax margin of 10.4 percent improved by 3.7 points when
compared to the prior-year period.
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Total Expense and Other Income

($ in millions) 
For the year ended December 31:

Yr.-to-Yr. 
Percent 
Change

2020 2019 2018 2020 – 2019 2019 – 2018

Expense and other (income)
Selling, general and administrative $2,893 $2,887 $2,924 0.2 (1.3
Workforce rebalancing charges 918 159 116 476.1 37.1
Research, development and engineering 76 83 69 (9.3 20.9
Interest expense 63 76 85 (16.8 (10.7
Other (income) and expense 25 (29 (7 nm 339.8

Total expense and other (income) $3,975 $3,176 $3,187 25.1 (0.3

nm — not meaningful

Total expense and other (income) year-to-year results for the year ended December 31, 2020 were
impacted by pre-tax workforce rebalancing charges of $0.9 billion to simplify and optimize our operating
model.

Total expense and other (income) increased 25.1 percent in 2020 versus the prior year primarily driven
by higher charges for workforce rebalancing and decreases in other income, partially offset by lower interest
expense, and reductions in travel and other expenses associated with COVID-19 restrictions.

Total expense and other (income) was essentially flat when comparing 2019 versus 2018, primarily
driven by higher charges for workforce rebalancing partially offset by declines in total selling, general and
administrative (SG&A) expense.

For additional information regarding total expense and other (income) for both expense presentations,
see the following analyses by category.

Selling, General and Administrative Expense

($ in millions) 
For the year ended December 31:

Yr.-to-Yr. 
Percent 
Change

2020 2019 2018 2020 – 2019 2019 – 2018

Selling, general and administrative expense
Selling, general and administrative-other $1,493 $1,524 $1,602 (2.0 (4.8
Allocation of corporate expenses 1,216 1,178 1,206 3.2 (2.3
Related party intangible assets fee 49 23 — 109.7 nm
Stock-based compensation 36 34 40 4.5 (13.6
Advertising and promotional expense 34 55 40 (39.3 37.5
Provision for expected credit loss expense 25 51 16 (50.6 228.0
Spin-off-related charges 20 — — nm nm
Amortization of acquired intangible assets 20 20 20 (0.6 0.2

Total selling, general and administrative expense $2,893 $2,887 $2,924 0.2 (1.3

nm — not meaningful
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Total SG&A expense was flat when comparing 2020 versus 2019, driven primarily by the following
factors:

Spending reductions associated with COVID-19 restrictions as well as lower employee compensation
expense as a result of the workforce rebalancing actions taken in 2019, and

Lower provisions for expected credit losses; partially offset by

Higher fees for the use of IBM’s acquired intangible assets of $26 million, and

Higher allocations of IBM corporate overhead of $38 million.

Provisions for expected credit loss expense decreased $26 million in 2020 compared to 2019 driven by
lower contract-specific reserve requirements. The receivables provision coverage was 5.9 percent at
December 31, 2020, an increase of 158 basis points from December 31, 2019. The higher coverage rate at
December 31, 2020 reflects the overall decline in total receivables.

Total SG&A expense decreased 1.3 percent in 2019 as compared to 2018, driven primarily by the
following factors:

Lower allocations of IBM corporate overhead of $28 million, partially offset by

Higher provisions for expected credit losses.

Provisions for expected credit loss expense increased $36 million in 2019 compared to 2018 driven by
higher contract-specific reserve requirements. The receivables provision coverage was 4.4 percent at
December 31, 2019, a decrease of 127 basis points from December 31, 2018. The lower coverage rate at
December 31, 2019 reflects the write-off of previously reserved receivables.

Workforce Rebalancing

In 2020, we recorded $918 million in workforce rebalancing charges in the Combined Income
Statement for severance and employee related benefits in accordance with the accounting guidance for
ongoing benefit arrangements, an increase of $759 million compared to 2019. The increase was primarily
driven by structural actions taken in the fourth quarter to simplify and optimize our operating model. The
impact to pre-tax income by segment for the year ended December 31, 2020 was as follows: EMEA
$722 million, Americas $117 million, Asia Pacific $51 million, and Japan $28 million. We expect the
majority of the employee exits to be completed by the end of 2021.

Workforce rebalancing charges of $159 million increased by $43 million in 2019 compared to 2018
driven by structural actions taken in the year to improve our cost competitiveness.

Research, Development and Engineering Expense

($ in millions) 
For the year ended December 31:

Yr.-to-Yr. 
Percent 
Change

2020 2019 2018 2020 – 2019 2019 – 2018

Research, development and engineering expense $76 $83 $69 (9.3 20.9
Allocation of corporate expenses 4 7 0 (44.1 nm

nm — not meaningful

Research, development and engineering (RD&E) expense was $76 million in 2020, $83 million in 2019
and $69 million in 2018. Within these amounts, software-related expense was $50 million, $44 million and
$30 million in 2020, 2019 and 2018, respectively.

RD&E expense was less than 1 percent of total revenue in all periods presented.
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Other (Income) and Expense

($ in millions) 
For the year ended December 31:

Yr.-to-Yr. 
Percent 
Change

2020 2019 2018 2020 – 2019 2019 – 2018

Other (income) and expense
Retirement-related costs/(income) $27 $ 27 $ 46 (1.6 (41.3
Allocation of corporate expenses/(income) 4 (31 (53 nm (41.8
Net(gain)/loss from derivatives (6 (20 1 (70.6 nm
Other (income) and expense 0 (6 (1 nm 405.4

Total other (income) and expense $25 $(29 $ (7 nm 339.8

nm — not meaningful

Total other (income) and expense was expense of $25 million in 2020 compared to income of
$29 million in 2019. The year-to-year change was primarily driven by net exchange losses (including
impacts from IBM derivative instruments) in the current year versus net exchange gains (including impacts
from IBM derivative instruments) in the prior-year period. Underlying foreign exchange gains/losses are
included within the allocation of corporate expenses line in the table above.

Total other income of $29 million in 2019 increased by $22 million when compared to 2018. The year-
to-year change was primarily driven by lower retirement-related costs of $19 million.

Interest Expense

($ in millions) 
For the year ended December 31:

Yr.-to-Yr. 
Percent 
Change

2020 2019 2018 2020 – 2019 2019 – 2018

Total interest expense $63 $76 $85 (16.8 (10.7
Allocation of corporate expenses 63 76 85 (16.3 (10.6

Interest expense decreased $13 million in 2020 and $9 million in 2019 when compared to the prior-year
periods. We share in a portion of the interest expense incurred by IBM as IBM’s debt balance supports the
operations of our business. Interest expense was allocated on a pro rata asset balance between IBM and us.

Stock-Based Compensation

Pre-tax stock-based compensation cost of $64 million increased $10 million compared to 2019. Stock-
based compensation cost, and the year-to-year change, was reflected in the following categories: Cost:
$26 million, up $11 million; SG&A expense: $36 million, down $1 million; and RD&E expense: $1 million,
down $1 million.

Retirement-Related Plans

The following table provides the total pre-tax cost for retirement-related plans. Service cost, multi-
employer plans and cost of defined contribution plans are included in the Combined Income Statement
within the caption (e.g., Cost, SG&A, RD&E) relating to the job function of the plan participants. The other
components of net periodic pension costs are included in other (income) and expense in the Combined
Income Statement.
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($ in millions) 
For the year ended December 31:

Yr.-to-Yr. 
Percent 
Change

2020 2019 2018 2020 – 2019 2019 – 2018

Retirement-related plans – cost
Service cost $112 $105 $122 6 (13
Multi-employer plans* 7 9 11 (16 (21
Cost of defined contribution plans 194 207 208 (6 (1
Interest cost 11 18 17 (37 1
Expected return on plan assets (25 (28 (22 (12 31
Recognized actuarial losses 36 27 28 35 (7
Amortization of prior service costs/(credits) (1 (0 (1 nm (96
Curtailments/settlements (0 0 — nm nm
Other costs 6 11 22 (45 (52
Total retirement-related plans – cost $341 $348 $387 (2 (10

Represents third-party plans.

nm — not meaningful

Total pre-tax retirement-related plan cost decreased by $7 million in 2020 and by $39 million in 2019
when compared to the prior-year periods. The decline in 2020 was primarily driven by lower costs for
defined contribution plans and lower interest cost. The decline in 2019 was driven by lower service cost and
other retirement-related costs.

Income Taxes

The provision for income taxes for 2020 was $246 million compared to $364 million in 2019. The
decrease in the provision was primarily driven by higher pre-tax losses in 2020 partially offset by an
increase in valuation allowances in jurisdictions with losses. The provision for income taxes for 2019 was
$364 million compared to $350 million in 2018. The increase in the provision was primarily driven by lower
pre-tax losses in 2019 and a change in valuation allowance associated with jurisdictions with losses. For
more information, see note E, “Taxes,” in our combined financial statements.

Financial Position

Dynamics

Cash, restricted cash and marketable securities at December 31, 2020 were $38 million, a decrease of
$12 million compared to prior year end. Notes and accounts receivables declined $345 million to
$1,444 million as of December 31, 2020 reflective of lower business volumes and strategic mitigation
actions. In 2020, we took actions to simplify and optimize our operating model which resulted in an
increase in workforce rebalancing liabilities of $549 million when compared to December 31, 2019.

At December 31, 2019, cash, restricted cash and marketable securities were $50 million, an increase of
$5 million from the prior-year period. Our balance sheet position at December 31, 2019 reflects an increase
in right-of-use assets and operating lease liabilities as a result of the implementation of the new accounting
lease standard.

During 2020, we generated $628 million in cash from operating activities, a decrease of $506 million
compared to 2019. The year-to-year decrease was primarily driven by the workforce rebalancing actions
taken in 2020. During 2019, we generated $1,134 million in cash from operating activities, an increase of
$674 million when compared to 2018. The increase was predominantly driven by a lower amount of
spending on contract setup costs when compared to 2018. Our free cash flow was negative for 2020 at
($324) million and for 2018 at ($775) million while our free cash flow was positive for 2019 at $8 million.

Consistent with accounting standards, we remeasured the funded status of our retirement and
postretirement plans at December 31. At December 31, 2020, the overall net underfunded position was
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$548 million, an increase of $60 million from December 31, 2019, driven by lower discount rates partially
offset by strong asset returns. At December 31, 2019, the overall net underfunded position was
$488 million, an increase of $63 million from December 31, 2018, driven by lower discount rates partially
offset by strong asset returns.

Working Capital

($ in millions) 
At December 31: 2020 2019

Current assets $ 2,843 $ 3,151
Current liabilities 3,910 3,408
Working capital $(1,067 $ (256
Current ratio 0.73:1 0.93:1

At December 31, 2020, working capital decreased $811 million from the year-end 2019 position. The
key changes are described below:

Current assets decreased $308 million ($379 million adjusted for currency) due to:

A decrease of $345 million in notes and accounts receivable; partially offset by

An increase of $71 million in deferred costs.

Current liabilities increased $503 million ($358 million adjusted for currency) as a result of:

An increase in workforce rebalancing liabilities of $549 million, and

An increase in accounts payable of $92 million; partially offset by

A decrease in deferred income of $43 million, and

A decrease in accrued contract costs of $38 million.

At December 31, 2019, working capital decreased $521 million from the year-end 2018 position. The
key changes are described below:

Current assets decreased $149 million ($125 million adjusted for currency) due to:

A decrease of $107 million in deferred costs, and

A decrease of $71 million in notes and accounts receivable

Current liabilities increased $372 million ($390 million adjusted for currency) as a result of:

An increase in operating lease liabilities of $328 million and an increase in short-term debt of
$42 million due to the implementation of the new lease standard, and

An increase in accounts payable of $32 million; partially offset by

A decrease in employee compensation liabilities of $45 million.

Receivables and Allowances

Roll Forward of Receivables Allowance for Credit Losses

($ in millions)
January 1, 2020 Additions / (Releases) Write-offs Other* December 31, 2020

$82 $25 $(7 $(9 $91

January 1, 2019 Additions / (Releases) Write-offs Other* December 31, 2019

$111 $51 $(78 $(3 $82

Primarily represents translation adjustments and reclassifications.
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The receivables provision coverage was 5.9 percent at December 31, 2020, an increase of 158 basis
points from December 31, 2019. The higher coverage rate at December 31, 2020 reflects the overall decline
in total receivables. The receivables provision coverage was 4.4 percent at December 31, 2019, a decrease
of 127 basis points from December 31, 2018. The lower coverage rate at December 31, 2019 reflects the
write-off of previously reserved receivables.

Non-Current Assets and Liabilities

Non-current assets of $8,362 million at December 31, 2020 declined by $230 million ($565 million
adjusted for currency) when compared to December 31, 2019. The decline was driven by the following:

A decline in property and equipment of $134 million, and

A decline in deferred costs of $120 million, and

A decline in operating right-of-use assets of $87 million; partially offset by

An increase in deferred taxes of $76 million, and

An increase in goodwill of $67 million which was driven by currency.

Non-current assets of $8,592 million at December 31, 2019 increased by $1,008 million
($1,017 million adjusted for currency) when compared to December 31, 2018. The increase was driven by
the following:

An increase in operating right-of-use assets of $1,218 million driven by the adoption of the new lease
standard, and

An increase in deferred taxes of $56 million; partially offset by

A decline in deferred contract costs of $196 million, and

A decline in property and equipment of $55 million.

Non-current liabilities of $2,364 million at December 31, 2020 declined by $24 million ($150 million
adjusted for currency) when compared to December 31, 2019. The decline was driven by the following:

A decline in deferred income of $72 million, and

A decline in operating lease liabilities of $40 million; partially offset by

An increase in pension and post-retirement liabilities of $61 million, and

An increase in workforce rebalancing liabilities of $52 million.

Non-current liabilities of $2,388 million at December 31, 2019 increased by $854 million ($872 million
adjusted for currency) when compared to December 31, 2018. The increase was driven by the following:

An increase in operating lease liabilities of $890 million and debt of $100 million primarily due to
the adoption of the new lease standard, and

An increase in pension and post-retirement liabilities of $63 million; partially offset by

A decline in deferred income of $146 million.

Equity

Total equity of $4,931 million at December 31, 2020 decreased by $1,017 million from December 31,
2019, primarily due to net losses of $2,011 million, partially offset by net transfers from IBM within Net
Parent investment of $872 million.

Total equity of $5,948 million at December 31, 2019 decreased by $367 million from December 31,
2018, primarily due to net losses of $943 million, partially offset by net transfers from IBM within Net
Parent investment of $598 million.
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Cash Flow

Our cash flows from operating, investing and financing activities, as reflected in the Combined
Statement of Cash Flows are summarized in the table below.

($ in millions) 
For the year ended December 31: 2020 2019 2018

Net cash provided by/(used in) continuing operations
Operating activities $ 628 $ 1,134 $ 674
Investing activities (953 (1,128 (1,451
Financing activities 312 0 791

Effect of exchange rate changes on cash, cash equivalents and restricted cash 1 (1 (5
Net change in cash, cash equivalents and restricted cash $ (13 $ 5 $ 10

2020 Cash Flow Performance

Net cash provided by operating activities decreased $506 million in 2020 when compared to the prior-
year period driven by the following key factors:

Performance-related declines within net income, and

A higher level of workforce rebalancing payments of $226 million, and

An increase in spending related to contract setup costs of $93 million; partially offset by

An increase in cash provided by receivables of $364 million.

Net cash used in investing activities decreased $175 million in 2020 when compared to the prior-year
period driven by:

Lower spending on property and equipment of $153 million, and

Higher proceeds from the disposition of property and equipment of $21 million.

Net cash provided by financing activities increased $312 million in 2020 when compared to the prior-
year period driven by:

An increase in net transfers from IBM of $359 million, offset by

An increase in capital lease payments of $48 million.

2019 Cash Flow Performance

Net cash provided by operating activities increased $460 million in 2019 when compared to 2018
driven by the following key factors:

Lower spending related to contract setup costs,

Performance-related increases within net income, partially offset by

A decrease in cash provided by receivables of $197 million.

Net cash used in investing activities decreased $323 million in 2019 when compared to the prior-year
period driven by:

Lower spending on property and equipment of $373 million; partially offset by

Lower proceeds from the disposition of property and equipment of $51 million.

Net cash provided by financing activities decreased $791 million in 2019 when compared to the prior-
year period driven by:

A decrease in net transfers from IBM of $773 million, and

An increase in capital lease payments of $18 million.
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Other Information

Liquidity and Capital Resources

Over the past three years, cash flow from operations provided a source of funds ranging between
$628 million and $1,134 million per year. We have generated positive net cash flow from operations in each
of the three years presented, despite incurring net losses in each of those years. For the year ended
December 31, 2020, we incurred significant workforce rebalancing charges, and, more recently, have
undertaken other productivity actions in anticipation of becoming a separate stand-alone public company.
After considering the effects of those charges and actions, and the resulting ongoing operating cash flow
savings, IBM believes Kyndryl’s cash flow from operations will be sufficient to fund ongoing operations
and recurring capital expenditures through at least the end of 2022. Looking forward, IBM expects that
Kyndryl will have additional liquidity through several sources: maintaining an adequate cash balance from
operations, access to global funding sources including debt, leasing, and term loan markets, a committed
global credit facility and other committed and uncommitted lines of credit worldwide. In addition to these
resources, IBM expects that Kyndryl will have improved cash flows resulting from stronger operating
performance, savings from structural actions to reduce infrastructure and overhead costs, and optimized
asset management post Spin-Off. The following table provides a summary of the major sources of liquidity
for the years ended December 31, 2018 through 2020.

Cash Flow and Liquidity Trends

($ in millions) 2020 2019 2018

Net cash from operating activities $628 $1,134 $674
Cash and cash equivalents, restricted cash and short-term marketable securities $ 38 $ 50 $ 46

The Combined Statement of Cash Flows is prepared in accordance with applicable accounting
standards for cash flow presentation and highlight causes and events underlying sources and uses of cash in
that format.

IBM management has used free cash flow as a measure to evaluate its operating results, to plan
strategic investments and assess its ability and need to incur and service debt. The entire free cash flow
amount is not necessarily available for discretionary expenditures. We define free cash flow as net cash
from operating activities less the change in net capital expenditures. Free cash flow guidance will be derived
using an estimate of profit, working capital and operational cash flows.

($ in millions) 
For the year ended December 31: 2020 2019 2018

Net cash from operating activities per GAAP $ 628 $ 1,134 $ 674
Capital expenditures, net (952 (1,126 (1,449
Free cash flow (FCF) (324 8 (775
Change in cash, cash equivalents, restricted cash and short-term marketable

securities $ (13 $ 5 $ 10
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Contractual Obligations

Total 
Contractual 

Payment 
Stream

Payments Due In

($ in millions) 2021 2022 – 23 2024 – 25 After 2025

Finance lease obligations $ 209 $ 69 $ 109 $ 31 $ 0
Operating lease obligations 1,246 353 458 219 215
Purchase obligations 3,062 825 1,452 785 —
Other long-term liabilities:

Long-term termination benefits 671 597 56 12 7
Other 50 21 12 15 2

Total $ 5,238 $1,865 $2,087 $1,062 $225

Finance lease obligations are presented on a discounted cash flow basis, whereas operating lease
obligations are presented on an undiscounted cash flow basis.
Includes amounts committed for the purchase of goods and services under legally enforceable
contracts. Where it is not practically feasible to determine the legally enforceable portion of our
obligation under certain long-term purchase agreements, we include additional expected purchase
obligations beyond what may be legally enforceable.

Related primarily to structural actions in the fourth quarter of 2020, most of which is expected to be
paid in 2021.

The previous table summarizes our contractual obligations requiring future cash payments as of
December 31, 2020 on a historical basis. Certain contractual obligations exclude the effects of time value
and therefore, may not equal the amounts reported in the Combined Balance Sheet. Certain noncurrent
liabilities are excluded from the previous table as their future cash outflows are uncertain. This includes
deferred taxes, deferred income, disability benefits and other sundry items.

Purchase obligations include all commitments to purchase goods or services of either a fixed or
minimum quantity that meet any of the following criteria: (1) they are noncancelable, (2) we would incur a
penalty if the agreement was canceled, or (3) we must make specified minimum payments even if we do not
take delivery of the contracted products or services (take-or-pay). If the obligation to purchase goods or
services is noncancelable, the entire value of the contract is included in the previous table. If the obligation
is cancelable, but we would incur a penalty if canceled, the dollar amount of the penalty is included as a
purchase obligation. Contracted minimum amounts specified in take-or-pay contracts are also included in
the table as they represent the portion of each contract that is a firm commitment.

In the ordinary course of business, we enter into contracts that specify that we will purchase all or a
portion of our requirements of a specific product, commodity or service from a supplier or vendor. These
contracts are generally entered into in order to secure pricing or other negotiated terms. They do not specify
fixed or minimum quantities to be purchased and, therefore, we do not consider them to be purchase
obligations.

Off-Balance Sheet Arrangements

From time to time, we may enter into off-balance sheet arrangements as defined by SEC Financial
Reporting Release 67 (FRR-67), “Disclosure in Management’s Discussion and Analysis about Off-Balance
Sheet Arrangements and Aggregate Contractual Obligations.”

At December 31, 2020, and December 31, 2019, we had no such off-balance sheet arrangements that
have, or are reasonably likely to have, a material current or future effect on our financial condition, changes
in financial condition, revenues or expenses, results of operations, liquidity, capital expenditures or capital
resources. See the table above for our contractual obligations, and note K, “Commitments and
Contingencies,” to our combined financial statements for detailed information about our guarantees,
financial commitments,
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and indemnification arrangements. We do not have retained interests in assets transferred to unconsolidated
entities or other material off-balance sheet interests or instruments.

Critical Accounting Estimates

The application of GAAP requires us to make estimates and assumptions about certain items and future
events that directly affect our reported financial condition. The accounting estimates and assumptions
discussed in this section are those that we consider to be the most critical to our financial statements. An
accounting estimate is considered critical if both (a) the nature of the estimate or assumption is material due
to the levels of subjectivity and judgment involved, and (b) the impact within a reasonable range of
outcomes of the estimate and assumption is material to our financial condition. Our significant accounting
policies are described in note A, “Significant Accounting Policies,” to our combined financial statements.

In 2020, the inputs into certain of our critical accounting estimates considered the macroeconomic
impacts of the COVID-19 pandemic. These estimates included but were not limited to, the allowances for
credit losses, the carrying values of goodwill and intangible assets and other long-lived assets, valuation
allowances for tax assets and revenue recognition. The macroeconomic impacts of the COVID-19 pandemic
did not have a material impact on our critical accounting estimates reflected in our 2020 results. Given the
inherent uncertainty of the magnitude of future impacts from and/or the duration of the pandemic, our
estimates may change materially in future periods.

A quantitative sensitivity analysis is provided where that information is reasonably available, can be
reliably estimated and provides material information to investors. The amounts used to assess sensitivity
(e.g., 1 percent, 10 percent, etc.) are included to allow users of the Information Statement to understand a
general direction cause and effect of changes in the estimates and do not represent management’s
predictions of variability. For all of these estimates, it should be noted that future events rarely develop
exactly as forecasted, and estimates require regular review and adjustment.

Pension Assumptions

For self-sponsored defined benefit pension plans, the measurement of the benefit obligation to plan
participants and net periodic pension (income)/cost requires the use of certain assumptions, including,
among others, estimates of discount rates and expected return on plan assets.

Changes in the discount rate assumptions would impact the (gain)/loss amortization and interest cost
components of the net periodic pension (income)/cost calculation and the projected benefit obligation
(PBO). If the average discount rate assumption for the non-U.S. defined benefit pension plans (Plans) had
increased or decreased by 25 basis points from 0.62 percent on December 31, 2020, this would not result in
a material change to pre-tax income recognized in 2021. Further changes in the discount rate assumptions
would impact the PBO which, in turn, may impact our funding decisions if the PBO exceeds plan assets. A
25 basis point increase or decrease in the discount rate would cause a corresponding decrease or increase,
respectively, in the Plans’ PBO of an estimated $40 million based upon December 31, 2020 data.

The expected long-term return on plan assets assumption is used in calculating the net periodic pension
(income)/cost. Expected returns on plan assets are calculated based on the market-related value of plan
assets, which recognizes changes in the fair value of plan assets systematically over a five-year period in the
expected return on plan assets line in net periodic pension (income)/cost. The differences between the actual
return on plan assets and the expected long-term return on plan assets are recognized over five years in the
expected return on plan assets line in net periodic pension (income)/cost and also as a component of
actuarial (gains)/losses, which are recognized over the service lives or life expectancy of the participants,
depending on the plan, provided such amounts exceed thresholds which are based upon the benefit
obligation or the value of plan assets, as provided by accounting standards.

To the extent the outlook for long-term returns changes such that management changes its expected
long-term return on plan assets assumption, a 50 basis point increase or decrease in the expected long-term
return on plan assets assumption would not have a material estimated decrease or increase on the following
year’s pre-tax net periodic pension (income)/cost (based upon plan assets at December 31, 2020 and
assuming no contributions are made in 2021).
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We may voluntarily make contributions or be required, by law, to make contributions to our pension
plans. Actual results that differ from the estimates may result in more or less future funding into the pension
plans than is planned by management. Impacts of these types of changes on our pension plans would vary
depending upon the status of each respective plan.

In addition to the above, we evaluate other pension assumptions involving demographic factors, such as
retirement age and mortality, and update these assumptions to reflect experience and expectations for the
future. Actual results in any given year can differ from actuarial assumptions because of economic and other
factors.

For additional information on our pension plans and the development of these assumptions, see note N,
“Retirement-Related Benefits,” to our combined financial statements.

Revenue Recognition

Application of GAAP related to the measurement and recognition of revenue requires us to make
judgments and estimates. Specifically, complex arrangements with nonstandard terms and conditions may
require significant contract interpretation to determine the appropriate accounting, including whether
promised goods and services specified in an arrangement are distinct performance obligations. In certain
arrangements revenue is recognized based on progress toward completion of the performance obligation
using a cost-to-cost measure of progress. The estimation of cost at completion is complex and requires us to
make judgements and estimates. Other significant judgments include determining whether we are acting as
the principal in a transaction and whether separate contracts should be combined and considered part of one
arrangement.

Revenue recognition is also impacted by our ability to determine when a contract is probable of
collection and to estimate variable consideration, including, for example, rebates, service-level penalties,
and performance bonuses. We consider various factors when making these judgments, including a review of
specific transactions, historical experience and market and economic conditions. Evaluations are conducted
each quarter to assess the adequacy of the estimates. If the estimates were changed by 10 percent in 2020,
the impact on net income would have been immaterial.

Costs to Complete Service Contracts

During the contractual period, revenue, cost and profits may be impacted by estimates of the ultimate
profitability of each contract, especially contracts for which we use cost-to-cost measures of progress. If at
any time these estimates indicate the contract will be unprofitable, the entire estimated loss for the
remainder of the contract is recorded immediately in cost. We perform ongoing profitability analyses of
these services contracts in order to determine whether the latest estimates require updating. Key factors
reviewed to estimate the future costs to complete each contract are future labor costs and product costs and
expected productivity efficiencies. Contract loss provisions recorded as a component of other accrued
expenses and liabilities were immaterial at December 31, 2020 and 2019.

Capitalization of Outsourcing Contract Costs

In connection with outsourcing services arrangements, we incur and capitalize direct costs for
transition and setup activities performed at the inception of these long-term contracts that are necessary to
enable us to perform under the terms of the arrangement. These costs are capitalized and are amortized on a
straight-line basis over the expected period of benefit. We perform periodic reviews to assess the
recoverability of deferred contract transition and setup costs. To assess recoverability, undiscounted
estimated cash flows of the contract are projected over its remaining life and compared to the carrying
amount of contract related assets, including the unamortized deferred cost balance. Key factors reviewed to
estimate the undiscounted cash flows are future labor costs and product costs and expected productivity
efficiencies. Such estimates require judgment and assumptions, and actual future cash flows could differ
from these estimates. A significant change in an estimate or assumption on one or more contracts could
have a material effect on our results of operations.
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Income Taxes

Our operations have historically been included in certain tax returns filed by IBM. The income tax
provisions included in the combined financial statements have been calculated using the separate return
basis, as if we filed separate tax returns. Post separation, our operating footprint as well as tax return
elections and assertions are expected to be different and therefore, our hypothetical income taxes, as
presented in the combined financial statements, are not expected to be indicative of our future income taxes.
Current income tax liabilities including amounts for unrecognized tax benefits related to our activities
included in the Parent’s income tax returns were assumed to be immediately settled with Parent through the
Net Parent investment account in the Combined Balance Sheet and reflected in Net transfers from Parent in
the Combined Statement of Cash Flows.

We are subject to income taxes in the U.S. and numerous foreign jurisdictions. Significant judgments
are required in determining the combined provision for income taxes.

During the ordinary course of business, there are many transactions and calculations for which the
ultimate tax determination is uncertain. As a result, we recognize tax expense based on estimates of whether
additional taxes will be due. The related tax liabilities are settled through the Net Parent investment account
and are not reflected in the Combined Balance Sheet. However, the income tax expense related to these tax
liabilities is reflected in provision for income taxes in the Combined Income Statement. Upon separation,
liabilities related to unrecognized tax benefits for which we are liable and that are not included within our
Combined Balance Sheet are expected to be reported within the post-spin balance sheet based upon tax
authorities’ ability to assert that we may be the primary obligor for historical taxes, among other factors.

Significant judgment is also required in determining any valuation allowance recorded against deferred
tax assets on a hypothetical separate return basis. In assessing the need for a valuation allowance,
management considers all available evidence for each jurisdiction including past operating results, estimates
of future taxable income and the feasibility of ongoing tax planning strategies/actions. However, amounts
presented on the hypothetical separate return basis, including valuation allowances, are expected to differ
from the deferred tax assets reported within our post-spin financial statements, based upon the impacts of
the separation and application of local law, among other factors.

Valuation of Assets

The application of impairment accounting requires the use of significant estimates and assumptions.
Impairment testing for assets, other than goodwill, requires the allocation of cash flows to those assets or
group of assets and if required, an estimate of fair value for the assets or group of assets. Our estimates are
based upon assumptions believed to be reasonable, but which are inherently uncertain and unpredictable.
These valuations require the use of management’s assumptions, which would not reflect unanticipated
events and circumstances that may occur.

Valuation of Goodwill

We review goodwill for impairment annually and whenever events or changes in circumstances indicate
the carrying value of goodwill may not be recoverable by first assessing qualitative factors to determine if it
is more likely than not that fair value is less than carrying value.

We assess qualitative factors in each of our reporting units that carry goodwill including relevant events
and circumstances that affect the fair value of reporting units. Examples include, but are not limited to,
macroeconomic, industry and market conditions, as well as other individual factors such as:

A loss of key personnel;

A significant adverse shift in the operating environment of the reporting unit such as unanticipated
competition;

A significant pending litigation;

A more likely than not expectation that a reporting unit or a significant portion of a reporting unit
will be sold or otherwise disposed of; and
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An adverse action or assessment by a regulator.

We assess these qualitative factors to determine whether it is necessary to perform the quantitative
goodwill impairment test. This quantitative test is required only if we conclude that it is more likely than
not that a reporting unit’s fair value is less than its carrying amount. Fair value is estimated by using a
discounted cash flow model. We evaluated goodwill for impairment for all reporting units for all periods
presented which resulted in no impairment. As of December 31, 2020, the estimated fair value of the EMEA
reporting unit, which had goodwill of $288 million, exceeded its carrying amount by 23 percent. Each of the
other reporting units with goodwill had a fair value that was substantially in excess of its carrying value.
Management’s cash flow projections for the reporting unit with less significant headroom (EMEA or the
“Reporting Unit”), included significant judgments and assumptions relating to projected EBITDA margins
and the discount rate. We evaluated the sensitivity of the significant assumptions used in the discounted
cash flow model to estimate fair value for the Reporting Unit. A decline in the projected EBITDA margins
of 100 basis points or an increase in the discount rate of 100 basis points would not have resulted in an
impairment of the Reporting Unit.

Loss Contingencies

We are currently involved in various claims and legal proceedings. At least quarterly, we review the
status of each significant matter and assess our potential financial exposure. If the potential loss from any
claim or legal proceeding is considered probable and the amount can be reasonably estimated, we accrue a
liability for the estimated loss. Significant judgment is required in both the determination of probability and
the determination as to whether an exposure is reasonably estimable. Because of uncertainties related to
these matters, accruals are based only on the best information available at the time. As additional
information becomes available, we reassess the potential liability related to our pending claims and
litigation, and may revise our estimates. These revisions in the estimates of the potential liabilities could
have a material impact on our results of operations and financial position.

Quantitative and Qualitative Disclosures About Market Risk

Currency Rate Fluctuations

Changes in the relative values of non-U.S. currencies to the U.S. dollar affect our financial results and
financial position. At December 31, 2020, currency changes resulted in assets and liabilities denominated in
local currencies being translated into more dollars than at year-end 2019. During periods of sustained
movements in currency, the marketplace and competition adjust to the changing rates. Large changes in
foreign exchange rates relative to our functional currencies could increase the costs of our services to
customers relative to local competitors thereby causing us to lose existing or potential customers. Currency
movements impacted our year-to-year revenue growth. Based on the currency rate movements in 2020, total
revenue decreased 5.0 percent as reported and 5.1 percent at constant currency versus 2019. For non-U.S.
subsidiaries and branches that operate in U.S. dollars or whose economic environment is highly inflationary,
translation adjustments are reflected in results of operations. Generally, we manage currency risk in these
entities by linking prices and contracts to U.S. dollars. During 2018, the three-year cumulative inflation
rates in Argentina, using a combination of monthly indices, exceeded the 100 percent threshold for
hyperinflation. As a result, effective July 1, 2018, we changed the functional currency from local currency
to U.S. dollar functional for Argentina with no material impact. In 2019 and 2020, the Argentinean economy
continued to experience high inflation. The ongoing impact is not material given the size of our operations
in the country (less than 1 percent of total 2020 and 2019 revenue, respectively).

Market Risk

In the normal course of business, our financial position is routinely subject to a variety of risks. In
addition to the market risk associated with non-U.S. dollar denominated assets and liabilities, other example
of risk includes collectability of accounts receivable. We regularly assess these risks and have established
policies and business practices to protect against the adverse effects of these and other potential exposures.
As a result, we do not anticipate any material losses from these risks.
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To meet disclosure requirements, we perform a sensitivity analysis to determine the effects that market
risk exposures may have on the fair values of our financial assets. The financial instruments that are
included in the sensitivity analysis are comprised of our cash and cash equivalents and short-term and long-
term debt.

To perform the sensitivity analysis, we assess the risk of loss in fair values from the effect of
hypothetical changes in interest rates and foreign currency exchange rates on market-sensitive instruments.
The market values for interest and foreign currency exchange risk are computed based on the present value
of future cash flows as affected by the changes in rates that are attributable to the market risk being
measured. The discount rates used for the present value computations were selected based on market
interest and foreign currency exchange rates in effect at December 31, 2020, and 2019. The differences in
this comparison are the hypothetical losses associated with each type of risk.

Information provided by the sensitivity analysis does not necessarily represent the actual changes in
fair value that we would incur under normal market conditions because, due to practical limitations, all
variables other than the specific market risk factor are held constant. In addition, the results of the model are
constrained by the fact that certain items are specifically excluded from the analysis, while the financial
instruments relating to the financing or hedging of those items are included by definition.

The results of the sensitivity analysis at December 31, 2020 and 2019 are as follows:

Interest Rate Risk

A hypothetical 10 percent adverse change in the levels of interest rates, with all other variables held
constant, would result in an immaterial decrease in the fair value of our financial instruments at
December 31, 2020 and 2019.

Foreign Currency Exchange Rate Risk

A hypothetical 10 percent adverse change in the levels of foreign currency exchange rates relative to
the U.S. dollar, with all other variables held constant, would result in an immaterial decrease in the fair
value of our financial instruments at December 31, 2020 and 2019.

Cybersecurity

While cybersecurity risk can never be completely eliminated, our approach draws on the depth and
breadth of our global capabilities, both in terms of our offerings to clients and our internal approaches to
risk management. We offer commercial security solutions that deliver capabilities in areas such as identity
and access management, data security, application security, network security and endpoint security. These
solutions include pervasive encryption, threat intelligence, analytics, cognitive and artificial intelligence,
and forensic capabilities that analyze client security events, yielding insights about attacks, threats, and
vulnerabilities facing the client. We also offer professional consulting and technical services solutions for
security from assessment and incident response to deployment and resource augmentation. In addition, we
offer managed and outsourced security solutions from multiple security operations centers around the world.
Finally, security is embedded in a multitude of our offerings through secure engineering and operations, and
by critical functions (e.g., encryption, access control) in servers, storage, software, services, and other
solutions.

From an enterprise perspective, we implement a multi-faceted risk-management approach based on the
National Institute of Standards and Technology Cybersecurity Framework to identify and address
cybersecurity risks. In addition, we have established policies and procedures that provide the foundation
upon which our infrastructure and data are managed. We regularly assess and adjust our technical controls
and methods to identify and mitigate emerging cybersecurity risks. We use a layered approach with
overlapping controls to defend against cybersecurity attacks and threats on networks, end-user devices,
servers, applications, data and cloud solutions. We draw heavily on our own commercial security solutions
and services to mitigate cybersecurity risks. We also have threat intelligence and security monitoring
programs, as well as a global incident response process to respond to cybersecurity threats and attacks. In
addition, we utilize a combination of online training, educational tools, videos and other awareness
initiatives to foster a culture of security awareness and responsibility among our workforce.
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MANAGEMENT

The following table presents information concerning our executive officers and directors following the
Spin-Off, including a five-year employment history.

Name Age Position

Martin Schroeter 56 Chief Executive Officer
     
     
     
     
     

The following are brief biographies describing the backgrounds of our executive officers and directors.

Martin Schroeter.   Mr. Schroeter was appointed our Chief Executive Officer in January 2021. From
January 2018 until June 2020, Mr. Schroeter was Senior Vice President, IBM Global Markets, responsible
for IBM’s global sales, customer relationships and satisfaction, and worldwide geographic operations. He
also oversaw IBM’s marketing and communications functions and was responsible for building the
company’s brand and reputation globally. Mr. Schroeter was previously Senior Vice President and Chief
Financial Officer, a position he held from January 2014 through December 2017. Prior to that, he served as
General Manager of IBM Global Financing, where he managed a total asset base in excess of $37 billion.
Earlier in his IBM tenure, which began in 1992, Mr. Schroeter served in numerous roles in Japan, the United
States, and Australia. Mr. Schroeter received his MBA from Carnegie Mellon University and his
undergraduate degree from Temple University.

    
    
    
    
    
    
    

Our Board Following the Spin-Off and Director Independence

Immediately following the Spin-Off, our Board will be comprised of           directors. A majority
of our directors will meet the independence requirements set forth in the listing standards of the        
        at the time of the Spin-Off.

Committees of the Board

Effective upon the completion of the Spin-Off, our Board will have the following committees, each of
which will operate under a written charter that will be posted on our website prior to the Spin-Off.

Audit Committee

The Audit Committee will be responsible for overseeing reports of our financial results, audit
reporting, internal controls, and adherence to our code of ethics in compliance with applicable laws and
regulations. Concurrent with that responsibility, as set out more fully in the Audit Committee charter, the
Audit Committee will perform other functions, including:

selecting the independent registered public accounting firm, approving all related fees and
compensation, overseeing the work of the independent accountant, and reviewing its selection with
the Board;

annually preapproving the proposed services to be provided by the accounting firm during the year;

  

73 



• 

• 

• 

• 

• 

• 

• 

• 

• 

• 

TABLE OF CONTENTS

Confidential Treatment Requested by Kyndryl Holdings, LLC
Pursuant to 17 C.F.R. Section 200.83

reviewing the procedures of the independent registered public accounting firm for ensuring its
independence and other qualifications with respect to the services performed for us;

reviewing any significant changes in accounting principles or developments in accounting practices
and the effects of those changes upon our financial reporting;

assessing the effectiveness of our internal audit function and overseeing the adequacy of internal
controls and risk management processes; and

meeting with management prior to each quarterly earnings release and periodically to discuss the
appropriate approach to earnings press releases and the type of financial information and earnings
guidance to be provided to analysts and rating agencies.

The Audit Committee will have at least three members and will consist entirely of independent
directors, each of whom will meet the independence requirements set forth in the listing standards of the
          , Rule 10A-3 under the Exchange Act and our Audit Committee charter. Each member of the
Audit Committee will be financially literate, and at least one member of the Audit Committee will have
accounting and related financial management expertise and satisfy the criteria to be an “audit committee
financial expert” under the rules and regulations of the SEC, as those qualifications are interpreted by our
Board in its business judgment. The initial members of the Audit Committee will be determined prior to the
Spin-Off.

Compensation Committee

The Compensation Committee will have responsibility for defining and articulating our overall
executive compensation philosophy and key compensation policies, and administering and approving all
elements of compensation for corporate officers. Concurrent with that responsibility, as set out more fully in
the Compensation Committee charter, the Compensation Committee will perform other functions, including:

reviewing and approving the corporate goals and objectives relevant to the Chief Executive Officer’s
compensation, evaluating performance in light of those goals and objectives and, together with the
other independent directors, determining and approving the Chief Executive Officer’s compensation
based on this evaluation;

reviewing our management resources programs (including our human capital management and
diversity and inclusion practices) and recommending qualified candidates for election as officers;

approving, by direct action or through delegation, participation in and all awards, grants, and related
actions under our various equity plans;

reviewing the compensation structure for our officers and providing oversight of management’s
decisions regarding performance and compensation of other employees; and

monitoring compliance with stock ownership and clawback guidelines.

The initial members of our Compensation Committee will be determined prior to the Spin-Off.

Nominating and Governance Committee

The Nominating and Governance Committee will be devoted primarily to the continuing review,
definition and articulation of our governance structure and practices. Concurrent with that responsibility, as
set out more fully in the Nominating and Governance Committee charter, the Nominating and Governance
Committee will perform other functions, including:

leading the search for qualified individuals for election as our directors, including for inclusion in the
slate of directors that the Board proposes for election by stockholders at the Annual Meeting,
recommending qualified candidates to the Board for election as directors based on each such
candidate’s business or professional experience, the diversity of their background (including gender
and ethnic diversity), and their talents and perspectives, reviewing and assessing the independence of
each director nominee, and planning for future Board and Committee refreshment actions;
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advising and making recommendations to the Board on all matters concerning directorship practices,
and on the function, composition and duties of the committees of the Board;

assessing transactions with related persons under our related person transactions policy and
reviewing the policy at least annually;

reviewing our non-management director compensation practices;

developing and making recommendations to the Board regarding a set of corporate governance
guidelines;

reviewing and considering our position and practices on significant issues of corporate social
responsibility; and

reviewing and considering stockholder proposals and director nominees.

The initial members of the Nominating and Governance Committee will be determined prior to the
Spin-Off.

Code of Ethics

Prior to the completion of the Spin-Off, we will adopt a written code of ethics for directors, executive
officers and employees. The code will be designed to deter wrongdoing and to promote, among other things:

honest and ethical conduct, including the ethical handling of actual or apparent conflicts of interest
between personal and professional relationships;

protection of client and third party information in compliance with applicable privacy and data
security requirements;

full, fair, accurate, timely and understandable disclosure in reports and documents that we file with
the SEC and other regulators and in our other public communications;

compliance with applicable laws, rules and regulations; and

accountability for adherence to the code and prompt internal reporting of any possible violation of
the code.

Director Nomination Process

Our initial Board will be selected through a process involving both IBM and us. The initial directors
who will serve after the Spin-Off will begin their terms at the time of the Distribution, with the exception of
one independent director who will begin his or her term prior to the date on which “when-issued” trading of
our common stock commences and will serve on our Audit Committee, Compensation Committee and
Nominating and Governance Committee.

Corporate Governance Guidelines

The Board will adopt a set of Corporate Governance Guidelines in connection with the separation to
assist it in guiding our governance practices, which will be regularly reviewed by the Nominating and
Governance Committee. These guidelines will cover a number of areas, including Board independence,
leadership, composition (including director qualifications and diversity), responsibilities and operations;
director compensation; Chief Executive Officer evaluation and succession planning; Board committees;
director orientation and continuing education; director access to management and independent advisers;
annual Board and committee evaluations; the Board’s communication policy and others. A copy of our
corporate governance guidelines will be posted on our website.

Communications with Non-Management Members of the Board

After the Spin-Off, stockholders and other interested parties may communicate with the Board,
individual directors, the non-management directors as a group, or with the Chair, by writing in care of our
Secretary or sending an email to           .
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DIRECTOR COMPENSATION

We anticipate that each of our non-employee directors will receive an annual director fee and an annual
equity award in connection with their services. Directors who are officers or are affiliated with Kyndryl will
not receive any additional compensation in connection with the Spin-Off or for services as directors
following the completion of the Spin-Off. As of the date hereof, we are evaluating the specific terms of our
director compensation program.
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COMPENSATION DISCUSSION AND ANALYSIS

As discussed above, we are currently part of IBM and not an independent company, and our
Compensation Committee has not yet been formed. Decisions about our executive compensation and
benefits to date have been made by the Executive Compensation and Management Resources Committee of
the IBM Board and IBM senior management. Following the Spin-Off, we expect that our Compensation
Committee will review our executive compensation and benefit programs and determine the appropriate
compensation and benefits for our executives.

For purposes of this Compensation Discussion and Analysis, our “Named Executive Officers” are
Martin Schroeter, Chief Executive Officer,                 and                 . The four individuals,
in addition to Mr. Schroeter, expected to be our Named Executive Officers as of the Distribution will be
identified in a subsequent amendment to this Information Statement. Prior to the effectiveness of the
registration statement of which this Information Statement is a part, information regarding our
compensation programs and the expected compensation of our Named Executive Officers following the
Spin-Off will be disclosed in accordance with the rules and regulations of the SEC.

Our Anticipated Executive Compensation Programs

2021 Long-Term Performance Plan

Prior to the Spin-Off, we expect our Board to adopt, and IBM, as our sole shareholder, to approve, the
Kyndryl 2021 Long-Term Performance Plan (the “Equity Plan”) for the benefit of certain of our current and
future employees. The following summary describes what we anticipate to be the material terms of the
Equity Plan.

When approved by IBM, as our sole shareholder, and our Board, the full text of the Equity Plan will be
filed with the SEC, and the following discussion is qualified in its entirety by reference to such text.

Purpose of the Equity Plan

The Equity Plan will be designed to attract, motivate and retain certain of our employees and other
individuals providing services to us. These objectives will be accomplished by making long-term incentives
and other awards under the Equity Plan, thereby providing participants with a proprietary interest in our
growth and performance.

Shares Available for Awards

If the Equity Plan is approved by IBM, as our sole shareholder, and our Board, it is expected that the
maximum aggregate number of shares of our common stock that may be issued under all stock-based
awards granted under the Equity Plan would be                 . In addition, it is expected that the Equity
Plan will contain a limit on the number of shares of our common stock available for grant in the form of
incentive stock options.

Under the Equity Plan, it is expected that we will have the flexibility to grant different types of equity
compensation awards, including stock options, stock appreciation rights, restricted stock, restricted
stock units, cash awards and other awards based, in whole or in part, on the value of our common stock. The
grant, vesting, exercise and settlement of awards granted under the Equity Plan may be subject to the
satisfaction of time- or performance-based conditions, as determined at or after the date of grant of an award
under the Equity Plan.

In the event of any change in corporate structure that affects our outstanding common stock (e.g., a
cash or stock dividend, stock split, reverse stock split, spin-off, recapitalization, merger, reorganization
etc.), our Compensation Committee will make adjustments that it deems equitable or appropriate, in its sole
discretion, including adjustments to the share limits described above, the number and type of shares of our
common stock subject to outstanding awards, or the purchase or exercise price of outstanding awards. In the
case of any unusual or nonrecurring event (including events described in the preceding sentence) affecting
us or changes in applicable laws, regulations, or accounting principles, our Compensation Committee may
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make adjustments to outstanding awards in order to prevent dilution or enlargement of the benefits intended
to be provided under the Equity Plan.

In the event of any change in our outstanding capital stock by reason of a stock split, stock dividend,
combination or reclassification of shares, recapitalization, merger, or similar event, it is expected that our
Compensation Committee may adjust proportionately: (a) the number of shares of our common stock
(i) available for issuance under the Equity Plan, (ii) available for issuance under incentive stock options,
(iii) for which awards may be granted to an individual participant and (iv) covered by outstanding awards
denominated in stock or units of stock; (b) the exercise and grant prices related to outstanding awards; and
(c) the appropriate fair market value and other price determinations for such awards. Notwithstanding the
foregoing, in the event of any change in our outstanding capital stock by reason of a stock split or a reverse
stock split, the above-referenced proportionate adjustments, if applicable, will be mandatory. In the event of
any other change affecting our capital stock or any distribution (other than normal cash dividends) to
holders of our capital stock, such adjustments in the number and kind of shares and the exercise, grant and
conversion prices of the affected awards as may be deemed equitable by our Compensation Committee,
including adjustments to avoid fractional shares, will be made to give proper effect to such event.

It is expected that shares covered by awards that either wholly or in part are not earned, or that expire
or are forfeited, terminated, canceled, settled in cash, payable solely in cash or exchanged for other awards,
will be available for future issuance under awards. Further, shares tendered to or withheld by us in
connection with the exercise of stock options, or the payment of tax withholding on any award, shall also be
available for future issuance under awards.

Eligibility

It is expected that our non-employee directors, employees and employees of our affiliates would be
eligible to receive awards under the Equity Plan.

Administration

It is expected that our Compensation Committee would have full power to select participants, to
interpret the Equity Plan, to grant waivers of award restrictions, to continue, accelerate or suspend
exercisability, vesting or payment of an award and to adopt such rules, regulations and guidelines for
carrying out the Equity Plan as it may deem necessary or proper. These powers are expected to include, but
would not be limited to, the adoption of modifications, amendments, procedures, subplans and the like as
necessary to comply with provisions of the laws and regulations of the countries in which we operate in
order to assure the viability of awards granted under the Equity Plan and to enable participants, regardless
of where employed, to receive advantages and benefits under the Equity Plan and such laws and regulations.
Our Compensation Committee would be able to delegate to our officers its duties, power and authority
under the Equity Plan pursuant to such conditions or limitations as our Compensation Committee may
establish, except that only our Compensation Committee or our Board would be able to select, and grant
awards to, participants who are subject to Section 16 of the Exchange Act.
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SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

As of the date of this Information Statement, IBM beneficially owns all of the outstanding shares of our
common stock. After the Spin-Off, IBM will not own any shares of our common stock. The following table
provides information regarding the anticipated beneficial ownership of our common stock at the time of the
Distribution by:

each of our directors;

each of our named executive officers;

all of our directors and executive officers as a group; and

each of our stockholders whom we believe (based on the assumptions described below) will
beneficially own more than 5% of our outstanding common stock.

Except as otherwise noted below, we based the share amounts on each person’s beneficial ownership of
IBM common stock on                 , giving effect to a Distribution ratio of                 shares
of our common stock for every                 shares of IBM common stock.

Except as otherwise noted in the footnotes below, each person or entity identified in the table has sole
voting and investment power with respect to the securities beneficially owned.

Immediately following the Spin-Off, we estimate that                 shares of our common stock
will be issued and outstanding, based on the approximately                 shares of IBM common stock
outstanding on                 . The actual number of shares of our common stock that will be
outstanding following the completion of the Spin-Off will be determined on                 .

Amount and Nature of 
Beneficial Ownership Percentage of Class

Directors and Named Executive Officers
Martin Schroeter     

    
    
    
   

Directors and Executive Officers as a group
Principal Stockholders:
The Vanguard Group

100 Vanguard Blvd. 
Malvern, PA 19355

BlackRock, Inc.
55 East 52nd Street 
New York, NY 10055

State Street Financial Corporation
State Street Financial Center 
One Lincoln Street 
Boston, MA 02111 

Less than 1%.

Based on the Schedule 13G/A filed with the SEC on February 10, 2021 by The Vanguard Group and
certain subsidiaries (“Vanguard”) with respect to IBM common stock. Vanguard reported that it had
sole voting power over 1,453,904 shares of IBM common stock, shared voting power over 69,861,037
shares of common stock, sole dispositive power over 3,945,354 shares of IBM common stock, and
shared dispositive power over 73,806,391 shares of IBM common stock.
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Based on the Schedule 13G/A filed with the SEC on January 29, 2021 by BlackRock, Inc. and certain
subsidiaries (“BlackRock”) with respect to IBM common stock. BlackRock reported that it had sole
voting power over 53,281,831 shares of IBM common stock and sole dispositive power over
62,271,273 shares of IBM common stock.
Based on the Schedule 13G/A filed with the SEC on February 12, 2021 by State Street Corporation and
certain subsidiaries (“State Street”) with respect to IBM common stock. State Street reported that it had
shared voting power over 42,096,957 shares of common stock and shared dispositive power over
51,941,856 shares of IBM common stock.
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CERTAIN RELATIONSHIPS AND RELATED PARTY TRANSACTIONS

Agreements with IBM

In order to govern the ongoing relationships between us and IBM after the Spin-Off and to facilitate an
orderly transition, we and IBM intend to enter into agreements providing for various services and rights
following the Spin-Off, and under which we and IBM will agree to indemnify each other against certain
liabilities arising from our respective businesses. The following summarizes the terms of the material
agreements we expect to enter into with IBM.

Separation and Distribution Agreement

We intend to enter into a Separation and Distribution Agreement with IBM before the Distribution. The
Separation and Distribution Agreement will set forth our agreements with IBM regarding the principal
actions to be taken in connection with the Spin-Off. It will also set forth other agreements that govern
aspects of our relationship with IBM following the Spin-Off.

Transfer of Assets and Assumption of Liabilities

The Separation and Distribution Agreement will identify certain transfers of assets and assumptions of
liabilities that are necessary in advance of our separation from IBM so that we and IBM retain the assets of,
and the liabilities associated with, our respective businesses. The Separation and Distribution Agreement
generally provides that the assets comprising our business will consist of those exclusively related to our
current business and operations (except for intellectual property assets, which are allocated as further
described in “— Agreements Governing Intellectual Property”) or otherwise allocated to the business
through a process of dividing shared assets. The liabilities we will assume in connection with the Spin-Off
will generally consist of those related to the assets comprising our business or to the past and future
operations of our business, including our locations used in our current operations. The Separation and
Distribution Agreement will also provide for the settlement or extinguishment of certain liabilities and other
obligations between us and IBM.

Reorganization Transactions

The Separation and Distribution Agreement will describe certain actions related to our separation from
IBM that will occur prior to the Distribution such as the formation of our subsidiaries and certain other
internal restructuring actions to be taken by us and IBM, including the contribution by IBM to us of the
assets and liabilities that comprise our business.

Intercompany Arrangements

All agreements, arrangements, commitments and understandings, including most intercompany
accounts payable or accounts receivable, between us, on the one hand, and IBM, on the other hand, will
terminate and/or be repaid effective as of the Distribution Date or shortly thereafter, except specified
agreements and arrangements that are intended to survive the Distribution.

Credit Support

We will agree to use reasonable best efforts to arrange, on or prior to the Distribution, for the
replacement of all guarantees, covenants, indemnities, surety bonds, letters of credit or similar assurances of
credit support, other than certain specified credit support instruments, currently provided by or through IBM
or any of its subsidiaries for the benefit of us or any of our subsidiaries.

Representations and Warranties

In general, neither we nor IBM will make any representations or warranties regarding any assets or
liabilities transferred or assumed, any consents or approvals that may be required in connection with these
transfers or assumptions, the value or freedom from any lien or other security interest of any assets
transferred, the absence of any defenses relating to any claim of either party or the legal sufficiency of any
conveyance
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documents. Except as expressly set forth in the Separation and Distribution Agreement, all assets will be
transferred on an “as-is,” “where-is” basis.

Further Assurances

The parties will use reasonable best efforts to effect any transfers contemplated by the Separation and
Distribution Agreement that have not been consummated prior to the Distribution. In addition, the parties
will use reasonable best efforts to effect any transfer or re-transfer of any asset or liability that was
improperly transferred or retained.

The Distribution

The Separation and Distribution Agreement will govern IBM’s and our respective rights and
obligations regarding the proposed Distribution. On or prior to the Distribution Date, IBM will deliver all of
the issued and outstanding shares of our common stock held by IBM to the distribution agent. On or as soon
as practicable following the Distribution Date, the distribution agent will electronically deliver all of the
shares of our common stock previously held by IBM to IBM stockholders based on the distribution ratio.
The IBM Board may, in its sole and absolute discretion, determine the Record Date, the Distribution Date
and the terms of the Spin-Off. In addition, IBM may, at any time until the Distribution, decide to abandon
the Distribution or modify or change the terms of the Distribution.

Conditions

The Separation and Distribution Agreement will also provide that several conditions must be satisfied
or, to the extent permitted by law, waived by IBM, in its sole and absolute discretion, before the Distribution
can occur. For further information about these conditions, see “The Spin-Off — Conditions to the Spin-Off.”

Exchange of Information

We and IBM will agree to provide each other with information reasonably necessary to comply with
reporting, disclosure, filing or other requirements of any national securities exchange or governmental
authority, for use in judicial, regulatory, administrative and other proceedings and to satisfy audit,
accounting, litigation and other similar requests. We and IBM will also agree to use reasonable best efforts
to retain such information in accordance with our respective record retention policies applicable to our own
information or such longer period as required by law. Each party will also agree to use its reasonable best
efforts to assist the other with its financial reporting and audit obligations.

Termination

The IBM Board, in its sole and absolute discretion, may terminate the Separation and Distribution
Agreement at any time prior to the Distribution.

Release of Claims

We and IBM will each agree to release the other and its affiliates, successors and assigns, and all
persons that prior to the Distribution have been the other’s stockholders, directors, officers, members, agents
and employees, and their respective heirs, executors, administrators, successors and assigns, from any and
all liabilities that such party is taking on in connection with the Spin-Off, whether at law or in equity
(including any right of contribution), whether arising under any contract, by operation of law or otherwise,
existing or arising from any acts or events occurring, or failing to occur, or alleged to have occurred, or to
have failed to occur, or any conditions existing or alleged to have existed on or before the Distribution,
including in connection with the Spin-Off and all other activities to implement the Spin-Off. These releases
will be subject to exceptions set forth in the Separation and Distribution Agreement.

Indemnification

We and IBM will each agree to indemnify the other and each of the other’s current, former and future
directors, officers and employees, and each of the heirs, executors, successors and assigns of any of them,
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against certain liabilities incurred in connection with the Spin-Off and our and IBM’s respective businesses.
The amount of either IBM’s or our indemnification obligations will be reduced by any net insurance
proceeds the party being indemnified receives. The Separation and Distribution Agreement will also specify
procedures regarding claims subject to indemnification.

Tax Matters Agreement

We intend to enter into a Tax Matters Agreement with IBM that will govern the respective rights,
responsibilities and obligations of IBM and us after the Distribution with respect to all tax matters
(including tax liabilities, tax attributes, tax returns and tax contests).

The Tax Matters Agreement will generally provide that we will be responsible and will indemnify IBM
for all taxes, including income taxes, sales taxes, VAT and payroll taxes, relating to the Business for all
periods following the Distribution;           will be responsible and will indemnify                 for
all taxes relating to the Business for all periods preceding the Distribution, except as otherwise provided in
the Tax Matters Agreement. In addition, the Tax Matters Agreement will address the allocation of liability
for taxes that are incurred as a result of restructuring activities undertaken to effectuate the Spin-Off.

In addition, the Tax Matters Agreement will provide that we will be required to indemnify IBM for any
taxes (and reasonable expenses) resulting from the failure of the Spin-Off and related internal transactions
to qualify for their intended tax treatment under U.S. federal, state and local income tax law, as well as
foreign tax law, where such taxes result from (a) breaches of covenants and representations we make and
agree to in connection with the Spin-Off, (b) the application of certain provisions of U.S. federal income tax
law to the these transactions or (c) any other action or omission (other than actions expressly required or
permitted by the Separation and Distribution Agreement, the Tax Matters Agreement or other ancillary
agreements) we take after the Distribution that gives rise to these taxes. IBM will have the exclusive right to
control the conduct of any audit or contest relating to these taxes, but we will have the right to review and
comment on IBM’s conduct of any such audit or contest, to the extent that we could be liable for taxes
under the Tax Matters Agreement as a result of such audit or contest.

The Tax Matters Agreement will impose certain restrictions on us and our subsidiaries (including
restrictions on share issuances, redemptions or repurchases, mergers or other business combinations, sales
of assets and similar transactions) that will be designed to address compliance with Section 355 and related
provisions of the Code, as well as state, local and foreign tax law, and are intended to preserve the tax-free
nature of the Spin-Off and related transactions. Under the Tax Matters Agreement, these restrictions will
apply for two years following the Distribution, unless IBM obtains a private letter ruling from the IRS or we
obtain an opinion of counsel, in each case acceptable to IBM in its discretion, that the restricted action
would not impact the non-recognition treatment of the Spin-Off or other transaction, or unless IBM
otherwise gives its consent for us to take a restricted action. Even if such a private letter ruling or opinion is
obtained, or IBM does otherwise consent to our taking an otherwise restricted action, we will remain liable
to indemnify IBM in the event such restricted action gives rise to an otherwise indemnifiable liability. These
restrictions may limit our ability to pursue strategic transactions or engage in new businesses or other
transactions that may maximize the value of our business, and might discourage or delay a strategic
transaction that our stockholders may consider favorable.

Employee Matters Agreement

We intend to enter into an Employee Matters Agreement with IBM that will address employment and
employee compensation and benefits matters. The Employee Matters Agreement will address the allocation
and treatment of assets and liabilities relating to employees and compensation and benefit plans and
programs in which our employees participated prior to the Spin-Off. Except as specifically provided in the
Employee Matters Agreement, we will generally be responsible for all employment and employee
compensation and benefits-related liabilities relating to our employees, former employees and other service
providers. In particular, we will assume certain assets and liabilities with respect to our current employees
under certain of IBM’s non-U.S. defined benefit pension plans (with assets and liabilities allocated based on
formulas specified in the Employee Matters Agreement for each pension plan). Generally, except as may be
provided in a transition services agreement, each of our employees will cease active participation in IBM
compensation and benefit plans as of the Spin-Off. The Employee Matters Agreement also provides

  

83 



TABLE OF CONTENTS

Confidential Treatment Requested by Kyndryl Holdings, LLC
Pursuant to 17 C.F.R. Section 200.83

that we will establish certain compensation and benefit plans for the benefit of our employees following the
Spin-Off, including a 401(k) savings plan, which will accept direct rollovers of account balances from the
IBM 401(k) savings plan for any of our employees who elects to do so. Generally, following the Spin-Off,
we will assume and be responsible for any annual bonus payments, including with respect to the year in
which the Spin-Off occurs, and any other cash-based incentive or retention awards to our current and former
employees. The Employee Matters Agreement incorporates the indemnification provisions contained in the
Separation and Distribution Agreement. In addition, the Employee Matters Agreement provides that we will
indemnify IBM for certain employee-related liabilities associated with the failure to establish benefit plans
or in connection with joint-employer liability claims by our employees.

Agreements Governing Intellectual Property

Allocation of Intellectual Property

The agreements we will enter into with IBM governing intellectual property will provide for (i) us to
own certain specified patents and patent applications, trademarks, domain names, copyrights in proprietary
software and documentation, database rights and certain other intellectual property rights solely developed
by or exclusively related to the Business and (ii) IBM to retain any of its other intellectual property rights
related to the Business. Intellectual property rights will generally be allocated to us if those rights were
solely developed by the Business (including with respect to software, database rights and certain other
technologies) or are exclusively related to the Business. Any intellectual property and technologies that are
not allocated to us will be retained by IBM.

Intellectual Property Agreement

We intend to enter into an Intellectual Property Agreement with IBM, pursuant to which IBM will grant
to us perpetual and irrevocable, non-exclusive, royalty-free licenses to certain proprietary software and
documentation, databases, trade secrets, and certain other intellectual property rights (excluding patents and
trademarks) that are used in the Business but are being retained by IBM. The foregoing license excludes
IBM’s commercial software, which will be subject to IBM’s standard commercial terms if we choose to use
it in the Business. Additionally, we will grant to IBM perpetual and irrevocable, non-exclusive, royalty-free
licenses to certain proprietary software and documentation, databases, trade secrets, and certain other
intellectual property rights (excluding patents and trademarks) that are allocated to us (other than certain
restricted software, databases and research assets, to which IBM will be granted limited or no rights).

The field of use for the licenses granted to us will generally be the Business as conducted immediately
prior to the Spin-Off, with natural extensions and evolutions. The field of use for the licenses granted to
IBM will generally be all businesses, operations, products and services. The licenses will generally be
transferable with any sale or transfer of an entity or line of business that utilizes the relevant intellectual
property, and the transferred license will be limited to the business, products and services as conducted by
the transferred entity as of the date of the transfer, with natural extensions and evolutions.

In addition, pursuant to the Intellectual Property Agreement, we will be permitted to continue using
certain of IBM’s trademarks, trade names and service marks with respect to the “IBM” brands in connection
with certain limited transitional uses. The permitted transitional use will generally not exceed one to
two years. The Intellectual Property Agreement will also provide that we will use commercially reasonable
efforts to cease using such IBM trademarks as soon as reasonably practicable.

Other Intellectual Property Arrangements

We intend to enter into a patent cross license agreement with IBM, pursuant to which we will grant to
IBM, and IBM will grant to us, a non-exclusive, worldwide, fully paid-up license to our respective patent
portfolios as of the Spin-Off. The license will continue until the expiration of the last to expire of the
licensed patents, unless earlier terminated (as described below). IBM will also separately be licensed under
any patents issuing from applications we file based on invention disclosures assigned to us in the Spin-Off.

The field of our license to IBM’s patent portfolio will generally cover information handling systems
(subject to certain exclusions related to quantum systems, IBM’s System z servers, integrated circuits and
semiconductor fabrication) and the performance of services, including services for information handling
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systems. The field of IBM’s license to our patent portfolio will generally cover information handling
systems and the performance of services, including services for information handling systems. Both licenses
will include certain rights to extend new licenses to divested entities or in connection with divested product
or service lines, subject to certain limitations on the volume of licensed products and services under the new
license and rights of the licensor party to terminate the new license if the counterparty asserts any patent
infringement claim against the licensor, its subsidiaries or any of their customers or distributors. In addition,
such new license does not include the right to engage in further divestitures. The licenses under the patent
cross license agreement are also transferable if a party is acquired and becomes a subsidiary of a third party,
but the transferred license is limited to only licensed products and services of the acquired party
immediately prior to the acquisition and may also be terminated by the non-acquired party if the acquirer or
its affiliates asserts any claim of patent infringement against the acquired party, its subsidiaries or their
respective customers or distributors. If either party to the patent cross license agreement is acquired by a
third party such that it is no longer a separate legal entity, the license to that party will terminate as of the
date of such acquisition.

In addition, we will be granted licenses under certain of IBM’s patent cross-license agreements with
third parties that have been identified as being relevant to the Business, and IBM will work together with us
to extend us rights under these agreements to the extent permitted thereunder.

We also intend to enter into a research master collaboration agreement with IBM, setting forth the
general terms and conditions applicable to certain, to be determined, joint research projects between us and
IBM’s Research Division.

Other Arrangements

We intend to enter into a number of commercial agreements with IBM on arm’s length terms, pursuant
to which (i) we will purchase from IBM its branded and related hardware, software, and services for use in
the delivery of services arrangements with our customers and (ii) we will provide services to IBM,
including related to hosting data centers and servicing IBM’s information infrastructure. We have
historically incurred costs (including their associated depreciation and amortization) for our purchases of
IBM’s branded and related hardware, software, and services of $3,227 million, $3,094 million, and
$3,619 million for the years ended December 31, 2020, 2019 and 2018, respectively, and received revenue
for the services we provided to IBM of $645 million, $613 million and $623 million for the years ended
December 31, 2020, 2019 and 2018, respectively.

Policy and Procedures Governing Related Party Transactions

Prior to the completion of the Spin-Off, our Board will adopt a written policy regarding the review and
approval of transactions with related persons. We anticipate that this policy will provide that our
independent directors as a group or a committee comprised solely of independent directors review each of
our transactions in which any “related person” had, has or will have a direct or indirect material interest,
subject to certain specified exceptions. In general, “related persons” are our directors, director nominees,
executive officers and stockholders beneficially owning more than 5% of our outstanding common stock
and immediate family members or certain other designated persons.
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MATERIAL U.S. FEDERAL INCOME TAX CONSEQUENCES OF THE SPIN-OFF

Consequences to U.S. Holders of IBM Common Stock

The following is a summary of the material U.S. federal income tax consequences to holders of IBM
common stock in connection with the Distribution. This summary is based on the Code, the Treasury
Regulations promulgated under the Code and judicial and administrative interpretations of those laws, in
each case as in effect and available as of the date of this Information Statement and all of which are subject
to change at any time, possibly with retroactive effect. Any such change could affect the tax consequences
described below.

This summary is limited to holders of IBM common stock that are U.S. Holders, as defined
immediately below, that hold their IBM common stock as a capital asset. A “U.S. Holder” is a beneficial
owner of IBM common stock that is, for U.S. federal income tax purposes:

an individual who is a citizen or a resident of the United States;

a corporation, or other entity taxable as a corporation for U.S. federal income tax purposes, created
or organized under the laws of the United States or any state thereof or the District of Columbia;

an estate the income of which is subject to U.S. federal income taxation regardless of its source; or

a trust if (1) a court within the United States is able to exercise primary jurisdiction over its
administration and one or more U.S. persons have the authority to control all of its substantial
decisions or (2) in the case of a trust that was treated as a domestic trust under law in effect before
1997, a valid election is in place under applicable Treasury Regulations.

This summary is for general information only and is not tax advice. It does not discuss all tax
considerations that may be relevant to stockholders in light of their particular circumstances, nor does it
address the consequences to stockholders subject to special treatment under the U.S. federal income tax
laws, such as:

dealers or traders in securities or currencies;

tax-exempt entities;

banks, financial institutions or insurance companies;

real estate investment trusts, regulated investment companies or grantor trusts;

persons who acquired IBM common stock pursuant to the exercise of employee stock options or
otherwise as compensation;

stockholders who own, or are deemed to own, 10% or more, by voting power or value, of IBM
equity;

stockholders owning IBM common stock as part of a position in a straddle or as part of a hedging,
conversion, synthetic security, integrated investment, constructive sale transaction or other risk
reduction transaction for U.S. federal income tax purposes;

persons who are subject to the alternative minimum tax;

persons whose functional currency is not the U.S. Dollar;

certain former citizens or long-term residents of the United States;

persons who are subject to special accounting rules under Section 451(b) of the Code;

persons who own IBM common stock through partnerships or other pass-through entities; or

persons who hold IBM common stock through a tax-qualified retirement plan.
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This summary is not a complete analysis or description of all potential U.S. federal income tax
consequences of the Distribution. It does not address any tax consequences arising under the Medicare tax
on net investment income or the Foreign Account Tax Compliance Act (including the Treasury Regulations
promulgated thereunder and intergovernmental agreements entered into pursuant thereto or in connection
therewith). In addition, it does not address any U.S. state or local or foreign tax consequences or any estate,
gift or other non-income tax consequences of the Distribution.

If a partnership, or any other entity treated as a partnership for U.S. federal income tax purposes, holds
IBM common stock, the tax treatment of a partner in that partnership will generally depend on the status of
the partner and the activities of the partnership. Such a partner or partnership is urged to consult its own tax
advisor as to its tax consequences.

EACH HOLDER OF IBM COMMON STOCK IS URGED TO CONSULT ITS OWN TAX ADVISOR
WITH RESPECT TO THE U.S. FEDERAL, STATE AND LOCAL AND FOREIGN TAX CONSEQUENCES
OF THE DISTRIBUTION.

General

Completion of the Spin-Off is conditioned upon IBM’s receipt of a written opinion from Paul, Weiss,
Rifkind, Wharton & Garrison LLP, counsel to IBM, to the effect that the Distribution will qualify for
nonrecognition of gain or loss under Section 355 and related provisions of the Code. The opinion will be
based on the assumption that, among other things, the representations made, and information submitted, in
connection with it are accurate. If the Distribution qualifies for this treatment and subject to the
qualifications and limitations set forth herein (including the discussion below relating to the receipt of cash
in lieu of fractional shares), for U.S. federal income tax purposes:

no gain or loss will be recognized by, or be includible in the income of, a U.S. Holder as a result of
the Distribution, except with respect to any cash received in lieu of fractional shares;

the aggregate tax basis of the IBM common stock and our common stock held by each U.S. Holder
immediately after the Distribution will be the same as the aggregate tax basis of the IBM common
stock held by the U.S. Holder immediately before the Distribution, allocated between the IBM
common stock and our common stock in proportion to their relative fair market values on the date of
the Distribution (subject to reduction upon the deemed sale of any fractional shares, as described
below); and

the holding period of our common stock received by each U.S. Holder will include the holding
period of their IBM common stock, provided that such IBM common stock is held as a capital asset
on the date of the Distribution.

U.S. Holders that have acquired different blocks of IBM common stock at different times or at different
prices are urged to consult their tax advisors regarding the allocation of their aggregate adjusted tax basis
among, and the holding period of, shares of our common stock distributed with respect to such blocks of
IBM common stock.

The opinion of counsel will not address any U.S. state or local or foreign tax consequences of the Spin-
Off. The opinion will assume that the Spin-Off will be completed according to the terms of the Separation
and Distribution Agreement and will rely on the facts as stated in the Separation and Distribution
Agreement, the Tax Matters Agreement, the other ancillary agreements, this Information Statement and a
number of other documents. In addition, the opinion will be based on certain representations as to factual
matters from, and certain covenants by, IBM and us. The opinion cannot be relied on if any of the
assumptions, representations or covenants is incorrect, incomplete or inaccurate or are violated in any
material respect.

The opinion of counsel will not be binding on the IRS or the courts, and there can be no assurance that
the IRS or a court will not take a contrary position. If the conclusions expressed in the opinion are
challenged by the IRS, and if the IRS prevails in such challenge, the tax consequences of the Spin-Off could
be materially less favorable.

If the Distribution were determined not to qualify for non-recognition of gain or loss, the above
consequences would not apply and each U.S. Holder who receives our common stock in the Distribution
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would generally be treated as receiving a distribution in an amount equal to the fair market value of our
common stock received, which would generally result in:

a taxable dividend to the U.S. Holder to the extent of that U.S. Holder’s pro rata share of IBM’s
current or accumulated earnings and profits;

a reduction in the U.S. Holder’s basis (but not below zero) in IBM common stock to the extent the
amount received exceeds the stockholder’s share of IBM’s earnings and profits; and

a taxable gain from the exchange of IBM common stock to the extent the amount received exceeds
the sum of the U.S. Holder’s share of IBM’s earnings and profits and the U.S. Holder’s basis in its
IBM common stock.

Cash in Lieu of Fractional Shares

If a U.S. Holder receives cash in lieu of a fractional share of common stock as part of the Distribution,
the U.S. Holder will be treated as though it first received a distribution of the fractional share in the
Distribution and then sold it for the amount of cash actually received. Provided the fractional share is
considered to be held as a capital asset on the date of the Distribution, the U.S. Holder will generally
recognize capital gain or loss measured by the difference between the cash received for such fractional share
and the U.S. Holder’s tax basis in that fractional share, as determined above. Such capital gain or loss will
be long-term capital gain or loss if the U.S. Holder’s holding period for the IBM common stock is more than
one year on the date of the Distribution.

Payments of cash to U.S. Holders of IBM common stock in lieu of fractional shares of our common
stock may be subject to information reporting and backup withholding (currently, at a rate of 24 percent),
unless such U.S. Holder delivers a properly completed IRS Form W-9 certifying such U.S. Holder’s correct
taxpayer identification number and certain other information, or otherwise establishes an exemption from
backup withholding. Corporations will generally be exempt from backup withholding, but may be required
to provide a certification to establish their entitlement to the exemption. Backup withholding is not an
additional tax. Amounts withheld under the backup withholding rules may be refunded or credited against a
U.S. Holder’s U.S. federal income tax liability, provided that the required information is timely furnished to
the IRS.

Information Reporting

Treasury Regulations require each IBM stockholder that, immediately before the Distribution, owned
5% or more (by vote or value) of the total outstanding stock of IBM or stockholders whose basis in their
IBM common stock equals or exceeds $1,000,000 to attach to such stockholder’s U.S. federal income tax
return for the year in which the Distribution occurs a statement setting forth certain information related to
the Distribution.

Consequences to IBM

The following is a summary of the material U.S. federal income tax consequences to IBM in
connection with the Spin-Off that may be relevant to holders of IBM common stock.

As discussed above, completion of the Spin-Off is conditioned upon IBM’s receipt of separate a written
opinion from Paul, Weiss, Rifkind, Wharton & Garrison LLP, counsel to IBM, to the effect that the
Distribution will qualify for nonrecognition of gain or loss under Section 355 and related provisions of the
Code. If the Distribution qualifies for nonrecognition of gain or loss under Section 355 and related
provisions of the Code, no gain or loss will be recognized by IBM as a result of the Distribution (other than
income or gain arising from any imputed income or other adjustment to IBM, us or our respective
subsidiaries if and to the extent that the Separation and Distribution Agreement or any ancillary agreement
is determined to have terms that are not at arm’s length). The opinion of counsel is subject to the
qualifications and limitations as are set forth above under “— Consequences to U.S. Holders of IBM
Common Stock.”

If the Distribution were determined not to qualify for non-recognition of gain or loss under Section 355
and related provisions of the Code, then IBM would recognize gain equal to the excess of the fair market
value of our common stock distributed to IBM stockholders over IBM’s tax basis in our common stock.
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Indemnification Obligation

If, as a result of any of our representations being untrue or our covenants being breached, the Spin-Off
were determined not to qualify for non-recognition of gain or loss under Section 355 and related provisions
of the Code, we could be required to indemnify IBM for the resulting taxes and related expenses. In
addition, if we or our stockholders were to engage in transactions that resulted in a 50% or greater change
by vote or value in the ownership of our stock during the four-year period beginning on the date that begins
two years before the date of the Distribution, the Spin-Off would generally be taxable to IBM, but not to
stockholders, under Section 355(e) of the Code, unless it were established that such transactions and the
Spin-Off were not part of a plan or series of related transactions. If the Spin-Off were taxable to IBM due to
such a 50% or greater change in ownership of our stock, IBM would recognize gain equal to the excess of
the fair market value of our common stock distributed to IBM stockholders over IBM’s tax basis in our
common stock and we generally would be required to indemnify IBM for the tax on such gain and related
expenses. In addition, we will be liable to indemnify IBM if, as a result of any of representations being
untrue or our covenants being breached, transactions related to the Spin-Off that were intended to be tax-
free under U.S. or foreign law, are determined instead to be taxable to IBM.
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DESCRIPTION OF OUR CAPITAL STOCK

General

Prior to the Distribution, IBM, as our sole stockholder, will approve and adopt our Amended and
Restated Certificate of Incorporation, and our Board will approve and adopt our Amended and Restated By-
Laws. The following summarizes information concerning our capital stock, including material provisions of
our Amended and Restated Certificate of Incorporation, our Amended and Restated By-Laws and certain
provisions of Delaware law. You are encouraged to read the forms of our Amended and Restated Certificate
of Incorporation and our Amended and Restated By-Laws, which are filed as exhibits to our Registration
Statement on Form 10, of which this Information Statement is a part, for greater detail with respect to these
provisions.

Distribution of Securities

During the past three years, we have not sold any securities, including sales of reacquired securities,
new issues, securities issued in exchange for property, services or other securities, and new securities
resulting from the modification of outstanding securities that were not registered under the Securities Act.

Authorized Capital Stock

Immediately following the Spin-Off, our authorized capital stock will consist of            
    shares of common stock, par value $0.01 per share, and                 shares of preferred stock,
par value $0.01 per share.

Common Stock

Shares Outstanding

Immediately following the Spin-Off, we estimate that approximately                 shares of our
common stock will be issued and outstanding, based on                 shares of IBM common stock
outstanding as of                 . The actual number of shares of our common stock outstanding
immediately following the Spin-Off will depend on the actual number of shares of IBM common stock
outstanding on the Record Date, and will reflect any issuance of new shares or exercise of outstanding
options pursuant to IBM’s equity plans and any repurchases of IBM shares by IBM pursuant to its common
stock repurchase program, in each case on or prior to the Record Date.

Dividends

Holders of shares of our common stock will be entitled to receive dividends when, as and if declared by
our Board at its discretion out of funds legally available for that purpose, subject to the preferential rights of
any preferred stock that may be outstanding. The timing, declaration, amount and payment of future
dividends will depend on our financial condition, earnings, capital requirements and debt service
obligations, as well as legal requirements, regulatory constraints, industry practice and other factors that our
Board deems relevant. Additionally, the terms of the indebtedness we intend to incur in connection with the
Spin-Off and our obligations under the Indemnification and Reimbursement Agreement each will limit our
ability to pay cash dividends. Our Board will make all decisions regarding our payment of dividends from
time to time in accordance with applicable law. See “Dividend Policy.”

Voting Rights

The holders of our common stock will be entitled to one vote for each share held of record on all
matters submitted to a vote of the stockholders.

Other Rights

Subject to the preferential liquidation rights of any preferred stock that may be outstanding, upon our
liquidation, dissolution or winding-up, the holders of our common stock will be entitled to share ratably in
our assets legally available for distribution to our stockholders.
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Fully Paid

The issued and outstanding shares of our common stock are fully paid and non-assessable. Any
additional shares of common stock that we may issue in the future will also be fully paid and non-
assessable. The holders of our common stock will not have preemptive rights or preferential rights to
subscribe for shares of our capital stock.

Preferred Stock

Our Amended and Restated Certificate of Incorporation will authorize our Board to designate and issue
from time to time one or more series of preferred stock without stockholder approval. Our Board may fix
and determine the preferences, limitations and relative rights of each series of preferred stock. There are no
present plans to issue any shares of preferred stock.

Certain Provisions of Delaware Law, Our Amended and Restated Certificate of Incorporation and Amended
and Restated By-Laws

Amended and Restated Certificate of Incorporation and Amended and Restated By-Laws

Certain provisions in our proposed Amended and Restated Certificate of Incorporation and our
proposed Amended and Restated By-Laws summarized below may be deemed to have an anti-takeover
effect and may delay, deter or prevent a tender offer or takeover attempt that a stockholder might consider to
be in its best interests, including attempts that might result in a premium being paid over the market price
for the shares held by stockholders. These provisions are intended to enhance the likelihood of continuity
and stability in the composition of our Board and in the policies formulated by our Board and to discourage
certain types of transactions that may involve an actual or threatened change of control.

Classified Board. Our Amended and Restated Certificate of Incorporation will provide that, until the
conclusion of the 2027 annual meeting, our Board will be divided into three classes, with each class
consisting, as nearly as may be possible, of one-third of the total number of directors. The directors
designated as Class I directors will have terms expiring at the first annual meeting of stockholders
following the Distribution, which we expect to hold in 2022. The directors designated as Class II
directors will have terms expiring at the following year’s annual meeting, which we expect to hold in
2023, and the directors designated as Class III directors will have terms expiring at the following
year’s annual meeting, which we expect to hold in 2024. Beginning at the 2025 annual meeting and
at each annual meeting thereafter, all of our directors up for election at such meeting will be elected
annually and will hold office until the next annual meeting and at until his or her successor has been
duly elected and qualified or until his or her earlier resignation or removal. Effective as of the
conclusion of the 2027 annual meeting, our Board will therefore no longer be divided into three
classes. Before our Board is declassified, it would take at least two elections of directors for any
individual or group to gain control of our Board. Accordingly, while the classified board is in effect,
these provisions could discourage a third party from initiating a proxy contest, making a tender offer
or otherwise attempting to control us.

Removal. Our Amended and Restated Certificate of Incorporation will provide that (i) prior to our
Board being declassified as discussed above, our stockholders may remove directors only for cause
and (ii) after our Board has been fully declassified, our stockholders may remove directors with or
without cause. Removal will require the affirmative vote of holders of at least a majority of our
voting stock.

Vacancies. Our Amended and Restated By-Laws will provide that any vacancies created on the
Board for any reason, including resulting from any increase in the authorized number of directors or
the death, resignation, disqualification or removal from office of any director, will be filled
exclusively by a majority of the directors then in office, even if less than a quorum, or by the sole
remaining director. Any director elected to fill a vacancy on our Board will hold office until the
expiration of the term of office of the director he or she replaced or until his or her successor is duly
elected and qualified.
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Blank Check Preferred Stock. Our Amended and Restated Certificate of Incorporation will authorize
our Board to designate and issue, without any further vote or action by the stockholders, up
to                 shares of preferred stock from time to time in one or more series and, with
respect to each such series, to fix the number of shares constituting the series and the designation of
the series, the voting powers (if any) of the shares of the series, and the preferences and relative,
participating, optional and other rights, if any, and any qualifications, limitations or restrictions, of
the shares of such series. The ability to issue such preferred stock could discourage potential
acquisition proposals and could delay or prevent a change in control.

No Stockholder Action by Written Consent. Our Amended and Restated Certificate of Incorporation
will expressly exclude the right of our stockholders to act by written consent. Stockholder action
must take place at an annual meeting or at a special meeting of our stockholders.

Special Stockholder Meetings. Our Amended and Restated Certificate of Incorporation and our
Amended and Restated By-Laws will provide that holders of at least 25% of our outstanding shares
or our Board, will be able to call a special meeting of stockholders.

Requirements for Advance Notification of Stockholder Nominations and Proposals. Under our
Amended and Restated By-Laws, stockholders of record will be able to nominate persons for
election to our Board or bring other business constituting a proper matter for stockholder action only
by providing proper notice to our Secretary. In the case of annual meetings, proper notice must be
given, generally between 90 and 120 days prior to the first anniversary of the prior year’s annual
meeting as first specified in the notice of meeting provided, however, that if (A) the annual meeting
is advanced by more than 30 days, or delayed by more than 60 days, from the first anniversary of the
prior year’s annual meeting or (B) no annual meeting was held during the prior year, the notice by
the stockholder to be timely must be received (1) no earlier than 120 days before such annual
meeting and (2) no later than the later of 90 days before such annual meeting and the tenth day after
the day on which the notice of such annual meeting was first made by mail or public disclosure. In
the case of special meetings, proper notice must be given no earlier than the 120th day prior to the
relevant meeting and no later than the later of the 90th day prior to such meeting or the 10th day
following the public announcement of the meeting. Such notice must include, among other
information, certain information with respect to each stockholder nominating persons for election to
the Board (including, the name and address, the number of shares directly or indirectly held by such
stockholder, a description of any agreement with respect to the business to be brought before the
annual meeting, a description of any derivative instruments based on or linked to the value of or
return on our securities as of the date of the notice, a description of any proxy, contract or other
relationship pursuant to which such stockholder has a right to vote any shares of our stock and any
profit-sharing or performance-related fees that such stockholder is entitled to, based on any increase
or decrease in the value of our securities, as of the date of such notice), a representation that such
stockholder is a holder of record of our common stock as of the date of the notice, each stockholder
nominee’s written consent to being named as a nominee and to serving as a director if elected,
completed questionnaire and representation that such person has not and will not give any
commitment as to how such person will act or vote if elected as a director, become a party to any
agreement with respect to any compensation, reimbursement or indemnification in connection with
service as a director, and such person will comply with all policies applicable to directors, a
description of all compensation and other monetary agreements during the past three years and a
representation as to whether such stockholder intends to solicit proxies.

Proxy Access. Our Amended and Restated By-Laws will allow one or more stockholders (up to 20,
collectively), owning at least 3% of our outstanding shares continuously for at least three years, to
nominate for election to our Board and to be included in our proxy materials up to the greater of two
individuals or 20% of our Board, only by sending proper notice to our Secretary.

Cumulative Voting. The DGCL provides that stockholders are denied the right to cumulate votes in
the election of directors unless the Company’s certificate of incorporation provides otherwise. Our
Amended and Restated Certificate of Incorporation will not provide for cumulative voting.

Amendments to Certificate of Incorporation and By-Laws. The DGCL provides that the affirmative
vote of holders of a majority of a company’s voting stock then outstanding is required to amend the
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Company’s certificate of incorporation unless the Company’s certificate of incorporation provides a
higher threshold, and our Amended and Restated Certificate of Incorporation will not provide for a
higher threshold. Our Amended and Restated Certificate of Incorporation will provide that our
Amended and Restated By-Laws may be amended by our Board or by the affirmative vote of holders
of at least a majority of our voting stock.

Delaware Takeover Statute

We are subject to Section 203 of the DGCL, which, subject to certain exceptions, prohibits a Delaware
corporation from engaging in any business combination with any interested stockholder for a period of
three years following the date that such stockholder became an interested stockholder.

Limitation on Liability of Directors and Indemnification of Directors and Officers

Delaware law authorizes corporations to limit or eliminate the personal liability of directors to
corporations and their stockholders for monetary damages for breaches of directors’ fiduciary duties as
directors, and our Amended and Restated Certificate of Incorporation will include such an exculpation
provision. Our Amended and Restated By-Laws and Amended and Restated Certificate of Incorporation will
include provisions that indemnify, to the fullest extent allowable under the DGCL, the personal liability of
directors or officers for monetary damages for actions taken as a director, officer or agent of Kyndryl, or for
serving at our request as a director, officer, employee or agent at another corporation or enterprise, as the
case may be. Our Amended and Restated By-Laws and Amended and Restated Certificate of Incorporation
will also provide that we must indemnify and advance reasonable expenses to our directors, officers and
employees, subject to our receipt of an undertaking from the indemnified party as may be required under the
DGCL.

The limitation of liability and indemnification provisions that will be included in our Amended and
Restated By-Laws and Amended and Restated Certificate of Incorporation may discourage stockholders
from bringing a lawsuit against directors for breach of their fiduciary duty. These provisions may also have
the effect of reducing the likelihood of derivative litigation against our directors and officers, even though
such an action, if successful, might otherwise benefit us and our stockholders. However, these provisions
will not limit or eliminate our rights, or those of any stockholder, to seek non-monetary relief such as
injunction or rescission in the event of a breach of a director’s duty of care. The provisions will not alter the
liability of directors under the federal securities laws. In addition, your investment may be adversely
affected to the extent that, in a class action or direct suit, we pay the costs of settlement and damage awards
against directors and officers pursuant to these indemnification provisions. There is currently no pending
material litigation or proceeding against any of our directors, officers or employees for which
indemnification is sought.

Exclusive Forum

Our Amended and Restated Certificate of Incorporation will provide, in all cases to the fullest extent
permitted by law, that unless we consent in writing to the selection of an alternative forum, the Court of
Chancery located within the State of Delaware will be the sole and exclusive forum for any derivative action
or proceeding brought on behalf of us, any action asserting a claim of breach of a fiduciary duty owed by
any director, officer, agent, employee or stockholder of Kyndryl to us or our stockholders, any action
asserting a claim arising pursuant to the DGCL or as to which the DGCL confers jurisdiction on the Court
of Chancery located in the State of Delaware, any action asserting a claim governed by the internal affairs
doctrine, or any action asserting a claim arising under the DGCL, our Amended and Restated Certificate of
Incorporation or our Amended and Restated By-Laws. However, if the Court of Chancery within the State
of Delaware does not have jurisdiction, the action may be brought in the United States District Court for the
District of Delaware. Additionally, our Amended and Restated Certificate of Incorporation will state that the
foregoing provision will not apply to claims arising under the Securities Act. Unless we consent in writing
to the selection of an alternative forum, the federal district courts of the United States of America shall be
the exclusive forum for the resolution of any complaint asserting a cause of action arising under the
Securities Act. The exclusive forum provisions may limit a stockholder’s ability to bring a claim in a
judicial forum that it finds favorable for disputes with us or any of our directors, officers or stockholders,
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which may discourage lawsuits with respect to such claims. Our stockholders will not be deemed to have
waived our compliance with the federal securities laws and the rules and regulations thereunder as a result
of our exclusive forum provisions.

Sale of Unregistered Securities

On December 4, 2020, we issued 1,000 shares of our common stock to IBM pursuant to Section 4(a)(2)
of the Securities Act. We did not register the issuance of the issued shares under the Securities Act because
such issuance did not constitute a public offering.

Transfer Agent and Registrar

The transfer agent and registrar for our common stock will be                 .

Listing

We intend to apply to list our common stock on the        , under the ticker symbol “           .”
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WHERE YOU CAN FIND MORE INFORMATION

We have filed a Registration Statement on Form 10 with the SEC with respect to the shares of our
common stock that IBM’s stockholders will receive in the Distribution as contemplated by this Information
Statement. This Information Statement is a part of, and does not contain all the information set forth in, the
Registration Statement and the other exhibits and schedules to the Registration Statement. For further
information with respect to us and our common stock, please refer to the Registration Statement, including
its other exhibits and schedules. Statements we make in this Information Statement relating to any contract
or other document are not necessarily complete, and you should refer to the exhibits attached to the
Registration Statement for copies of the actual contract or document. You may review a copy of the
Registration Statement, including its exhibits and schedules, on the Internet website maintained by the SEC
at www.sec.gov. Information contained on any website we refer to in this Information Statement does not
and will not constitute a part of this Information Statement or the Registration Statement on Form 10 of
which this Information Statement is a part.

As a result of the Spin-Off, we will become subject to the information and reporting requirements of
the Exchange Act and, in accordance with the Exchange Act, we will file periodic reports, proxy statements
and other information with the SEC.

You may request a copy of any of our filings with the SEC at no cost by writing us at the following
address:

    
    
    
    
    
    
   

We intend to furnish holders of our common stock with annual reports containing financial statements
prepared in accordance with U.S. GAAP and audited and reported on by an independent registered public
accounting firm.
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Report of Independent Registered Public Accounting Firm

To the Board of Directors and Stockholders of International Business Machines Corporation:

Opinion on the Financial Statements

We have audited the accompanying combined balance sheet of Kyndryl (the managed infrastructure
services business of IBM) (the “Company”) as of December 31, 2020 and 2019, and the related combined
statements of income, comprehensive income, equity and cash flows for each of the three years in the period
ended December 31, 2020, including the related notes and financial statement schedule listed in the
accompanying index (collectively referred to as the “combined financial statements”). In our opinion, the
combined financial statements present fairly, in all material respects, the financial position of the Company
as of December 31, 2020 and 2019, and the results of its operations and its cash flows for each of the
three years in the period ended December 31, 2020 in conformity with accounting principles generally
accepted in the United States of America.

Changes in Accounting Principles

As discussed in Note B to the combined financial statements, the Company changed the manner in
which it accounts for leases in 2019 and the manner in which it accounts for revenue from contracts with
customers in 2018.

Basis for Opinion

These combined financial statements are the responsibility of the Company’s management. Our
responsibility is to express an opinion on the Company’s combined financial statements based on our audits.
We are a public accounting firm registered with the Public Company Accounting Oversight Board (United
States) (PCAOB) and are required to be independent with respect to the Company in accordance with the
U.S. federal securities laws and the applicable rules and regulations of the Securities and Exchange
Commission and the PCAOB.

We conducted our audits of these combined financial statements in accordance with the standards of the
PCAOB and in accordance with auditing standards generally accepted in the United States of America.
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the
combined financial statements are free of material misstatement, whether due to error or fraud.

Our audits included performing procedures to assess the risks of material misstatement of the combined
financial statements, whether due to error or fraud, and performing procedures that respond to those risks.
Such procedures included examining, on a test basis, evidence regarding the amounts and disclosures in the
combined financial statements. Our audits also included evaluating the accounting principles used and
significant estimates made by management, as well as evaluating the overall presentation of the combined
financial statements. We believe that our audits provide a reasonable basis for our opinion.

Critical Audit Matters

The critical audit matter communicated below is a matter arising from the current period audit of the
combined financial statements that was communicated or required to be communicated to the audit
committee and that (i) relates to accounts or disclosures that are material to the combined financial
statements and (ii) involved our especially challenging, subjective, or complex judgments. The
communication of critical audit matters does not alter in any way our opinion on the combined financial
statements, taken as a whole, and we are not, by communicating the critical audit matter below, providing a
separate opinion on the critical audit matter or on the accounts or disclosures to which it relates.

Goodwill Impairment Assessment

As described in Note H to the combined financial statements, the Company’s goodwill balance was
$1,230 million as of December 31, 2020. As disclosed by management, goodwill is reviewed for impairment
annually, or whenever events or changes in circumstances indicate that the carrying value of goodwill may
not be recoverable by first assessing qualitative factors to determine if it is more likely than not that fair
value
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is less than carrying value. Management assesses qualitative factors to determine whether it is necessary to
perform the quantitative goodwill impairment test. The quantitative test is required only if management
concludes that it is more likely than not that a reporting unit’s fair value is less than its carrying amount.
Fair value is estimated by management using a discounted cash flow model. Management’s cash flow
projections for the reporting unit with less significant headroom (the “Reporting Unit”), included significant
judgments and assumptions relating to projected EBITDA margins and the discount rate. Management
evaluated goodwill for impairment for all reporting units for all periods presented which resulted in no
impairment.

The principal considerations for our determination that performing procedures relating to the goodwill
impairment assessment for the Reporting Unit is a critical audit matter are (i) the significant judgment by
management when developing the fair value measurement of the Reporting Unit; (ii) a high degree of
auditor judgment, subjectivity, and effort in performing procedures and evaluating management’s significant
assumptions related to the projected EBITDA margins and the discount rate; and (iii) the audit effort
involved the use of professionals with specialized skill and knowledge.

Addressing the matter involved performing procedures and evaluating audit evidence in connection
with forming our overall opinion on the combined financial statements. These procedures included, among
others, (i) testing management’s process for developing the fair value estimate of the Reporting Unit,
(ii) evaluating the appropriateness of the discounted cash flow model; (iii) testing the completeness and
accuracy of underlying data used in the model; and (iv) evaluating the reasonableness of the significant
assumptions used by management related to the projected EBITDA margins and the discount rate.
Evaluating management’s assumptions related to the projected EBITDA margins involved evaluating
whether the assumptions used by management were reasonable considering (i) the current and past
performance of the Reporting Unit; (ii) the consistency with external market and industry data; and
(iii) whether these assumptions were consistent with evidence obtained in other areas of the audit.
Professionals with specialized skill and knowledge were used to assist in the evaluation of the Company’s
discounted cash flow model and the discount rate assumption.

PricewaterhouseCoopers LLP (signed)

New York, New York

June 22, 2021

We have served as the Company’s auditor since 2020.
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KYNDRYL
COMBINED INCOME STATEMENT

($ in millions) 
For the year ended December 31: Notes 2020 2019 2018

Revenues (related party revenue of $645 in 2020, $613 in 2019 and
$623 in 2018) C $19,352 $20,279 $21,796

Cost of services (related party cost of $3,767 in 2020, $3,592 in 2019 
and $4,112 in 2018) C $17,143 $17,682 $19,238

Selling, general and administrative 2,893 2,887 2,924
Workforce rebalancing charges 918 159 116
Research, development and engineering 76 83 69
Interest expense I 63 76 85
Other (income) and expense 25 (29 (7
Total costs and expenses $21,118 $20,858 $22,425

Income/(loss) before income taxes $ (1,766 $ (579 $ (630
Provision for income taxes E $ 246 $ 364 $ 350

Net income/(loss) $ (2,011 $ (943 $ (980

(Amounts may not add due to rounding.) 
(The accompanying notes are an integral part of the financial statements.)
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KYNDRYL
COMBINED STATEMENT OF COMPREHENSIVE INCOME

($ in millions) 
For the year ended December 31: Notes 2020 2019 2018

Net income/(loss) $(2,011 $(943 $ (980
Other comprehensive income/(loss), before tax:

Foreign currency translation adjustments L 125 12 (240
Retirement-related benefit plans L

Prior service costs/(credits) 0 (1 1
Net (losses)/gains arising during the period (41 (84 (33
Curtailments and settlements 0 0 —
Amortization of prior service (credits)/cost (1 0 (1
Amortization of net (gains)/losses 36 27 28

Total retirement-related benefit plans (6 (57 (4
Other comprehensive income/(loss), before tax: L 119 (45 (244
Income tax (expense)/benefit related to items of other comprehensive

income L 2 18 2

Other comprehensive income/(loss) L 121 (27 (243

Total comprehensive income/(loss) $(1,891 $(970 $(1,222

(Amounts may not add due to rounding.) 
(The accompanying notes are an integral part of the financial statements.)
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KYNDRYL
COMBINED BALANCE SHEET

($ in millions) 
At December 31: Notes 2020 2019
Assets:

Current assets:
Cash and cash equivalents $ 24 $ 36
Restricted cash 14 14
Notes and accounts receivable (net of allowances of $91 in 2020 and $82

in 2019) 1,444 1,790
Deferred costs C 1,205 1,133
Prepaid expenses and other current assets 157 178

Total current assets $ 2,843 $ 3,151

Property and equipment – net F $ 3,991 $ 4,125
Operating right-of-use assets – net G 1,131 1,218
Deferred costs C 1,441 1,561
Deferred taxes E 424 349
Goodwill H 1,230 1,162
Intangible assets – net H 60 87
Other assets 86 90

Total assets $11,205 $11,744

Liabilities and equity:
Current liabilities:

Short-term debt I $ 69 $ 42
Accounts payable 919 826
Compensation and benefits 350 359
Deferred income C 854 896
Operating lease liabilities G 333 328
Accrued contract costs 512 550
Other accrued expenses and liabilities J 874 406

Total current liabilities $ 3,910 $ 3,408

Long-term debt I $ 140 $ 100
Retirement and nonpension postretirement benefit obligations N 550 489
Deferred income C 543 615
Operating lease liabilities G 850 890
Other liabilities J 282 294
Total liabilities $ 6,274 $ 5,796

Commitments and contingencies K

Net Parent investment $ 5,972 $ 7,112
Accumulated other comprehensive income/(loss) (1,100 (1,220

Total Net Parent investment 4,873 5,892
Noncontrolling interests 58 56
Total equity $ 4,931 $ 5,948

Total liabilities and equity $11,205 $11,744

(Amounts may not add due to rounding.) 
(The accompanying notes are an integral part of the financial statements.)
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KYNDRYL
COMBINED STATEMENT OF CASH FLOWS

($ in millions) 
For the year ended December 31: 2020 2019 2018

Cash flows from operating activities:
Net income/(loss) $(2,011 $ (943 $ (980
Adjustments to reconcile net income/(loss) to cash provided by operating

activities:
Depreciation and amortization

Depreciation 1,869 1,898 1,496
Amortization of deferred costs 2,061 2,109 2,053
Amortization of intangibles 29 29 29

Stock-based compensation 64 51 57
Deferred taxes (52 (33 40
Net (gain)/loss on asset sales and other 4 1 (31
Change in operating assets and liabilities:

Deferred Costs (1,917 (1,802 (2,334
Right-of-use assets and liabilities (372 (418 —
Workforce Rebalancing 560 27 0
Receivables 387 23 220
Accounts payable 70 33 (29
Other assets/other liabilities (62 159 153

Net cash provided by operating activities $ 628 $ 1,134 $ 674

Cash flows from investing activities:
Payments for property and equipment $(1,036 $(1,190 $(1,563
Proceeds from disposition of property and equipment 84 63 114
Other investing activities, net (1 (2 (2
Net cash used in investing activities $ (953 $(1,128 $(1,451

Cash flows from financing activities:
Payments to settle debt $ (66 $ (18 $ —
Net transfers from Parent 377 18 791
Net cash provided by financing activities $ 312 $ 0 $ 791

Effect of exchange rate changes on cash, cash equivalents and 
restricted cash $ 1 $ (1 $ (5

Net change in cash, cash equivalents and restricted cash $ (13 $ 5 $ 10

Cash, cash equivalents and restricted cash at January 1 50 46 36
Cash, cash equivalents and restricted cash at December 31 $ 38 $ 50 $ 46

Supplemental data
Income taxes paid – net of refunds received $ — $ — $ —
Interest paid on debt $ — $ — $ —

(Amounts may not add due to rounding.) 
(The accompanying notes are an integral part of the financial statements.)
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KYNDRYL
COMBINED STATEMENT OF EQUITY

($ in millions)

Net 
Parent 

Investment

Accumulated Other 
Comprehensive 
Income/(Loss)

Total 
Net Parent 
Investment

Non-Controlling 
Interests

Total 
Equity

Equity – January 1, 2018 $6,978 $ (950 $ 6,027 $ 63 $ 6,090
Cumulative effect of change in

accounting principle – Revenue 154 154 154
Net income/(loss) plus other

comprehensive income/(loss):
Net income/(loss) (980 (980 (980
Other comprehensive income/(loss) (243 (243 (243

Total comprehensive income/(loss) $(1,222 $(1,222

Net transfers from parent 1,304 1,304 1,304
Changes in non-controlling interests (11 (11
Equity – December 31, 2018 $7,457 $(1,193 $ 6,264 $ 52 $ 6,315

Reflects the adoption of FASB guidance. Refer to note B, “Accounting Pronouncements.”

($ in millions)

Net 
Parent 

Investment

Accumulated Other 
Comprehensive 
Income/(Loss)

Total 
Net Parent 
Investment

Non-Controlling 
Interests

Total 
Equity

Equity – January 1, 2019 $7,457 $(1,193 $6,264 $52 $6,315
Net income/(loss) plus other

comprehensive income/(loss):
Net income/(loss) (943 (943 (943
Other comprehensive income/(loss) (27 (27 (27

Total comprehensive income/(loss) $ (970 $ (970

Net transfers from parent 598 598 598
Changes in non-controlling interests 4 4

Equity – December 31, 2019 $7,112 $(1,220 $5,892 $56 $5,948

($ in millions)

Net 
Parent 

Investment

Accumulated Other 
Comprehensive 
Income/(Loss)

Total 
Net Parent 
Investment

Non-Controlling 
Interests

Total 
Equity

Equity – January 1, 2020 $ 7,112 $(1,220 $ 5,892 $56 $ 5,948
Net income/(loss) plus other

comprehensive income/(loss):
Net income/(loss) (2,011 (2,011 (2,011
Other comprehensive income/(loss) 121 121 121

Total comprehensive income/(loss) $(1,891 $(1,891

Net transfers from parent 872 872 872
Changes in non-controlling interests 2 2

Equity – December 31, 2020 $ 5,972 $(1,100 $ 4,873 $58 $ 4,931

(Amounts may not add due to rounding.) 
(The accompanying notes are an integral part of the financial statements.) 
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NOTES TO COMBINED FINANCIAL STATEMENTS

NOTE A. SIGNIFICANT ACCOUNTING POLICIES

Background

On October 8, 2020, International Business Machines Corporation (IBM or Parent) announced plans for
the complete legal and structural separation of the managed infrastructure services unit of its Global
Technology Services (GTS) segment into a new public company. The name of the new company is Kyndryl.
The separation is expected to be achieved through a U.S. federal tax-free spin-off to IBM shareholders. It
will be subject to customary market, regulatory and other closing conditions, including final IBM Board of
Directors’ approval.

Prior to separation, IBM’s GTS segment includes Infrastructure & Cloud Services and Technology
Support Services (TSS). The Infrastructure & Cloud services unit consists of IBM’s managed infrastructure
services capabilities and the IBM Public Cloud. The components of the GTS segment that will remain with
IBM will be the IBM Public Cloud and TSS. Kyndryl will also provide the security, regulatory and risk
management services and identity management services offerings which have historically been included
within the Security Services unit of IBM’s Cloud & Cognitive Software segment.

Basis of Presentation

The accompanying combined financial statements and footnotes of Kyndryl have been prepared in
connection with the expected separation and have been derived from the consolidated financial statements
and accounting records of IBM as if Kyndryl operated on a standalone basis during the periods presented,
and were prepared in accordance with accounting principles generally accepted in the United States of
America (GAAP). References in these combined financial statements to “the Company” or “Kyndryl” refer
to IBM’s managed infrastructure services business as it was historically managed.

The combined financial statements reflect allocations of certain IBM corporate, infrastructure and
shared services expenses, including centralized research, legal, human resources, payroll, finance and
accounting, employee benefits, real estate, insurance, information technology, telecommunications, treasury,
and other expenses. Where possible, these charges were allocated based on direct usage, with the remainder
allocated on a pro rata basis of headcount, gross profit, asset, or other allocation methodologies that are
considered to be a reasonable reflection of the utilization of services provided or the benefit received by
Kyndryl during the periods presented. The allocations may not, however, reflect the expense the Company
would have incurred as a standalone company for the periods presented. These costs also may not be
indicative of the expenses that the Company will incur in the future or would have incurred if the Company
had obtained these services from a third party.

The Combined Balance Sheet of the Company includes IBM’s assets and liabilities that are specifically
identifiable or otherwise attributable to the Company, including subsidiaries and/or joint ventures
conducting managed infrastructure services business in which IBM has a controlling financial interest or is
the primary beneficiary.

Cash and cash equivalents held by IBM at the corporate level were not attributable to the Company for
any of the periods presented due to IBM’s centralized approach to cash management and the financing of its
operations. Only cash amounts specifically held by Kyndryl are reflected in the Combined Balance Sheet.
IBM’s debt was not attributed to the Company for any of the periods presented because IBM’s borrowings
are not the legal obligation of Kyndryl. The only third-party debt obligations included in the combined
financial statements are those for which the legal obligor is a legal entity of Kyndryl. Interest expense in the
Combined Income Statement reflects the allocation of interest on borrowing and funding related activity
associated with the portion of IBM’s borrowings where the proceeds benefited us. Transfers of cash, both to
and from IBM’s centralized cash management system, are reflected as a component of Net Parent
investment in the Combined Balance Sheet and as financing activities in the accompanying Combined
Statement of Cash Flows.

IBM maintains various benefit and stock-based compensation plans at a corporate level and other
pension and postretirement-related benefit plans at a subsidiary level. The Company’s employees participate
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in those programs and a portion of the cost of those plans is included in the Company’s combined financial
statements. However, the Combined Balance Sheet does not include any net benefit plan assets or
obligations unless legally sponsored by the Company. See note M, “Stock-Based Compensation” and
note N, “Retirement-Related Benefits,” for additional information.

Net Parent investment in the Combined Balance Sheet represents the accumulation of the Company’s
net income/(loss) over time and net non-trade intercompany transactions between Kyndryl and IBM (for
example, investments from IBM or distributions to IBM). Changes in these non-trade intercompany
balances are reflected as Net transfers from Parent in the financing activities section of the Combined
Statement of Cash Flows.

As a result of the allocations and carve out methodologies used to prepare these combined financial
statements, these results may not be indicative of the Company’s future performance, and may not reflect
the results of operations, financial position, and cash flows had Kyndryl been a separate, standalone
company during the periods presented.

Kyndryl’s operations are included in the consolidated U.S. federal, certain state and local and foreign
income tax returns filed by IBM, where applicable. The income tax provision included in these combined
financial statements has been calculated using the separate return basis, as if Kyndryl filed separate tax
returns. Post separation, Kyndryl’s operating footprint as well as tax return elections and assertions are
expected to be different and therefore, Kyndryl’s hypothetical income taxes, as presented in the combined
financial statements, are not expected to be indicative of the Company’s future income taxes. Current
income tax liabilities including amounts for unrecognized tax benefits related to Kyndryl’s activities
included in the Parent’s income tax returns were assumed to be immediately settled with Parent through the
Net Parent investment account in the Combined Balance Sheet and reflected in Net transfers from Parent in
the Combined Statement of Cash Flows.

Within the financial statements and tables presented, certain columns and rows may not add due to the
use of rounded numbers for disclosure purposes. Percentages presented are calculated from the underlying
whole-dollar amounts.

Noncontrolling interest amounts of $9 million, $9 million and $6 million, net of tax, for the years
ended December 31, 2020, 2019 and 2018, respectively, are included as a reduction within other (income)
and expense in the Combined Income Statement.

Principles of Combination

The combined financial statements include the Company’s net assets and results of operations as
described above. All significant intracompany transactions between Kyndryl’s businesses have been
eliminated. All significant intercompany transactions between Kyndryl and IBM have been included in the
combined financial statements. Intercompany transactions between Kyndryl and IBM are considered to be
effectively settled in the combined financial statements at the time the transaction is recorded. The total net
effect of the settlement of these intercompany transactions is reflected as Net transfers from Parent in the
financing activities section in the Combined Statement of Cash Flows and in the Combined Balance Sheet
within Net Parent investment.

Use of Estimates

The preparation of financial statements in conformity with GAAP requires management to make
estimates and assumptions that affect amounts that are reported in the combined financial statements and
accompanying disclosures. Estimates are used in determining the allocation of costs and expenses from
IBM, and are used in determining the following, among others: revenue, costs to complete service contracts,
income taxes, pension assumptions, valuation of assets including goodwill and intangible assets, the
depreciable and amortizable lives of other long-lived assets, loss contingencies, allowance for credit losses,
deferred transition costs and other matters. These estimates are based on management’s best knowledge of
current events, historical experience, actions that the Company may undertake in the future and on various
other assumptions that are believed to be reasonable under the circumstances, including the macroeconomic
impacts of the COVID-19 pandemic (beginning in 2020). Actual results may be different from these
estimates.
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Revenue

The Company accounts for a contract with a client when it has written approval, the contract is
committed, the rights of the parties, including payment terms, are identified, the contract has commercial
substance and consideration is probable of collection.

Revenue is recognized when, or as, control of a promised product or service transfers to a client, in an
amount that reflects the consideration to which the Company expects to be entitled in exchange for
transferring those products or services. If the consideration promised in a contract includes a variable
amount, the Company estimates the amount to which it expects to be entitled using either the expected value
or most likely amount method. The Company’s contracts may include terms that could cause variability in
the transaction price, including, for example, rebates, volume discounts, service-level penalties, and
performance bonuses or other forms of contingent revenue.

The Company only includes estimated amounts in the transaction price to the extent it is probable that a
significant reversal of cumulative revenue recognized will not occur when the uncertainty associated with
the variable consideration is resolved. The Company may not be able to reliably estimate contingent
revenue in certain long-term arrangements due to uncertainties that are not expected to be resolved for a
long period of time or when the Company’s experience with similar types of contracts is limited. The
Company’s arrangements infrequently include contingent revenue. Changes in estimates of variable
consideration are included in note C, “Revenue Recognition.”

The Company’s standard billing terms are that payment is due upon receipt of invoice, payable within
30 days. Invoices are generally issued as control transfers and/or as services are rendered. Additionally, in
determining the transaction price, the Company adjusts the promised amount of consideration for the effects
of the time value of money if the billing terms are not standard and the timing of payments agreed to by the
parties to the contract provide the client or the Company with a significant benefit of financing, in which
case the contract contains a significant financing component. As a practical expedient, the Company does
not account for significant financing components if the period between when the Company transfers the
promised product or service to the client and when the client pays for that product or service will be one
year or less.

The Company may include subcontractor services or third-party vendor equipment or software in
certain integrated services arrangements. In these types of arrangements, revenue from sales of third-party
vendor products or services is recorded net of costs when the Company is acting as an agent between the
client and the vendor, and gross when the Company is the principal for the transaction. To determine
whether the Company is an agent or principal, the Company considers whether it obtains control of the
products or services before they are transferred to the customer. In making this evaluation, several factors
are considered, most notably whether the Company has primary responsibility for fulfillment to the client,
as well as inventory risk and pricing discretion.

The Company reports revenue net of any revenue-based taxes assessed by governmental authorities that
are imposed on and concurrent with specific revenue-producing transactions.

In addition to the aforementioned general policies, the following are the specific revenue recognition
policies for arrangements with multiple performance obligations and for the Company’s offerings.

Arrangements with Multiple Performance Obligations

The Company’s capabilities as an infrastructure services company include offerings that often
encompass multiple types of services and may integrate various IBM or other Original Equipment
Manufacturer (OEM) hardware and/or OEM software components. When an arrangement contains multiple
distinct performance obligations, revenue follows the specific revenue recognition policies for each
deliverable, depending on the type of offering. To the extent that a product or service in multiple
performance obligation arrangements is subject to other specific accounting guidance, such as leasing
guidance, that product or service is accounted for in accordance with such specific guidance. For all other
products or services in these arrangements, the Company determines if the products or services are distinct
and allocates the consideration to each distinct performance obligation on a relative standalone selling price
basis.
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When products and services are not distinct, the Company determines an appropriate measure of
progress based on the nature of its overall promise for the single performance obligation.

The revenue policies below are applied to each performance obligation, as applicable.

Services

The Company delivers transformation and secure cloud services capabilities, insights, and depth of
expertise to modernize and manage IT environments based on its customers’ unique patterns of
transformation at scale. The Company offers services such as cloud managed services, data services,
security and resiliency services, enterprise infrastructure services, digital workplace services, network
services, managed Independent Software Vendor services, and distributed cloud services to support its
customers through technological change. Many of these services can be delivered entirely or partially
through cloud or as-a-Service delivery models. The Company’s services are provided on a time-and-material
basis, as a fixed-price contract or as a fixed-price per measure of output contract and the contract terms
range from less than one year to over 10 years. The Company typically satisfies the performance obligation
and recognizes revenue over time in services arrangements because the client simultaneously receives and
consumes the benefits provided as the Company performs the services.

In outsourcing, other managed services, application management, and other cloud-based services
arrangements, the Company determines whether the services performed during the initial phases of the
arrangement, such as setup activities, are distinct. In most cases, the arrangement is a single performance
obligation comprised of a series of distinct services that are substantially the same and that have the same
pattern of transfer (i.e., distinct days of service). The Company applies a measure of progress (typically
time-based) to any fixed consideration and allocates variable consideration to the distinct periods of service
based on usage. As a result, revenue is generally recognized over the period the services are provided on a
usage basis. This results in revenue recognition that corresponds with the value to the client of the services
transferred to date relative to the remaining services promised.

Revenue from time-and-material contracts is recognized on an output basis as labor hours are delivered
and/or direct expenses are incurred. Revenue from as-a-Service type contracts is recognized either on a
straight-line basis or on a usage basis, depending on the terms of the arrangement (such as whether the
Company is standing ready to perform or whether the contract has usage-based metrics). If an as-a-Service
contract includes setup activities, those promises in the arrangement are evaluated to determine if they are
distinct.

In design and build arrangements, revenue is recognized based on progress toward completion of the
performance obligation using a cost-to-cost measure of progress (e.g. labor costs incurred to date as
a percentage of the total estimated labor costs to fulfill the contract). The estimation of cost at completion is
complex, subject to many variables and requires significant judgment. Changes in original estimates are
reflected in revenue on a cumulative catch-up basis in the period in which the circumstances that gave rise
to the revision become known by the Company. Refer to note C, “Revenue Recognition,” for the amount of
revenue recognized in the reporting period on a cumulative catch-up basis (i.e., from performance
obligations satisfied, or partially satisfied, in previous periods).

The Company performs ongoing profitability analyses of its design and build services contracts
accounted for using a cost-to-cost measure of progress to determine whether the latest estimates of
revenues, costs and profits require updating. If at any time these estimates indicate that the contract will be
unprofitable, the entire estimated loss for the remainder of the contract is recorded immediately. For other
types of services contracts, any losses are recorded as incurred.

In some services contracts, the Company bills the client prior to recognizing revenue from performing
the services. In these cases, deferred income is presented in the Combined Balance Sheet. In other services
contracts, the Company performs the services prior to billing the client. When the Company performs
services prior to billing the client in design and build contracts, the right to consideration is typically subject
to milestone completion or client acceptance and the unbilled accounts receivable is classified as a contract
asset. Refer to note C, “Revenue Recognition,” for contract assets for the periods presented. Contract assets
are included in prepaid expenses and other current assets in the Combined Balance Sheet. The remaining
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amount of unbilled accounts receivable of $358 million and $389 million at December 31, 2020 and 2019,
respectively, is included in notes and accounts receivable in the Combined Balance Sheet.

Billings usually occur in the month after the Company performs the services or in accordance with
specific contractual provisions.

The Company’s services offerings may include the integration and/or sale of IBM or OEM hardware
and/or software components. Contracts that include hardware and/or software components are evaluated to
determine if they are distinct performance obligations in accordance with the “Arrangements with Multiple
Performance Obligations” section above. Further, the Company assesses contracts with customers to
determine whether an embedded lease arrangement exists. A contract with a customer includes an embedded
lease when the Company grants the customer a right to control the use of an identified asset for a period of
time in exchange for consideration. Generally, the hardware or software utilized in outsourcing, managed
services, application management, and other cloud-based services arrangements are not distinct and do not
meet the criteria to be considered an embedded lease. As a result, revenue is generally recognized over time,
consistent with the services provided to the customer.

For distinct hardware sales, revenue is recognized when control has transferred to the customer which
typically occurs when the hardware has been shipped to the client, risk of loss has transferred to the client
and the Company has a present right to payment for the hardware.

Contracts are only determined to have distinct software components when the arrangement includes a
license to the software. To meet this criterion, the customer must have both the contractual right to take
possession of the software at any time, and the ability to feasibly run the software on its own hardware or
hire another party to host the software without significant economic or functional penalty. Revenue for
distinct software is typically recognized at the beginning of the services arrangement as that is the point in
time the customer can access and benefit from the software, and the point at which they have a legal right to
possession.

Standalone Selling Price

The Company allocates the transaction price to each performance obligation on a relative standalone
selling price basis. The standalone selling price (SSP) is the price at which the Company would sell a
promised product or service separately to a client. In most cases, the Company is able to establish SSP
based on the observable prices of products or services sold separately in comparable circumstances to
similar clients. For third-party hardware or software components, the Company is able to establish SSP
based on the cost from the vendor. Historically, SSP for IBM hardware and software components offered in
the Company’s solutions were based on IBM’s SSP for these products and were approved and determined by
IBM’s management. The Company reassesses SSP ranges on a periodic basis or when facts and
circumstances change.

In certain instances, the Company may not be able to establish a SSP range based on observable prices
and the Company estimates SSP. The Company estimates SSP by considering multiple factors including, but
not limited to, overall market conditions, including geographic or regional specific factors, competitive
positioning, competitor actions, internal costs, profit objectives and pricing practices. Estimating SSP is a
formal process that includes review and approval by the Company’s management.

Cost of Services

Recurring operating costs for services contracts are recognized as incurred. Certain eligible,
nonrecurring costs (i.e., setup costs) incurred in the initial phases of outsourcing contracts and other cloud-
based services contracts, are capitalized when the costs relate directly to the contract, the costs generate or
enhance resources of the Company that will be used in satisfying the performance obligation in the future,
and the costs are expected to be recovered. These costs consist of transition and setup costs related to the
installation of systems and processes and other deferred fulfillment costs, including, for example, prepaid
assets used in services contracts (i.e., prepaid software or prepaid maintenance). Capitalized costs are
amortized on a straight-line basis over the expected period of benefit, which approximates the pattern of
transfer to the client of the services to which the asset relates and includes anticipated contract renewals or
extensions.
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Additionally, fixed assets associated with these contracts are capitalized and depreciated on a straight-line
basis over the expected useful life of the asset and recorded in cost of sales. If an asset is contract specific
and cannot be repurposed, then the depreciation period is the shorter of the useful life of the asset or the
contract term. Amounts paid to clients in excess of the fair value of acquired assets used in outsourcing
arrangements are deferred and amortized on a straight-line basis as a reduction of revenue over the expected
period of benefit. The Company performs periodic reviews to assess the recoverability of deferred contract
transition and setup costs. If the carrying amount is deemed not recoverable, an impairment loss is
recognized. Refer to note C, “Revenue Recognition,” for the amount of deferred costs to fulfill a contract at
December 31, 2020 and 2019.

In situations in which an outsourcing contract is terminated, the terms of the contract may require the
client to reimburse the Company for the recovery of unbilled accounts receivable, unamortized deferred
contract costs and additional costs incurred by the Company to transition the services.

Incremental Costs of Obtaining a Contract

Incremental costs of obtaining a contract (e.g., sales commissions) are capitalized and amortized on a
straight-line basis, which approximates the pattern that the assets’ economic benefits are expected to be
consumed, over the expected customer relationship period if the Company expects to recover those costs.
The expected customer relationship period is determined based on the average customer relationship period,
including expected renewals, for each offering type and ranges from three to six years. Expected renewal
periods are only included in the expected customer relationship period if commission amounts paid upon
renewal are not commensurate with amounts paid on the initial contract. Incremental costs of obtaining a
contract include only those costs the Company incurs to obtain a contract that it would not have incurred if
the contract had not been obtained. The Company has determined that certain commissions programs meet
the requirements to be capitalized. Some commission programs are not subject to capitalization as the
commission expense is paid and recognized as the related revenue is recognized. Additionally, as a practical
expedient, the Company expenses costs to obtain a contract as incurred if the amortization period would
have been a year or less. These costs are included in selling, general and administrative expenses.

Expense and Other Income

Selling, General and Administrative

Selling, general and administrative (SG&A) expense is charged to income as incurred, except for
certain sales commissions, which are capitalized and amortized. For further information regarding
capitalizing sales commissions, see “Incremental Costs of Obtaining a Contract” above. Expenses of
promoting and selling services are classified as selling expense and, in addition to sales commissions,
include such items as compensation, advertising and travel. General and administrative expense includes
such items as compensation, legal costs, office supplies, non-income taxes, insurance and office rental. In
addition, general and administrative expense includes other operating items such as allowance for credit
losses, workforce rebalancing charges for contractually obligated payments to employees terminated in the
ongoing course of business and amortization of certain intangible assets. A portion of SG&A is allocated to
the Company by IBM based on direct usage, with the remainder allocated on a pro-rata basis of gross profit,
headcount, asset ownership or other measures the Company has determined as reasonable. For further
information, see note O, “Related Party Transactions.”

Advertising and Promotional Expense

Advertising and promotional costs are expensed as incurred. Advertising and promotional expense,
which includes media, agency, and promotional expense directly incurred by the Company was $34 million,
$55 million and $40 million in 2020, 2019 and 2018, respectively, and is recorded in SG&A expense in the
Combined Income Statement.

Research, Development and Engineering

Research, development and engineering (RD&E) costs are expensed as incurred and primarily consist
of personnel costs as well as an allocation of facilities, depreciation, benefits and internal-use software
costs. RD&E expense was $76 million in 2020, $83 million in 2019 and $69 million in 2018.
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Other (Income) and Expense

Other (income) and expense primarily consists of expense related to certain components of retirement-
related costs, including interest costs, expected return on plan assets, amortization of prior service costs
(credits), curtailments and settlements and other net periodic pension/post-retirement benefit costs. Also
included are allocations of gains and losses from foreign currency transactions, certain real estate
transactions and corporate expenses. For more information, see note O, “Related Party Transactions”.

Intangible Assets Including Goodwill

Goodwill attributed to the Company represents the historical goodwill balances in the Parent’s managed
infrastructure services business arising from acquisitions specific to the Company. Goodwill represents the
excess of the purchase price over the fair value of net assets, including the amount assigned to identifiable
intangible assets. The primary drivers that generate goodwill are the value of synergies between the
acquired entities and the Company and the acquired assembled workforce, neither of which qualifies as a
separately identifiable intangible asset. Goodwill recorded in an acquisition is assigned to applicable
reporting units based on expected revenues or expected cash flows. Identifiable intangible assets with finite
lives are amortized on a straight-line basis over their useful lives, which approximates the pattern that the
assets’ economic benefits are expected to be consumed over time. Amortization of completed technology is
recorded in cost of services, and amortization of all other intangible assets is recorded in SG&A expense.
Acquisition-related costs, including advisory, legal, accounting, valuation, and pre-close and other costs, are
typically expensed in the periods in which the costs are incurred and are recorded in SG&A expense. The
results of operations of acquired businesses are included in the combined financial statements from the
acquisition date.

Impairment

Long-lived assets, other than goodwill, are tested for impairment whenever events or changes in
circumstances indicate that the carrying amount may not be recoverable. The impairment test is based on
undiscounted cash flows and, if impaired, the asset is written down to fair value based on either discounted
cash flows or appraised values. Goodwill is tested for impairment at least annually and whenever changes in
circumstances indicate an impairment may exist. The goodwill impairment test is performed at the reporting
unit level.

Depreciation and Amortization

Property and equipment are carried at cost and depreciated over their estimated useful lives using the
straight-line method. The estimated useful lives of certain depreciable assets are as follows: buildings, 30 to
50 years; land improvements, 20 years; office and other equipment, 2 to 20 years; and information
technology equipment, 1.5 to 5 years. Leasehold improvements are amortized over the shorter of their
estimated useful lives or the related lease term, rarely exceeding 10 years.

Within the Combined Statement of Cash Flows and in note D, “Segments,” the Company also includes
the amortization of deferred costs, such as contract setup costs and deferred fulfillment costs, in its
depreciation/amortization totals. Capitalized costs are amortized on a straight-line basis over the expected
period of benefit.

Environmental

The cost of internal environmental protection programs that are preventative in nature are expensed as
incurred. When a cleanup program becomes likely, and it is probable that the Company will incur cleanup
costs and those costs can be reasonably estimated, the Company accrues remediation costs for known
environmental liabilities.

Asset Retirement Obligations

The Company records the fair value of Asset retirement obligations (ARO), which are legal obligations
associated with the retirement of long-lived assets, based on an allocation from IBM using headcount and
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other reasonable allocation methodologies. The related asset retirement costs are capitalized by increasing
the carrying amount of the related assets by the same amount as the liability. Asset retirement costs are
subsequently depreciated over the useful lives of the related assets. Subsequent to initial recognition, the
Company records period-to-period changes in the ARO liability resulting from the passage of time in
interest expense and revisions to either the timing or the amount of the original expected cash flows to the
related assets.

Defined Benefit Pension and Nonpension Postretirement Benefit Plans

The defined benefit plans in which the Company participates relate primarily to plans sponsored by the
Parent. The Company accounts for these plans as multi-employer plans, and therefore the related assets and
liabilities are not reflected in the Combined Balance Sheet. The Combined Income Statement reflects a
proportional allocation of net periodic benefit cost for the multi-employer plans associated with the
Company.

The Company also participates in self-sponsored plans (single employer plans). Single employer plans
reflected in the combined financial statements represent the historical results of the legal entities that are
being transferred to the Company. Refer to note N, “Retirement Related Benefits” for further details on the
accounting for multi-employer and single employer plans.

For single employer plans, the funded status is recognized in the Combined Balance Sheet. The funded
status is measured as the difference between the fair value of plan assets and the benefit obligation at
December 31, the measurement date. For defined benefit pension plans, the benefit obligation is the
projected benefit obligation (PBO), which represents the actuarial present value of benefits expected to be
paid upon retirement based on employee services already rendered and estimated future compensation
levels. For the nonpension postretirement benefit plans, the benefit obligation is the accumulated
postretirement benefit obligation (APBO), which represents the actuarial present value of postretirement
benefits attributed to employee services already rendered. The fair value of plan assets represents the
current market value of assets held in an irrevocable trust fund, held for the sole benefit of participants,
which are invested by the trust fund. Overfunded plans, with the fair value of plan assets exceeding the
benefit obligation, are aggregated and recorded as a prepaid pension asset equal to this excess. Underfunded
plans, with the benefit obligation exceeding the fair value of plan assets, are aggregated and recorded as a
retirement and nonpension postretirement benefit obligation equal to this excess.

The current portion of the retirement and nonpension post-retirement benefit obligations represents the
actuarial present value of benefits payable in the next 12 months exceeding the fair value of plan assets,
measured on a plan-by-plan basis. This obligation is recorded in compensation and benefits in the Combined
Balance Sheet.

Net periodic pension and nonpension postretirement benefit cost/(income) is recorded in the Combined
Income Statement and includes service cost, interest cost, expected return on plan assets, amortization of
prior service costs/(credits) and (gains)/losses previously recognized as a component of other
comprehensive income/(loss) (OCI). The service cost component of net benefit cost is recorded in Cost,
SG&A and RD&E in the Combined Income Statement (unless eligible for capitalization) based on the
employees’ respective functions. The other components of net benefit cost are presented separately from
service cost within other (income) and expense in the Combined Income Statement.

(Gains)/losses and prior service costs/(credits) are recognized as a component of OCI in the Combined
Statement of Comprehensive Income as they arise. Those (gains)/losses and prior service costs/(credits) are
subsequently recognized as a component of net periodic pension and nonpension postretirement
cost/(income) pursuant to the recognition and amortization provisions of applicable accounting guidance.
(Gains)/losses arise as a result of differences between actual experience and assumptions or as a result of
changes in actuarial assumptions. Prior service costs/(credits) represent the cost of benefit changes
attributable to prior service granted in plan amendments.

The measurement of benefit obligations and net periodic pension and nonpension postretirement cost/
(income) is based on estimates and assumptions approved by the Company’s management. These valuations
reflect the terms of the plans and use participant-specific information such as compensation, age and years
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of service, as well as certain assumptions, including estimates of discount rates, expected return on plan
assets, rate of compensation increases, interest crediting rates and mortality rates.

Defined Contribution Plans

The Parent offers various defined contribution plans for U.S. and non-U.S. employees. Contributions
are recorded when the employee renders service to the Company. The charge is recorded in Cost, SG&A and
RD&E in the Combined Income Statement based on the employees’ respective functions.

Stock-Based Compensation

Stock-based compensation represents the cost related to stock-based awards granted to employees
under IBM’s stock-based compensation plans. The Company measures stock-based compensation cost at the
grant date, based on the estimated fair value of the award and recognizes the cost on a straight-line basis
(net of estimated forfeitures) over the employee requisite service period. IBM grants the Company’s
employees Restricted Stock Units (RSUs), including Retention Restricted Stock Units (RRSUs) and
Performance Share Units (PSUs); and periodically grants stock options. RSUs are stock awards granted to
employees that entitle the holder to shares of IBM common stock as the award vests, typically over a one- to
five-year period. PSUs are stock awards where the number of IBM shares ultimately received by the
employee depends on the Parent’s performance against specified targets and typically vest over a three-year
period. Over the performance period, the number of shares that will be issued is adjusted based upon the
probability of achievement of performance targets. The ultimate number of IBM shares issued and the
related compensation cost recognized as expense will be based on a comparison of the final performance
metrics to the specified targets. Dividend equivalents are not paid on the stock awards described above. The
fair value of the awards is determined and fixed on the grant date based on IBM’s stock price, adjusted for
the exclusion of dividend equivalents where applicable and for PSUs assumes that performance targets will
be achieved. The Company estimates the fair value of stock options using a Black-Scholes valuation model.
Stock-based compensation cost is recorded in Cost, SG&A, and RD&E in the Combined Income Statement
based on the employees’ respective functions.

The Company records deferred tax assets for awards that result in tax deductions in the combined
financial statements calculated using the separate return basis based on the amount of compensation cost
recognized and the relevant statutory tax rates. The differences between the deferred tax assets recognized
for financial reporting purposes and the actual tax deduction reported on the income tax return are recorded
as a benefit or expense to the provision for income taxes in the Combined Income Statement.

Income Taxes

The Company’s operations have historically been included in certain tax returns filed by the Parent.
Income tax expense and other income tax related information contained in the combined financial
statements are presented on a hypothetical separate return basis as if the Company filed separate tax returns.
The separate return method applies the accounting guidance for income taxes to the standalone financial
statements as if the Company were a separate taxpayer and a standalone enterprise for the periods presented.
Tax attributes have been reported based on the hypothetical separate return basis results for the periods
presented in the combined financial statements. The calculation of income taxes on a hypothetical separate
return basis requires a considerable amount of judgment and use of both estimates and allocations, therefore
items of current and deferred taxes may not be reflective of the actual tax balances subsequent to the periods
presented. Current income tax liabilities including amounts for unrecognized tax benefits related to
Kyndryl’s activities included in the Parent’s income tax returns are assumed to be immediately settled with
Parent and are relieved through the Net Parent investment account in the Combined Balance Sheet and Net
transfers from Parent in the Combined Statements of Cash Flows.

Income tax expense is based on reported income before income taxes. Deferred income taxes reflect the
tax effect of temporary differences between asset and liability amounts that are recognized for financial
reporting purposes and the amounts that are recognized for income tax purposes. These deferred taxes are
measured by applying currently enacted tax laws. The U.S. Tax Cuts and Jobs Act (U.S. tax reform)
introduced Global Intangible Low Taxed Income (GILTI), which subjects a U.S. shareholder to current tax
on income earned by certain foreign subsidiaries. GAAP allows companies to either (1) recognize deferred
taxes for
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temporary differences that are expected to reverse as GILTI in future years or (2) account for taxes on
GILTI as period costs in the year the tax is incurred. Beginning in 2018, IBM elected to include GILTI in
measuring deferred taxes. The combined financial statements for Kyndryl have been prepared using the
period cost method since there is no GILTI inclusion in the periods presented and deferred GILTI does not,
and is not expected to have, a significant impact in the combined financial statements or when it is on a
stand-alone basis, post separation. Valuation allowances are recognized to reduce deferred tax assets to the
amount that will more likely than not be realized on a hypothetical separate return basis. In assessing the
need for a valuation allowance, management considers all available evidence for each jurisdiction including
past operating results, estimates of future taxable income and the feasibility of ongoing tax planning
strategies/actions. When there is a change in the determination as to the amount of deferred tax assets that
can be realized, the valuation allowance is adjusted with a corresponding impact to provision for income
taxes in the period in which such determination is made.

The Company recognizes additional tax expense when it believes that certain positions may not be fully
sustained upon review by tax authorities. Benefits from tax positions are measured at the largest amount of
benefit that is greater than 50 percent likely of being realized upon settlement. Interest and penalties, if any,
related to accrued liabilities for potential tax assessments are included in provision for income taxes.

Translation of Non-U.S. Currency Amounts

Assets and liabilities of non-U.S. subsidiaries that have a local functional currency are translated to
U.S. dollars at year-end exchange rates. Translation adjustments are recorded in OCI. Income and expense
items are translated at weighted-average rates of exchange prevailing during the year.

Inventory, property and equipment — net and other non-monetary assets and liabilities of non-U.S.
subsidiaries and branches that operate in U.S. dollars are translated at the approximate exchange rates
prevailing when the Company acquired the assets or liabilities. All other assets and liabilities denominated
in a currency other than U.S. dollars are translated at year-end exchange rates with the transaction gain or
loss recognized in other (income) and expense. Income and expense items are translated at the weighted-
average rates of exchange prevailing during the year. These translation gains and losses are included in net
income for the period in which exchange rates change.

Derivative Financial Instruments

Kyndryl does not independently execute derivative financial instruments to manage its foreign currency
risk and instead participates in a centralized foreign currency hedging program administered by IBM. The
hedging activity allocated to Kyndryl is for the management of the Company’s forecasted foreign currency
expenses.

Accordingly, the Combined Income Statement includes the impact of IBM’s derivative financial
instruments designated as cash flow hedges to manage foreign currency risk that is deemed to be associated
with the Company’s operations and has been allocated to the Company based on its pro rata share of the
underlying items hedged, where applicable, with the remainder allocated on a pro-rata basis of revenue. No
assets or liabilities are reflected in the Combined Balance Sheet from amounts related to derivatives and
hedging activities. In 2020, 2019 and 2018 the Company recognized net gains from derivatives of
$7 million, $19 million and $9 million, respectively, in Cost of services. The Company recognized a net loss
from derivatives of $1 million and net gains of $12 million and $1 million in 2020, 2019 and 2018
respectively, in SG&A expense. In 2020 and 2019 the Company recognized net gains from derivatives of
$6 million and $20 million respectively, and recognized a net loss of $1 million in 2018 in Other (income)
and expense.

Combined Statement of Cash Flows

IBM uses a centralized approach to cash management and the financing of its operations. Cash is
managed centrally through bank accounts controlled and maintained by IBM. Accordingly, cash and cash
equivalents held by IBM at the corporate level were not attributable to the Company for any of the periods
presented. Transfers of cash, both to and from IBM’s centralized cash management system are reflected as
financing activities in the Combined Statement of Cash Flows.
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The Company has generated positive net cash flow from operations in each of the three years
presented, despite incurring net losses in each of those years. For the year ended December 31, 2020, the
Company incurred significant workforce rebalancing charges, and, more recently, has undertaken other
productivity actions in anticipation of becoming a separate stand-alone public company. After considering
the effects of those charges and actions, and the resulting ongoing operating cash flow savings, IBM
believes Kyndryl’s cash flow from operations will be sufficient to fund ongoing operations and recurring
capital expenditures through at least the end of 2022.

Cash Equivalents

All highly liquid investments with maturities of three months or less at the date of purchase are
considered to be cash equivalents.

Financial Instruments

In determining the fair value of its financial instruments, the Company uses methods and assumptions
that are based on market conditions and risks existing at each balance sheet date. All methods of assessing
fair value result in a general approximation of value, and such value may never actually be realized.

Fair Value Measurement

Fair value is defined as the price that would be received to sell an asset or paid to transfer a liability in
an orderly transaction between market participants at the measurement date. The Company classifies certain
assets and liabilities based on the following fair value hierarchy:

Level 1 — Quoted prices (unadjusted) in active markets for identical assets or liabilities that can be
accessed at the measurement date;

Level 2 — Inputs other than quoted prices included within Level 1 that are observable for the asset or
liability, either directly or indirectly; and

Level 3 — Unobservable inputs for the asset or liability.

Items valued using internally generated models are classified according to the lowest level input or
value driver that is significant to the valuation.

The determination of fair value considers various factors including interest rate yield curves and time
value underlying the financial instruments.

In determining the fair value of financial instruments, the Company considers certain market valuation
adjustments to the “base valuations” calculated using the methodologies described below for several
parameters that market participants would consider in determining fair value:

Counterparty credit risk adjustments are applied to financial instruments, taking into account the
actual credit risk of a counterparty as observed in the credit default swap market to determine the
true fair value of such an instrument.

Credit risk adjustments are applied to reflect the Company’s own credit risk when valuing all
liabilities measured at fair value. The methodology is consistent with that applied in developing
counterparty credit risk adjustments, but incorporates IBM’s credit risk as observed in the credit
default swap market.

The Company’s financial assets and liabilities measured at fair value on a recurring basis were not
material at December 31, 2020 and 2019. Financial assets and liabilities not measured at fair value primarily
include short-term receivables and payables with carrying values that approximate fair value. If measured at
fair value in the financial statements, these financial instruments would be classified as Level 3 in the fair
value hierarchy.

Notes and Accounts Receivable and Contract Assets

The Company classifies the right to consideration in exchange for products or services transferred to a
client as either a receivable or a contract asset. A receivable is a right to consideration that is unconditional
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as compared to a contract asset which is a right to consideration that is conditional upon factors other than
the passage of time. The majority of the Company’s contract assets represent unbilled amounts related to
design and build services contracts when the cost-to-cost method of revenue recognition is utilized, revenue
recognized exceeds the amount billed to the client, and the right to consideration is subject to milestone
completion or client acceptance. Contract assets are generally classified as current and are recorded on a net
basis with deferred income (i.e., contract liabilities) at the contract level.

Transfers of Financial Assets

The Parent enters into arrangements to sell to third party financial institutions certain financial assets
(primarily notes and accounts receivable), a portion of which were generated by Kyndryl. For a transfer of
financial assets to be considered a sale, the asset must be legally isolated from the Company and the
purchaser must have control of the asset. Determining whether all the requirements have been met includes
an evaluation of legal considerations, the extent of the Company’s continuing involvement with the assets
transferred and any other relevant consideration. When the true sales criteria are met, the Company
derecognizes the carrying value of the financial asset transferred and recognizes a net gain or loss on the
sale. The proceeds from these arrangements are reflected as cash provided by operating activities in the
Combined Statement of Cash Flows. If the sales criteria are not met, the transfer is considered a secured
borrowing and the financial asset remains on the Combined Balance Sheet with proceeds from the sale
recognized as debt and recorded as cash flows from financing activities in the Combined Statement of Cash
Flows. Arrangements to sell notes and accounts receivable are used in the normal course of business as part
of the Parent’s cash and liquidity management. IBM facilities primarily in the U.S., Canada and several
countries in Europe enable the Company to sell certain notes and accounts receivable, without recourse, to
third parties to manage credit, collection, concentration and currency risk. The gross amounts of Kyndryl
receivables sold (the gross proceeds) under these arrangements were $803 million, $650 million and
$687 million for the years ended December 31, 2020, 2019 and 2018, respectively. Within the notes and
accounts receivables sold and derecognized from the Combined Balance Sheet, $90 million, $114 million,
and $177 million remained uncollected from customers at December 31, 2020, 2019 and 2018, respectively.
The fees and the net gains and losses associated with the transfer of receivables were not material for any of
the periods presented.

In addition, the Company has historically assigned receivables with extended payment terms to IBM’s
Global Financing business. These receivables were assigned prior to inception and therefore were never
recognized on the Company’s Combined Balance Sheet. Refer to note O, “Related Party Transactions,” for
more information on assignment of receivables to IBM’s Global Financing business.

Allowance for Credit Losses

Effective January 1, 2020, the Company adopted the new accounting standard related to current
expected credit losses. The standard applies to financial assets measured at amortized cost, including
accounts receivable and certain off-balance sheet commitments. As of the effective date, the Company
estimates its allowance for current expected credit losses based on an expected loss model, compared to
prior periods which were estimated using an incurred loss model. The impact related to adopting the new
standard was not material. For further information regarding the adoption of the new standard, see note B,
“Accounting Pronouncements.”

Receivables are recorded concurrent with billing and delivery of a service to customers. An allowance
for uncollectible receivables and contract assets, if needed, is estimated based on specific customer
situations, current and future expected economic conditions, past experiences of losses, as well as an
assessment of potential recoverability of the balance due.

Other Credit-Related Policies

Past Due — The Company views receivables as past due when payment has not been received after
90 days, measured from the original billing date.

Write-Off — Receivable losses are charged against the allowance in the period in which the receivable
is deemed uncollectible. Subsequent recoveries, if any, are credited to the allowance. Write-offs of
receivables
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and associated reserves occur to the extent that the customer is no longer in operation and/or, there is no
reasonable expectation of additional collections or repossession.

Leases

When procuring goods or services, the Company determines whether an arrangement contains a lease at
its inception. As part of that evaluation, the Company considers whether there is an implicitly or explicitly
identified asset in the arrangement and whether the Company, as the lessee, has the right to control the use
of that asset.

In its ordinary course of business, the Company enters into leases as a lessee for property and
equipment. The Company recognized right-of-use (ROU) assets and associated lease liabilities in the
Combined Balance Sheet for leases with a term of more than 12 months when a majority percentage of
utilization was attributed to the Company. Refer to note G, “Leases,” for more information on allocation
methodologies. The lease liabilities are measured at the lease commencement date and determined using the
present value of the lease payments not yet paid and the Company’s incremental borrowing rate, which
approximates the rate at which the Parent would borrow on a secured basis in the country where the lease
was executed. The interest rate implicit in the lease is generally not determinable in transactions where the
Parent is the lessee. The ROU asset equals the lease liability adjusted for any initial direct costs (IDCs),
prepaid rent and lease incentives. The Company’s variable lease payments generally relate to payments tied
to various indexes, non-lease components and payments above a contractual minimum fixed amount.

Operating leases are included in operating right-of-use assets — net, current operating lease liabilities
and operating lease liabilities in the Combined Balance Sheet. Finance leases are included in property and
equipment, short-term debt and long-term debt in the Combined Balance Sheet. The lease term includes
options to extend or terminate the lease when it is reasonably certain that the Company will exercise that
option.

The Company made a policy election to not recognize leases with a lease term of 12 months or less in
the Combined Balance Sheet.

For all asset classes, the Company has elected the lessee practical expedient to combine lease and non-
lease components (e.g., maintenance services) and account for the combined unit as a single lease
component. A significant portion of the Company’s lease portfolio is real estate, which are mainly
accounted for as operating leases, and are primarily used for corporate offices and data centers. The average
term of the real estate leases is approximately five years. The Company also has equipment leases, such as
IT equipment and vehicles, which have lease terms that range from two to five years. For certain of these
operating and finance leases, the Company applies a portfolio approach to account for the lease assets and
lease liabilities.

NOTE B. ACCOUNTING PRONOUNCEMENTS

New Standards to be Implemented

Simplifying the Accounting for Income Taxes

Standard/Description — Issuance date: December 2019. This guidance simplifies various aspects of
income tax accounting by removing certain exceptions to the general principle of the guidance and clarifies
and amends existing guidance to improve consistency in application.

Effective Date and Adoption Considerations — The guidance was effective January 1, 2021 and early
adoption was permitted. The Company adopted the guidance on a prospective basis as of the effective date.

Effect on Financial Statements or Other Significant Matters — The guidance is not expected to have a
material impact in the combined financial results.

Standards Implemented

Simplifying the Test for Goodwill Impairment

Standard/Description — Issuance date: January 2017. This guidance simplifies the goodwill impairment
test by removing Step 2. It also requires disclosure of any reporting units that have zero or negative carrying
amounts if they have goodwill allocated to them.
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Effective Date and Adoption Considerations — The guidance was effective January 1, 2020 and early
adoption was permitted. The Company adopted the guidance on a prospective basis as of the effective date.

Effect on Financial Statements or Other Significant Matters — The guidance did not have a material
impact in the Company’s combined financial statements upon adoption.

Leases

Standard/Description — Issuance date: February 2016, with amendments in 2018 and 2019. This
guidance requires lessees to recognize right-of-use (ROU) assets and lease liabilities for most leases in the
Combined Balance Sheet. The guidance also requires qualitative and quantitative disclosures to assess the
amount, timing and uncertainty of cash flows arising from leases.

Effective Date and Adoption Considerations — The Company adopted the guidance on its effective date
of January 1, 2019, using the transition option whereby prior comparative periods were not retrospectively
presented in the combined financial statements. The Company elected the package of practical expedients
not to reassess prior conclusions related to contracts containing leases, lease classification and initial direct
costs and the lessee practical expedient to combine lease and non-lease components for all asset classes. The
Company made a policy election to not recognize ROU assets and lease liabilities for short-term leases for
all asset classes.

Effect on Financial Statements or Other Significant Matters — The guidance had a material impact on
the Combined Balance Sheet as of the effective date. As a lessee, at adoption, the Company recognized
operating ROU assets of $1,217 million and operating lease liabilities of $1,226 million. The adoption of
the new guidance had an immaterial effect on finance leases. The transition adjustment recognized in Net
Parent Investment on January 1, 2019 was not material. None of the other changes to the guidance had a
material impact in the Company’s combined financial results at the effective date.

Financial Instruments — Credit Losses

Standard/Description — Issuance date: June 2016, with amendments in 2018, 2019, and 2020. This
changes the guidance for credit losses based on an expected loss model rather than an incurred loss model.
It requires the consideration of all available relevant information when estimating expected credit losses,
including past events, current conditions and forecasts and their implications for expected credit losses. It
also expands the scope of financial instruments subject to impairment, including off-balance sheet
commitments and residual value.

Effective Date and Adoption Considerations — The guidance was effective January 1, 2020 with one-
year early adoption permitted. The Company adopted the guidance as of the effective date, using the
transition methodology whereby prior comparative periods were not retrospectively presented in the
combined financial statements.

Effect on Financial Statements or Other Significant Matters — At January 1, 2020, the guidance did not
have a material impact in the Company’s combined financial results.

Reclassification of Certain Tax Effects from AOCI

Standard/Description — Issuance date: February 2018. In accordance with its accounting policy, the
Company releases income tax effects from AOCI once the reason the tax effects were established cease to
exist (e.g., when available-for-sale debt securities are sold or if a pension plan is liquidated). This guidance
allows for the reclassification of stranded tax effects as a result of the change in tax rates from the Tax Cuts
and Jobs Act (U.S. tax reform) to be recorded upon adoption of the guidance rather than at the actual
cessation date.

Effective Date and Adoption Considerations — The guidance was effective January 1, 2019 with early
adoption permitted. The Company adopted the guidance effective January 1, 2018.

Effect on Financial Statements or Other Significant Matters — At adoption on January 1, 2018, the
amount reclassified from AOCI to Net Parent Investment was not material.
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Revenue Recognition — Contracts with Customers

Standard/Description — Issuance date: May 2014 with amendments in 2015 and 2016. Revenue
recognition depicts the transfer of promised goods or services to customers in an amount that reflects the
consideration to which the entity expects to be entitled in exchange for those goods or services. The
guidance also requires specific disclosures relating to revenue recognition.

Effective Date and Adoption Considerations — The Company adopted the guidance on its effective date
of January 1, 2018 using the modified retrospective transition method.

Effect on Financial Statements or Other Significant Matters — As a result of adoption, the Company
recorded a cumulative effect net increase to Net Parent investment of $154 million, primarily due to in-
scope sales commissions previously recorded in the Combined Income Statement that were capitalized to
deferred costs. The revenue guidance did not have a material impact in the Company’s combined financial
results. Refer to note C, “Revenue Recognition,” for additional information.

For all other standards that the Company adopted in the periods presented, there was no material
impact in the combined financial results.

NOTE C. REVENUE RECOGNITION

Disaggregation of Revenue

The following table provides details of revenue by geography.

Revenue by Geography

($ in millions) 
For the year ended December 31: 2020 2019 2018

Americas $ 7,401 $ 7,951 $ 8,581
Europe/Middle East/Africa 7,289 7,566 8,162
Japan 3,037 2,925 2,936
Asia Pacific 1,625 1,838 2,117

Total revenue $19,352 $20,279 $21,796

Includes related party revenue of $382 million in 2020, $363 million in 2019 and $369 million in 2018

Includes related party revenue of $124 million in 2020, $118 million in 2019 and $120 million in 2018
Includes related party revenue of $70 million in 2020, $67 million in 2019 and $68 million in 2018

Includes related party revenue of $68 million in 2020, $65 million in 2019 and $66 million in 2018

Remaining Performance Obligations

The remaining performance obligation (RPO) disclosure provides the aggregate amount of the
transaction price yet to be recognized as of the end of the reporting period and an explanation as to when the
Company expects to recognize these amounts in revenue. It is intended to be a statement of overall work
under contract that has not yet been performed and does not include contracts in which the customer is not
committed. The customer is not considered committed when they are able to terminate for convenience
without payment of a substantive penalty. The disclosure also includes estimates of variable consideration.
Additionally, as a practical expedient, the Company does not include contracts that have an original duration
of one year or less. RPO estimates are subject to change and are affected by several factors, including
terminations, changes in the scope of contracts, periodic revalidations, adjustment for revenue that has not
materialized and adjustments for currency.

At December 31, 2020 the aggregate amount of the transaction price allocated to RPO related to
customer contracts that are unsatisfied or partially unsatisfied was $62 billion. Approximately 50 percent of
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the amount is expected to be recognized as revenue in the subsequent two years, approximately 40 percent
in the subsequent three to five years and the balance thereafter.

Revenue Recognized for Performance Obligations Satisfied (or Partially Satisfied) in Prior Periods

For the year ended December 31, 2020, revenue was reduced by $21 million for performance
obligations satisfied (or partially satisfied) in previous periods.

Reconciliation of Contract Balances

The following table provides information about notes and accounts receivable, contract assets and
deferred income balances.

($ in millions) 
At December 31: 2020 2019

Notes and accounts receivable (net of allowances of $91 in 2020 and $82 in 2019) $1,444 $1,790
Contract assets 72 72
Deferred income (current) 854 896
Deferred income (noncurrent) 543 615

Included within prepaid expenses and other current assets in the Combined Balance Sheet.

The amount of revenue recognized during the year ended December 31, 2020 that was included within
the deferred income balance at December 31, 2019 was $873 million.

The following table provides roll forwards of the notes and accounts receivable allowance for expected
credit losses for the years ended December 31, 2020 and 2019.

($ in millions) 
January 1, 2020 Additions / (Releases) Write-offs Other December 31, 2020

$ 82 $25 $(7 $(9 $91

January 1, 2019 Additions / (Releases) Write-offs Other December 31, 2019

$ 111 $51 $(78 $(3 $82

Primarily represents translation adjustments and reclassifications.

The contract assets allowance for expected credit losses was not material in the years ended
December 31, 2020 and 2019.

Deferred Costs

($ in millions) 
At December 31: 2020 2019

Capitalized costs to obtain a contract $ 269 $ 204
Deferred costs to fulfill a contract

Deferred setup costs 1,369 1,439
Other deferred fulfillment costs 1,006 1,051

Total deferred costs $2,646 $2,694

Includes related party cost of $94 million at December 31, 2020 and $21 million at December 31, 2019.
Of the total deferred costs, $1,205 million was current (related party $76 million) and $1,441 million
was noncurrent (related party $18 million) at December 31, 2020 and $1,133 million was current
(related party $19 million) and $1,561 million was noncurrent (related party $2 million) at
December 31, 2019.
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The amount of total deferred costs amortized during the year ended December 31, 2020 was
$2,061 million which includes amortization of deferred transition and set-up costs of $478 million,
amortization of prepaid software of $901 million and amortization of prepaid subscription and support and
other prepaid items of $683 million. There were no material impairment losses incurred during 2020. Refer
to note A, “Significant Accounting Policies,” for additional information on deferred costs to fulfill a
contract and capitalized costs of obtaining a contract.

NOTE D. SEGMENTS

The segments represent components of the Company for which separate financial information is
available that is utilized on a regular basis by the chief operating decision maker (Infrastructure Services
unit leader on a historical basis) in determining how to allocate resources and evaluate performance. The
segments are determined based on several factors including client base, homogeneity of services offerings,
delivery channels and similar economic characteristics.

Segment revenue and pre-tax income exclude any transactions between the segments and instead
focuses on the external client view which is regularly assessed and reviewed by the chief operating decision
maker. Intersegment revenue and pre-tax income primarily consists of fees for the utilization of global
service delivery centers, and would therefore not be a meaningful metric to the readers of Kyndryl’s
financial statements.

The Company utilizes globally integrated support organizations to realize economies of scale and
efficient use of resources. As a result, a considerable amount of expense is shared by all of the segments.
This shared expense includes sales coverage, certain marketing functions, and support functions such as
Accounting, Procurement, Legal, Human Resources, and Billing and Collections. Where practical, shared
expenses are allocated on measurable drivers of expense, e.g., headcount. When a clear and measurable
driver cannot be identified, shared expenses are allocated based on a financial basis that is consistent with
the Company’s management system, e.g. advertising expense is allocated based on the gross profit of the
segments.

The following tables reflect the results of the Company’s segments consistent with the management
measurement system utilized within the Company. Performance measurement is based on pre-tax income.
These results are used, in part, by the chief operating decision maker, both in evaluating the performance of,
and in allocating resources to, each of the segments.

In 2020, the company recorded $918 million in workforce rebalancing charges in the Combined Income
Statement for severance and employee related benefits in accordance with the accounting guidance for
ongoing benefit arrangements. The impact to pre-tax income by segment was as follows: EMEA
$722 million, Americas $117 million, Asia Pacific $51 million and Japan $28 million. The company expects
the majority of the employee exits to be completed by the end of 2021.
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Management System Segment View

($ in millions) Americas EMEA Japan Asia Pacific
Total 

Segments

For the year ended December 31, 2020
External revenue $7,018 $ 7,166 $2,966 $1,557 $18,707
Related party revenue 382 124 70 68 645

Total revenue $7,401 $ 7,289 $3,037 $1,625 $19,352

Pre-tax income/(loss) $ (313 $(1,825 $ 195 $ 176 $ (1,766

Revenue year-to-year change (6.9 (3.7 3.8 (11.6 (4.6
Pre-tax income/(loss) year-to-year change nm 97.0 9.3 (7.6 205.3
Pre-tax income/(loss) margin (4.2 (25.0 6.4 10.8 (9.1

For the year ended December 31, 2019
External revenue $7,588 $ 7,448 $2,858 $1,773 $19,666
Related party revenue 363 118 67 65 613

Total revenue $7,951 $ 7,566 $2,925 $1,838 $20,279

Pre-tax income/(loss) $ (22 $ (926 $ 179 $ 191 $ (579

Revenue year-to-year change (7.3 (7.3 (0.4 (13.2 (7.0
Pre-tax income/(loss) year-to-year change nm (7.9 70.8 35.4 (8.1
Pre-tax income/(loss) margin (0.3 (12.2 6.1 10.4 (2.9

For the year ended December 31, 2018
External revenue $8,211 $ 8,042 $2,868 $2,051 $21,172
Related party revenue 369 120 68 66 623

Total revenue $8,581 $ 8,162 $2,936 $2,117 $21,796

Pre-tax income/(loss) $ 130 $(1,006 $ 105 $ 141 $ (630

Revenue year-to-year change (2.1 3.1 3.9 (8.9 (0.2
Pre-tax income/(loss) year-to-year change (26.5 12.3 (28.3 (20.5 59.5
Pre-tax income/(loss) margin 1.5 (12.3 3.6 6.6 (2.9

nm — not meaningful

Segment Assets and Other Items

Each of the Company’s segments contain similar asset categories such as accounts receivable, deferred
contract costs, property and equipment, operating leases, and goodwill. Depreciation expense and capital
expenditures that are reported by each segment also are consistent with the landlord ownership basis of asset
assignment.

  

F-26 

) ) )

)% )% % )% )%
% % )% %

)% )% % % )%

) ) )

)% )% )% )% )%
)% % % )%

)% )% % % )%

) )

)% % % )% )%
)% % )% )% %
% )% % % )%



TABLE OF CONTENTS

Confidential Treatment Requested by Kyndryl Holdings, LLC
Pursuant to 17 C.F.R. Section 200.83

Management System Segment View

($ in millions) Americas EMEA Japan Asia Pacific
Total 

Segments

2020
Assets $3,934 $4,832 $1,390 $872 $11,029
Depreciation/amortization of deferred costs and

intangibles 1,688 1,545 360 366 3,959
Capital expenditures/investments in intangibles 383 495 87 73 1,038
Interest expense 24 24 10 5 63

2019
Assets $4,355 $4,860 $1,327 $996 $11,537
Depreciation/amortization of deferred costs and

intangibles 1,824 1,504 318 390 4,036
Capital expenditures/investments in intangibles 472 489 111 120 1,191
Interest expense 30 28 11 7 76

2018
Assets $4,299 $4,107 $1,272 $933 $10,612
Depreciation/amortization of deferred costs and

intangibles 1,472 1,470 228 408 3,578
Capital expenditures/investments in intangibles 583 700 118 166 1,567
Interest expense 33 32 11 8 85

Reconciliations of Kyndryl as Reported

($ in millions) 
At December 31: 2020 2019 2018

Assets
Total reportable segments $11,029 $11,537 $10,612
Unallocated amounts

Property and equipment 21 10 26
Deferred costs 153 197 240

Other 2 0 7

Total assets $11,205 $11,744 $10,885

Major Clients

No single client represented 10 percent or more of the Company’s total revenue in 2020, 2019 or 2018.

Geographic Information

The following provides information for those countries that are 10 percent or more of the specific
category.
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Revenue*

($ in millions) 
At December 31: 2020 2019 2018

United States $ 5,081 $ 5,340 $ 6,081
Japan 3,037 2,925 2,936
Other countries 11,235 12,015 12,779

Total revenue $19,352 $20,279 $21,796

Revenues are attributed to countries based on the location of the client.

Property and Equipment — Net

($ in millions) 
At December 31: 2020 2019 2018

United States $ 922 $ 941 $ 966
Canada 430 454 415
Japan 384 364 372
Other countries 2,254 2,366 2,427

Total $3,991 $4,125 $4,180

Refer to note F, “Property and Equipment,” for more information on allocation methodologies.

Operating Right-of-Use Assets — Net*

($ in millions) 
At December 31: 2020 2019 2018

Belgium $ 197 $ 213 $ —
Italy 114 109 —
United States 66 69 —
Other countries 755 828 —

Total $1,131 $1,218 $ —

Reflects the adoption of the FASB guidance on leases in 2019.

Refer to note G, “Leases,” for more information on allocation methodologies.

NOTE E. TAXES

During the periods presented in the combined financial statements, Kyndryl’s operations are included
in the consolidated U.S. federal, certain state and local and foreign income tax returns filed by IBM, where
applicable. The income tax provision included in these combined financial statements has been calculated
using the separate return basis, as if Kyndryl filed separate tax returns. Post separation, Kyndryl’s operating
footprint as well as tax return elections and assertions are expected to be different and therefore, Kyndryl’s
hypothetical income taxes, as presented in the combined financial statements, are not expected to be
indicative of the Company’s future income taxes.

($ in millions) 
For the year ended December 31: 2020 2019 2018

Income/(loss) before income taxes:
U.S. operations $ (974 $(732 $(555
Non-U.S. operations (792 153 (75

Total income/(loss) before income taxes $(1,766 $(579 $(630
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The provision for income taxes by geographic operations was as follows:

($ in millions) 
For the year ended December 31: 2020 2019 2018

U.S. operations $ 27 $ 36 $ 18
Non-U.S. operations 219 328 332

Total provision for income taxes $246 $364 $350

The components of the provision for income taxes by taxing jurisdiction were as follows:

($ in millions) 
For the year ended December 31: 2020 2019 2018

U.S. federal:
Current $ — $ — $ —
Deferred — — (13

$ — $ — $ (13
U.S. state and local:

Current $ — $ — $ —
Deferred — — (3

$ — $ — $ (3
Non-U.S.

Current $304 $411 $312
Deferred (58 (47 54

$246 $364 $366

Total provision for income taxes $246 $364 $350

A reconciliation of the provision for/(benefit from) income taxes at the statutory U.S. federal tax rate to
the Company’s combined provision for income taxes was as follows:

($ in millions) 
For the year ended December 31: 2020 2019 2018

Statutory rate $(371 $(122 $(132
Tax differential on foreign income 104 109 136
State and local (49 (37 (28
Valuation allowance 460 342 281
Reserves for uncertain tax positions 86 40 41
Intercompany prepayment (12 (3 27
Undistributed foreign earnings 18 20 19
Other 10 15 6

Total provision for income taxes $ 246 $ 364 $ 350

The provision for income taxes for the periods presented was attributable to losses in certain
jurisdictions that cannot be benefited and income tax expense in certain jurisdictions where taxable income
is generated. The significant components of the provision include net change in valuation allowances
recorded on benefits that cannot be recognized, tax differential on foreign income which includes the effects
of foreign subsidiaries’ earnings taxed at rates other than the U.S statutory rate, as well as reserves for
uncertain tax positions associated with current year activity.

The provision for income taxes for 2020 was $246 million compared to $364 million in 2019. The
decrease in the provision was primarily driven by higher pre-tax losses in 2020 partially offset by an
increase in valuation allowances in jurisdictions with losses. The provision for income taxes for 2019 was
$364 million
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compared to $350 million in 2018. The increase in the provision was primarily driven by lower pre-tax
losses in 2019 and a change in valuation allowance associated with jurisdictions with losses.

U.S. tax reform introduced GILTI, which subjects a U.S. shareholder to current tax on income earned
by certain foreign subsidiaries. GAAP allows companies to either (1) recognize deferred taxes for temporary
differences that are expected to reverse as GILTI in future years or (2) account for taxes on GILTI as period
costs in the year the tax is incurred. Beginning in 2018, IBM elected to include GILTI in measuring deferred
taxes. The combined financial statements for Kyndryl have been prepared using the period cost method
since there is no GILTI inclusion in the periods presented and deferred GILTI does not, and is not expected
to have, a significant impact on the combined financial statements or when it is on a stand-alone basis, post
separation.

A reconciliation of the beginning and ending amount of unrecognized tax benefits was as follows:

($ in millions) 2020 2019 2018

Balance at January 1 $ — $ — $ —
Additions based on tax positions related to the current year 86 40 41
Additions for tax positions of prior years — — —
Reductions for tax positions of prior years (including impacts due to a lapse of

statute) — — —
Settlements (closed out to Net Parent investment) (86 (40 (41

Balance at December 31 $ — $ — $ —

The additions to unrecognized tax benefits related to each year presented were primarily attributable to
non-U.S. tax matters including transfer pricing, which are immediately settled with Parent and are relieved
through the Net Parent investment account in the Combined Balance Sheet and Net transfers from Parent in
the Combined Statement of Cash Flows. The income tax provision has been prepared based on the
assumption that any subsequent changes to the Company’s income tax liability as a result of tax
examinations are the responsibility of IBM. Therefore, the impact of any subsequent changes in assessment
about the sustainability of related tax positions, including interest and penalties, are not presented in these
combined financial statements. In addition, due to this basis of presentation, Kyndryl is deemed to not be
subject to tax examination in any jurisdictions that could be reasonably expected to have a material impact
on the combined financial statements. Given there are no reserves for unrecognized tax benefits presented,
there is no expectation of a significant increase or decrease in the unrecognized tax benefits within the next
12 months. Upon separation, liabilities related to unrecognized tax benefits for which Kyndryl is liable and
that are not included within Kyndryl’s Combined Balance Sheet are expected to be reported within the post-
separation Kyndryl balance sheet based upon tax authorities’ ability to assert Kyndryl may be the primary
obligor for historical taxes, among other factors.

The tax effects of temporary differences that give rise to significant portions of the deferred taxes were
as follows:
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Deferred Tax Assets

($ in millions) 
At December 31: 2020 2019 2018

Retirement benefits $ 126 $ 107 $ 87
Leases 380 350 —
Share-based and other compensation 37 40 46
Domestic tax loss/credit carryforwards 643 405 192
Deferred income 50 52 85
Foreign tax loss/credit carryforwards 509 307 207
Bad debt, inventory and warranty reserves 37 51 39
Depreciation 123 128 72
Restructuring charges 59 11 5
Section 163(j) interest limitation 50 33 16
Other 91 71 57
Gross deferred tax assets $ 2,105 $1,555 $ 806
Less: valuation allowance (1,110 (650 (308

Net deferred tax assets $ 995 $ 905 $ 498

Deferred Tax Liabilities

($ in millions) 
At December 31: 2020 2019 2018

Depreciation $203 $212 $206
Goodwill and intangible assets 45 42 45
Leases and right-of-use assets 331 327 —
Undistributed foreign earnings 57 39 19
Other 12 17 11

Gross deferred tax liabilities $648 $637 $281

Amounts presented in the deferred tax table above, calculated on a hypothetical separate return basis,
are expected to be different from the amounts reflected in the opening post-separation balance sheet of
Kyndryl, based upon the impacts of the separation and application of local law, among other factors.

The Company has operations in federal and certain state and local and foreign jurisdictions that on a
hypothetical separate return basis would have tax credits and net operating loss carryforwards. Tax
attributes have been reported based on the hypothetical separate return basis results for the periods
presented in the combined financial statements. As of December 31, 2020, the Company had domestic and
foreign net operating loss carryforwards, the tax effect of which was $1,019 million, as well as $133 million
of domestic and foreign credit carryforwards. Substantially all of the carryforwards are not available for use
following the separation and therefore the carryforward periods are not relevant.

The valuation allowances as of December 31, 2020, 2019 and 2018 were $1,110 million, $650 million
and $308 million, respectively. The additions to valuation allowances for the years ended December 31,
2020, 2019, and 2018 were $460 million, $342 million, and $281 million, respectively, and principally
relate to foreign and domestic net operating loss and credit carryforwards determined on a hypothetical
separate return basis, which in the opinion of management are not more likely than not to be realized when
assessed on a hypothetical separate return basis.

At December 31, 2020 Kyndryl’s undistributed after-tax earnings from certain non-U.S. subsidiaries
were not indefinitely reinvested for which the Company has a deferred tax liability of $57 million for the
estimated taxes associated with the repatriation of these earnings. Undistributed earnings of approximately
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$221 million and other outside basis differences in foreign subsidiaries were indefinitely reinvested in
foreign operations. Quantification of the deferred tax liability, if any, associated with indefinitely reinvested
earnings and outside basis differences was not practicable.

NOTE F. PROPERTY AND EQUIPMENT

($ in millions) 
At December 31: 2020 2019

Information technology equipment $10,005 $ 9,621
Buildings and building and leasehold improvements 2,968 2,858
Office and other equipment 346 369
Land and land improvements 149 140
Property and equipment – gross $13,468 $12,988
Less: Accumulated depreciation 9,478 8,863

Property and equipment – net $ 3,991 $ 4,125

The Company’s property and equipment reflected in the Combined Balance Sheet is based on an
allocation of IBM’s balances depending on the type of asset. Information technology equipment balances
relating to assets specifically utilized by the Company were fully allocated to the Company. Leasehold
improvements associated with leases attributed to Kyndryl were fully allocated to the Company. The
remaining asset balances representing assets associated with space (land, buildings, and office and other
equipment in the space) were allocated based on the percentage of space utilized.

NOTE G. LEASES

The following tables presents the various components of lease costs:

($ in millions) 
For the year ended December 31: 2020 2019

Finance lease cost $ 61 $ 18
Operating lease cost 424 429
Short-term lease cost 10 12
Variable lease cost 114 124
Sublease income (4 (2

Total lease cost $605 $581

The Company’s ROU assets and lease liabilities reflected in the Combined Balance Sheet are based on
an allocation of IBM’s balances depending on the type of lease. Finance lease balances relating to assets
specifically utilized by the Company were fully allocated to the Company. The real estate lease balances
were allocated based on the percentage of space utilized. The remaining lease balances were allocated to the
Company based on headcount.

The Company had no sale and leaseback transactions for the years ended December 31, 2020 and 2019.

Rental expense, including amounts charged to fixed assets and excluding amounts previously reserved,
was $455 million for the year ended December 31, 2018.

The following table presents supplemental information relating to the cash flows arising from lease
transactions. Cash payments related to variable lease costs and short-term leases are not included in the
measurement of operating and finance lease liabilities, and, as such, are excluded from the amounts below.
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($ in millions) 
For the year ended December 31: 2020 2019

Cash paid for amounts included in the measurement of lease liabilities:
Operating cash outflows from finance leases $ 3 $ 1
Financing cash outflows from finance leases 72 19
Operating cash outflows from operating leases 450 454

ROU assets obtained in exchange for new finance lease liabilities 129 147
ROU assets obtained in exchange for new operating lease liabilities 336 1,647

Includes opening balance additions as a result of the adoption of the new lease guidance effective
January 1, 2019. The post adoption addition of leases for the year ended December 31, 2019 was
$430 million for operating leases and $141 million for finance leases.

The following table presents the weighted-average lease term and discount rate for finance and
operating leases:

At December 31: 2020 2019

Finance leases
Weighted-average remaining lease term 3.5 yrs. 3.8 yrs.
Weighted-average discount rate 1.35 1.55

Operating leases
Weighted-average remaining lease term 5.7 yrs. 6.0 yrs.
Weighted-average discount rate 2.19 2.59

The following table presents a maturity analysis of expected undiscounted cash flows for operating and
finance leases on an annual basis for the next five years and thereafter.

($ in millions) 2021 2022 2023 2024 2025 Thereafter
Imputed 
Interest Total

Finance leases $ 73 $ 63 $ 47 $ 24 $ 8 $ 0 $ (7 $ 209
Operating leases $353 $274 $185 $123 $97 $215 $(64 $1,183

Imputed interest represents the difference between undiscounted cash flows and discounted cash flows.

The Company entered into lease agreements for certain facilities and equipment with payments totaling
approximately $46 million that have not yet commenced as of December 31, 2020, and therefore are
not included in this table.

The following table presents the total amount of finance leases recognized in the Combined Balance
Sheet:

At December 31: 2020 2019

ROU Assets- Property and equipment $201 $130
Lease Liabilities:

Short-term debt $ 69 $ 42
Long-term debt $140 $100
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NOTE H. INTANGIBLE ASSETS INCLUDING GOODWILL

Intangible Assets

The following tables present the Company’s intangible asset balances by major asset class:

($ in millions) 
At December 31, 2020:

Gross Carrying 
Amount

Accumulated 
Amortization

Net Carrying 
Amount

Intangible asset class
Capitalized software $ 7 $ (4 $ 3
Client relationships 130 (77 53
Completed technology 20 (17 3
Patents/trademarks 2 (2 0

Total $159 $(99 $60

($ in millions) 
At December 31, 2019:

Gross Carrying 
Amount

Accumulated 
Amortization

Net Carrying 
Amount

Intangible asset class
Capitalized software $ 7 $ (3 $ 4
Client relationships 130 (58 72
Completed technology 38 (27 10
Patents/trademarks 6 (4 1

Total $181 $(93 $87

There was no impairment of intangible assets recorded in 2020, 2019 and 2018. The net carrying
amount of intangible assets decreased $28 million during the year ended December 31, 2020, primarily due
to intangible asset amortization. The aggregate intangible amortization expense was $29 million for
the years ended December 31, 2020, 2019 and 2018. In addition, in the year ended December 31, 2020, the
Company retired $23 million of fully amortized intangible assets, impacting both the gross carrying amount
and accumulated amortization by this amount. There was no retirement of intangible assets in the year
ended December 31, 2019.

The future amortization expense relating to intangible assets currently recorded in the Combined
Balance Sheet is estimated to be the following at December 31, 2020:

($ in millions)
Capitalized 

Software
Acquired 
Intangibles Total

2021 $ 2 $22 $24
2022 1 18 19
2023 0 10 11
2024 — 6 6
2025 — — —
Thereafter — — —

Goodwill

Goodwill attributed to the Company represents the historical goodwill balances in the Parent’s managed
infrastructure services business arising from acquisitions specific to the Company. The changes in the
goodwill balances by reportable segment for the years ended December 31, 2020 and 2019 are as follows:
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($ in millions) 
Segment

Balance at 
January 1, 2020

Foreign 
Currency 

Translation 
and Other 

Adjustments*
Balance at 

December 31, 2020

Americas $ 416 $24 $ 440
EMEA 272 16 288
Japan 401 23 424
Asia Pacific 74 4 78

Total $1,162 $67 $1,230

($ in millions) 
Segment

Balance at 
January 1, 2019

Foreign 
Currency 

Translation 
and Other 

Adjustments
Balance at 

December 31, 2019

Americas $ 418 $(2 $ 416
EMEA 274 (2 272
Japan 403 (2 401
Asia Pacific 74 (0 74

Total $1,169 $(6 $1,162

Primarily driven by foreign currency translation.

There were no goodwill impairment losses recorded during 2020, 2019 or 2018 and the Company has
no accumulated impairment losses. As of December 31, 2020, the EMEA reporting unit had an estimated
fair value that exceeded its carrying amount by 23 percent. Each of the other reporting units with goodwill
had a fair value that was substantially in excess of its carrying value.

NOTE I. BORROWINGS

Short-Term Debt

($ in millions) 
At December 31: 2020 2019

Finance lease obligations $69 $42

Long-Term Debt

($ in millions) 
At December 31: Maturities 2020 2019

Finance lease obligations (1.3%) 2021 – 2026 $209 $142
Less: current maturities 69 42

Total $140 $100

Long-term debt is comprised of finance lease liabilities.

  

F-35 

*

)
)
)
)
)



TABLE OF CONTENTS

Confidential Treatment Requested by Kyndryl Holdings, LLC
Pursuant to 17 C.F.R. Section 200.83

Contractual obligations of long-term debt outstanding at December 31, 2020, are as follows:

($ in millions) Total
2021 $ 69
2022 62
2023 47
2024 23
2025 8
Thereafter —
Total $209

Interest on Debt

Interest expense for the years ended December 31, 2020, 2019 and 2018 was $63 million, $76 million
and $85 million, respectively. Interest capitalized for the periods presented was immaterial. Interest in the
Combined Income Statement reflects the allocation of interest expense on borrowing and funding related
activity associated with debt issued by IBM for which a portion of the proceeds benefited Kyndryl. Such
Parent debt has not been attributed to the Company for any periods presented because Parent’s borrowings
are not the legal obligation of the Company. Refer to note O, “Related Party Transactions,” for more
information on the allocation of Parent’s corporate expenses.

NOTE J. OTHER LIABILITIES

($ in millions) 
At December 31: 2020 2019
Workforce rebalancing $595 $ 46
Employee related taxes 103 89
Other 176 270
Other accrued expenses and liabilities $874 $406
Workforce rebalancing $ 82 $ 31
Disability benefits 76 87
Asset retirement obligations 21 18
Deferred taxes 78 80
Other 25 78
Other non-current liabilities $282 $294

In response to changing business needs, the Company periodically takes workforce rebalancing actions
to improve productivity, cost competitiveness and to rebalance skills. The noncurrent liabilities are
workforce accruals primarily related to terminated employees who are no longer working for the Company
who were granted annual payments to supplement their incomes in certain countries. Depending on the
individual country’s legal requirements, these required payments will continue until the former employee
begins receiving pension benefits or passes away. The total amounts accrued for workforce rebalancing,
including amounts classified as other accrued expenses and liabilities in the Combined Balance Sheet were
$677 million and $77 million at December 31, 2020 and 2019, respectively. The increase in the total amount
accrued as of December 31, 2020 relates to the workforce rebalancing actions in 2020, of which,
$563 million was recorded in the fourth quarter in selling, general and administrative expense in the
Combined Income Statement for severance and employee related benefits in accordance with the accounting
guidance for ongoing benefit arrangements.

As of December 31, 2020, the Company was unable to estimate the range of settlement dates and the
related probabilities for certain asbestos remediation AROs. These conditional AROs are primarily related
to the encapsulated structural fireproofing that is not subject to abatement unless the buildings are
demolished and non-encapsulated asbestos that the Company would remediate only if it performed major
renovations of certain existing buildings. Because these conditional obligations have indeterminate
settlement dates, the Company could not develop a reasonable estimate of their fair values. The Company
will continue to assess its ability to estimate fair values at each future reporting date. The related liability
will be recognized once sufficient additional information becomes available. The total amounts accrued for
ARO liabilities,
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including amounts classified as current in the Combined Balance Sheet were $29 million at both
December 31, 2020 and 2019.

NOTE K. COMMITMENTS AND CONTINGENCIES

Commitments

The Company has applied the guidance requiring a guarantor to disclose certain types of guarantees,
even if the likelihood of requiring the guarantor’s performance is remote. The Company guarantees certain
loans and financial commitments. The maximum potential future payment under these financial guarantees
and the fair value of these guarantees recognized in the Combined Balance Sheet at December 31, 2020 and
December 31, 2019 were not material.

Contingencies

As a company with approximately 90,000 employees and with clients around the world, Kyndryl is
subject to, or could become subject to, either as plaintiff or defendant, a variety of contingencies, including
claims, demands and suits, investigations, tax matters, and proceedings that arise from time to time in the
ordinary course of its business. Given the rapidly evolving external landscape of cybersecurity, privacy and
data protection laws, regulations and threat actors, the Company or its clients could become subject to
actions or proceedings in various jurisdictions. Also, as is typical for companies of Kyndryl’s scope and
scale, the Company is subject to, or could become subject to, actions and proceedings in various
jurisdictions involving a wide range of labor and employment issues (including matters related to contested
employment decisions, country-specific labor and employment laws, and the Company’s benefit plans), as
well as actions with respect to contracts, securities, foreign operations, competition law and environmental
matters. These actions may be commenced by a number of different parties, including competitors, clients,
employees, government and regulatory agencies, stockholders and representatives of the locations in which
the Company does business. Some of the actions to which the Company is, or may become, party may
involve particularly complex technical issues, and some actions may raise novel questions under the laws of
the various jurisdictions in which these matters arise. Additionally, the Company is, or may be, a party to
agreements pursuant to which it may be obligated to indemnify the other party with respect to certain
matters.

The Company records a provision with respect to a claim, suit, investigation or proceeding when it is
probable that a liability has been incurred and the amount of the loss can be reasonably estimated. In
accordance with the relevant accounting guidance, the Company provides disclosures of matters for which
the likelihood of material loss is at least reasonably possible. As of December 31, 2020, there were no such
matters. In addition, the Company may also disclose matters based on its consideration of other matters and
qualitative factors, including the experience of other companies in the industry, and investor, customer and
employee relations considerations.

The Company reviews claims, suits, investigations and proceedings at least quarterly, and decisions are
made with respect to recording or adjusting provisions and disclosing reasonably possible losses or range of
losses (individually or in the aggregate), to reflect the impact and status of settlement discussions,
discovery, procedural and substantive rulings, reviews by counsel and other information pertinent to a
particular matter.

Whether any losses, damages or remedies finally determined in any claim, suit, investigation or
proceeding could reasonably have a material effect on the Company’s business, financial condition, results
of operations or cash flows will depend on a number of variables, including: the timing and amount of such
losses or damages; the structure and type of any such remedies; the significance of the impact any such
losses, damages or remedies may have in the combined financial statements; and the unique facts and
circumstances of the particular matter that may give rise to additional factors. While the Company will
continue to defend itself vigorously, it is possible that the Company’s business, financial condition, results
of operations or cash flows could be affected in any particular period by the resolution of one or more of
these matters.

The following is a summary of a significant legal matter relating to the Company.

On May 13, 2010, IBM and the State of Indiana (acting on behalf of the Indiana Family and Social
Services Administration) sued one another in a dispute over a 2006 contract regarding the modernization of
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social service program processing in Indiana, with IBM service provided by the managed infrastructure
services business in its GTS segment. Multiple trials and appeals resulted in a net award of $78 million to
the State of Indiana, plus interest. IBM paid the judgment plus interest in full in January and April of 2020,
after which the State of Indiana sought additional interest, which both the Indiana Superior Court and the
Indiana Court of Appeals denied. The Indiana Supreme Court declined further review.

NOTE L. EQUITY ACTIVITY

The Company had no available-for-sale securities or cash flow hedges during the periods presented in
the following tables:

Reclassifications and Taxes Related to Items of Other Comprehensive Income

($ in millions) 
For the year ended December 31, 2020:

Before Tax 
Amount

Tax (Expense)/
Benefit

Net of Tax 
Amount

Other comprehensive income/(loss):
Foreign currency translation adjustments $125 $ — $125
Retirement-related benefit plans :

Prior service costs/(credits) $ 0 $ 0 $ 0
Net (losses)/gains arising during the period (41 13 (28
Curtailments and settlements 0 0 0
Amortization of prior service (credits)/costs (1 0 0
Amortization of net (gains)/losses 36 (12 24

Total retirement-related benefit plans $ (6 $ 2 $ (4

Other comprehensive income/(loss) $119 $ 2 $121

These AOCI components are included in the computation of net periodic pension cost. Refer to note N,
“Retirement-Related Benefits,” for additional information.

($ in millions) 
For the year ended December 31, 2019:

Before Tax 
Amount

Tax (Expense)/
Benefit

Net of Tax 
Amount

Other comprehensive income/(loss):
Foreign currency translation adjustments $ 12 $— $ 12
Retirement-related benefit plans :

Prior service costs/(credits) $ (1 $— $ (1
Net (losses)/gains arising during the period (84 27 (57
Curtailments and settlements 0 0 0
Amortization of prior service (credits)/costs 0 0 0
Amortization of net (gains)/losses 27 (9 18

Total retirement-related benefit plans $(57 $18 $(39

Other comprehensive income/(loss) $(45 $18 $(27

These AOCI components are included in the computation of net periodic pension cost. Refer to note N,
“Retirement-Related Benefits,” for additional information.
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($ in millions) 
For the year ended December 31, 2018:

Before Tax 
Amount

Tax (Expense)/
Benefit

Net of Tax 
Amount

Other comprehensive income/(loss):
Foreign currency translation adjustments $(240 $— $(240
Retirement-related benefit plans :

Prior service costs/(credits) $ 1 $ 0 $ 1
Net (losses)/gains arising during the period (33 10 (23
Amortization of prior service (credits)/costs (1 0 0
Amortization of net (gains)/losses 28 (8 20

Total retirement-related benefit plans $ (4 $ 2 $ (3

Other comprehensive income/(loss) $(244 $ 2 $(243

These AOCI components are included in the computation of net periodic pension cost. Refer to note N,
“Retirement-Related Benefits,” for additional information.

Accumulated Other Comprehensive Income/(Loss) (net of tax)

($ in millions)

Foreign 
Currency 

Translation 
Adjustments

Net Change 
Retirement- 

Related 
Benefit 
Plans

Accumulated 
Other 

Comprehensive 
Income/(Loss)

December 31, 2017 $ (779 $(172 $ (950

Other comprehensive income/(loss) (240 (3 (243
December 31, 2018 $(1,019 $(175 $ (1,193

Other comprehensive income/(loss) 12 (39 (27
December 31, 2019 $(1,007 $(214 $ (1,220

Other comprehensive income/(loss) 125 (4 121
December 31, 2020 $ (882 $(218 $ (1,100

Foreign currency translation adjustments are presented gross.

No amounts were reclassified from accumulated other comprehensive income.

NOTE M. STOCK-BASED COMPENSATION

The Company participates in various IBM stock-based compensation plans, including incentive
compensation plans and employee stock purchase plan. All awards granted under the plans are based on
IBM’s common shares and, as such, are reflected in the Parent’s Consolidated Statement of Stockholders’
Equity and not in the Company’s Combined Statement of Equity. Stock-based compensation cost is based on
the awards and terms previously granted to employees by the Parent.

Compensation cost associated with Kyndryl employees’ participation in the Parent’s incentive plans
have been identified for employees who exclusively support Kyndryl operations. Amounts allocated to the
Company from the Parent for shared services are reported within total allocated costs in note O, “Related
Party Transactions.”

The following table presents stock-based compensation cost associated with employees who
exclusively support the Company and is included in net income/(loss).
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($ in millions) 
For the year ended December 31: 2020 2019 2018

Cost $ 26 $ 15 $ 16
SG&A expense 36 34 40
RD&E expense 1 1 1
Pre-tax stock-based compensation cost $ 64 $ 51 $ 57
Income tax benefits (14 (12 (13

Net stock-based compensation cost $ 49 $ 40 $ 44

The Company’s total unrecognized compensation cost related to non-vested awards at December 31,
2020 was $95 million and is expected to be recognized over a weighted-average period of approximately
2.2 years. If there are any modifications or cancellations of the underlying unvested awards, the Company
may be required to accelerate, increase or cancel all or a portion of the remaining unearned stock-based
compensation expense. Future unearned stock-based compensation will increase to the extent the Company
grants additional equity awards, changes incentive awards terms, or assumes unvested equity awards in
connection with acquisitions.

Capitalized stock-based compensation cost was not material at December 31, 2020, 2019 and 2018.

Incentive Awards

Stock-based incentive awards were provided to employees under the terms of IBM’s long-term
performance plans (the Plans). Awards under the Plans principally include Restricted Stock Units (RSUs)
and Performance Share Units (PSUs).

The following table summarizes RSU and PSU activity under the Plans associated with employees who
exclusively support the Company during the years ended December 31, 2020, 2019 and 2018.

RSUs PSUs

Weighted-Average 
Grant Price

Number 
of Units

Weighted-Average 
Grant Price

Number 
of Units

Balance at January 1, 2018 $141 688,048 $144 151,383
Awards granted 121 386,581 130 51,949
Awards released 148 (207,491 152 (38,069
Awards canceled/forfeited/performance adjusted 139 (78,766 147 (27,000

Balance at December 31, 2018 $130 788,372 $136 138,262

Awards granted 119 454,465 117 79,741
Awards released 136 (252,935 140 (48,379
Awards canceled/forfeited/performance adjusted 128 (78,970 131 (6,406

Balance at December 31, 2019 $123 910,932 $126 163,219

Awards granted 115 856,672 117 90,434
Awards released 126 (304,102 137 (36,054
Awards canceled/forfeited/performance adjusted 121 (104,603 125 (14,665

Balance at December 31, 2020 $117 1,358,900 $120 202,934

Includes adjustments of (4,005), (488) and (18,749) PSUs for 2020, 2019 and 2018, respectively,
because final performance metrics were above or below specified targets.

Represents the number of shares expected to be issued based on achievement of grant date performance
targets. The actual number of shares issued will depend on final performance against specified targets
over the vesting period.
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The total fair value of RSUs and PSUs granted and vested to employees wholly dedicated to the
Company during the years ended December 31, 2020, 2019 and 2018 were as follows:

($ in millions) 
For the year ended December 31: 2020 2019 2018

RSUs:
Granted $96 $53 $46
Vested $32 $29 $26
PSUs:
Granted $11 $10 $ 7
Vested $ 4 $ 5 $ 4

Stock Options

In 2016, IBM made one grant of 1.5 million premium-priced stock options. As of December 31, 2020,
these vested options had a remaining weighted-average contractual life of approximately 5.1 years and had
no intrinsic value.

Stock options outstanding as a result of the Parent’s conversion of stock-based awards previously
granted by acquired entities was immaterial for all periods presented.

IBM Employees Stock Purchase Plan

Prior to the separation, eligible employees may participate in IBM’s non-compensatory Employees
Stock Purchase Plan (ESPP). The ESPP enables eligible participants to purchase shares of IBM common
stock at a discount through payroll deductions of up to 10 percent of eligible compensation during the offer
period. The ESPP provides for semi-annual offering periods and continues as long as shares remain
available under the ESPP. Individual ESPP participants are restricted from purchasing more than $25,000 of
common stock in one calendar year or 1,000 shares in an offering period.

No stock-based compensation expense was recorded in connection with employee purchases of ESPP
because the criteria of a non-compensatory plan were met.

NOTE N. RETIREMENT-RELATED BENEFITS

Description of Plans

The Company sponsors defined benefit pension plans and other nonpension postretirement benefit
plans. The defined benefit pension plans cover certain non-U.S. employees and retirees, and the pension
benefits are based principally on employees years of service and/or compensation levels at or near
retirement. These plans are accounted for as defined benefit pension plans for purposes of the combined
financial statements. Accordingly, the net benefit plan obligations and the related benefit plan expenses of
those plans have been recorded in the Company’s combined financial statements. The nonpension
postretirement benefit plans cover certain non-U.S. employees and retirees and provides a fixed monthly
dollar credit for retiree health care expense. The benefit obligation and related expenses for these plans are
included in the combined financial statements.

Additionally, certain Company employees participate in multi-employer defined benefit pension plans
and post-retirement health plans as well as defined contribution plans that are sponsored by the Parent,
which also includes other participants. Accordingly, the Company does not record an asset or liability to
recognize the funded status. However, the Company records service cost and defined contribution cost
attributable to its employees who participate in the multi-employer and the defined contribution plans, as
well as expense allocated for certain corporate and shared functional employees. These amounts are
included in the Combined Income Statement.

Plan Financial Information

The Company’s defined contribution expense for the years ended December 31, 2020, 2019 and 2018
was $194 million, $207 million, and $208 million, respectively.
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The following table presents the components of net periodic (income)/cost of the retirement-related
benefit plans recognized in the Combined Income Statement, excluding defined contribution plans.

For the year ended December 31,

Defined Benefit 
Pension Plans

Nonpension 
Postretirement Benefit Plans

($ in millions) 2020 2019 2018 2020 2019 2018

Service cost* $109 $101 $118 $ 3 $ 3 $ 4
Interest cost** 10 17 17 1 1 1
Expected return on plan assets** (24 (27 (21 (1 (1 0
Amortization of prior service costs/(credits)** (1 0 (1 — — —
Recognized actuarial losses** 36 26 28 0 0 0
Curtailments and settlements** 0 0 — — — —
Multi-employer plans/other costs 13 20 34 — — —

Total net periodic (income)/cost $143 $138 $175 $ 3 $ 4 $ 4

Represents service costs of $16 million in both 2020 and 2019, and $18 million in 2018 attributable to
self-sponsored plans as well as $96 million, $89 million, and $104 million in 2020, 2019 and 2018,
respectively, attributable to allocations of costs for plans sponsored by the Parent.

These components of net periodic pension costs are included in other (income) and expense in the
Combined Income Statement.

Represents third-party plans.

The following table presents the changes in net benefit obligation and plan assets, excluding defined
contribution plans.
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Defined Benefit 
Pension Plans

Nonpension 
Postretirement 
Benefit Plans

($ in millions) 2020 2019 2020 2019

Change in benefit obligation
Benefit obligation at January 1 $1,099 $1,004 $ 13 $ 13
Service cost 15 15 1 1
Interest cost 10 17 1 1
Plan participants’ contributions — — — —
Acquisitions/divestitures, net (12 (3 — —
Actuarial losses/(gains) 33 117 (1 (1
Benefits paid from trust (21 (17 — —
Direct benefit payments (19 (16 0 0
Foreign exchange impact 97 (17 0 0
Amendments/curtailments/settlements/other 0 (1 0 0

Benefit obligation at December 31 $1,202 $1,099 $ 13 $ 13

Change in plan assets
Fair value of plan assets at January 1 $ 612 $ 574 $ 12 $ 11
Actual return on plan assets 13 61 2 1
Employer contributions 4 4 — —
Acquisitions/divestitures, net (10 — — —
Plan participants’ contributions 0 0 — —
Benefits paid from trust (21 (17 — —
Foreign exchange impact 56 (11 (1 0
Amendments/curtailments/settlements/other 0 1 — 0

Fair value of plan assets at December 31 $ 654 $ 612 $ 13 $ 12

Funded status at December 31 $ (548 $ (488 $ 0 $ (1

Accumulated benefit obligation $1,171 $1,066 N/A N/A

Represents service costs attributable to self-sponsored plans.

Represents the benefit obligation assuming no future participant compensation increases.
N/A — Not applicable

The following table presents the amounts recorded in the Combined Balance Sheet.

Non U.S. Plans

($ in millions) 
At December 31:

Defined Benefit 
Pension Plans

Nonpension 
Postretirement Benefit Plans

2020 2019 2020 2019

Prepaid pension assets $ 0 $ 0 $ 1 $ 0
Current liabilities – compensation and benefits 0 0 — —
Noncurrent liabilities – retirement and nonpension

postretirement benefit obligations (548 (487 (1 (1

Funded status – net $(548 $(488 $ 0 $ (1

The following table presents information for defined benefit plans with accumulated benefit obligations
(ABO) or projected benefit obligations (PBO) in excess of plan assets.
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2020 2019

($ in millions) 
At December 31:

Benefit 
Obligation

Plan 
Assets

Benefit 
Obligation

Plan 
Assets

PBO in excess of plan assets $1,202 $654 $1,099 $612
ABO in excess of plan assets 1,079 561 971 514
Plan assets in excess of PBO 0 0 0 0

The following table presents information for the nonpension postretirement benefit plans with
accumulated postretirement benefit obligations (APBO) in excess of plan assets.

2020 2019

($ in millions) 
At December 31:

Benefit 
Obligation

Plan 
Assets

Benefit 
Obligation

Plan 
Assets

APBO in excess of plan assets $ 1 $ 0 $ 1 $ 0
Plan assets in excess of APBO 12 13 12 12

The following table presents the pre-tax net loss and prior service costs/(credits) recognized in OCI and
the changes in pre-tax net loss and prior service costs/(credits) recognized in AOCI for the retirement-
related benefits plans.

Defined Benefit 
Pension Plans

Nonpension 
Postretirement 
Benefit Plans

($ in millions) 2020 2019 2020 2019

Net loss/(gain) at January 1 $307 $ 250 $ (1 $ 0
Current period loss/(gain) 43 84(2 0
Curtailments and settlements 0 0 — —
Amortization of net loss included in net periodic (income)/cost (36 (27 0 0
Net loss/(gain) at December 31 $314 $ 307 $ (2 $ (1
Prior service costs/(credits) at January 1 (3 (3 — —
Current period prior service costs/(credits) 0 1 — —
Amortization for prior service (costs)/credits included in net periodic

(income)/cost 1 0 — —

Prior service costs/(credits) at December 31 $ (2 $ (3 $— $—
Total loss/(gain) recognized in accumulated other comprehensive income/

(loss) $312 $ 304 $ (2 $ (1

See note L, “Equity Activity,” for the total change in AOCI, and the Combined Statement of
Comprehensive Income for the components of net periodic (income)/cost, including the related tax
effects, recognized in OCI for the retirement-related benefit plans.

Assumptions Used to Determine Plan Financial Information

The following table presents the assumptions used to measure the net periodic (income)/cost and the
year-end benefit obligations.
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Defined Benefit 
Pension Plans

Nonpension 
Postretirement 
Benefit Plans

2020 2019 2018 2020 2019 2018

Weighted-average assumptions used to measure net periodic
(income)/cost

Discount rate 0.86 1.65 0.64 8.31 8.89 N/A
Expected long-term returns on plan assets 4.03 4.62 4.01 8.20 9.00 N/A
Rate of compensation increase 2.25 1.37 2.66 N/A N/A N/A
Weighted-average assumptions used to measure benefit

obligation
Discount rate 0.62 0.86 1.65 8.31 8.31 8.89
Rate of compensation increase 2.22 2.25 1.37 N/A N/A N/A

N/A — Not applicable

In certain countries, a portfolio of high-quality corporate bonds is used to construct a yield-curve. Cash
flows from the Company’s expected benefit obligation payments are matched to the yield curve to derive
discounts. In other countries where the markets for high-quality long-term bonds are not as well developed,
a portfolio of long-term government bonds is used as a base, and a credit spread is added to simulate
corporate bond yields at these maturities in the jurisdiction of each plan. This is the benchmark for
developing the respective discount rates.

In developing the expected long-term rate of return on assets, the Company considers the long-term
expectations for future returns. The use of expected returns may result in pension income that is greater or
less than the actual return of those plan assets in a given year. Over time, however, the expected rate of
return is expected to approximate the actual long-term results, leading to a pattern of income or loss
recognition that more closely matches the pattern of services provided by the employees.

For the nonpension postretirement benefit plans, the Company reviews external data and its own
historical trends for healthcare costs to determine the healthcare costs trends. The healthcare cost trend rates
have an insignificant effect on plan costs or other benefit obligations due to terms of the plan which limit
the Company’s obligation to the participants.

Plan Assets

Retirement-related benefit plan assets are recognized and measured at fair value. Because of the
inherent uncertainty of valuations, these fair value measurements may not necessarily reflect the amounts
the Company could realize in current market transactions.

Investment Policies and Strategies

The investment objectives of the plan assets is to generate returns that will enable the plan to meet its
future obligations. The weighted-average target allocation for the defined benefit plans is 33 percent equity
securities, 57 percent fixed-income securities, 6 percent real estate and 4 percent other investments, which is
consistent with the allocation decisions made by the Company’s management. In some countries, a
higher percentage allocation to fixed income is required to manage solvency and funding risks. In others,
the responsibility for managing the investments typically lies with a board that may include up to 50 percent
of members elected by employees and retirees. This can result in slight differences compared with the
strategies previously described. Generally, these defined benefit plans do not invest in illiquid assets and
their use of derivatives is mainly for currency hedging, interest rate risk management, credit exposure and
alternative investment strategies.

The Company’s nonpension postretirement benefit plans are underfunded or unfunded. For some plans,
the Company maintains a nominal, highly liquid trust fund balance to ensure timely benefit payments.
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Defined Benefit Plan Assets

The following table presents the Company’s defined benefit pension plans’ asset classes and their
associated fair value at December 31, 2020.

December 31, 2020 December 31, 2019

($ in millions) Level 1 Level 2 Level 3 Total Level 1 Level 2 Level 3 Total

Fixed income
Government and related $— $ 18 $— $ 18 $— $ 18 $— $ 18
Corporate bonds — 0 — 0 — 0 — 0
Mortgage and asset-backed securities — — — — — 0 — 0
Insurance contracts — 91 — 91 — 96 — 96

Cash and short-term investments 1 — — 1 1 — — 1
Other mutual funds 7 — — 7 7 — — 7

Subtotal $ 8 $110 $— $118 $ 7 $114 $— $121
Investments measured at net asset value

using the NAV practical expedient — — — 537 — — — 490
Other — — — 0 — — — 0

Fair value of plan assets $ 8 $110 $— $654 $ 7 $114 $— $612

Includes debt issued by national, state and local governments and agencies.
Includes cash, cash equivalents and short-term marketable securities.
Investments measured at fair value using the net asset value (NAV) per share (or its equivalent) as a
practical expedient, including commingled funds, hedge funds, private equity and real estate
partnerships.
Represents net unsettled transactions, relating primarily to purchases and sales of plan assets.

For the year ended December 31, 2020 and 2019, the nonpension postretirement benefit plan assets of
$13 million and $12 million, respectively, in Mexico, were invested in government debt and corporate
bonds, categorized as Level 2 in the fair value hierarchy.

Valuation Techniques

Fixed Income: The fair value of fixed-income securities is typically estimated using pricing models,
quoted prices of securities with similar characteristics or discounted cash flows. If available, they are valued
using the closing price reported on the major market on which the individual securities are traded.

Cash: Cash includes money market accounts that are valued at their cost-plus interest on a daily basis,
which approximates fair value.

Short-term investments represent securities with original maturities of one year or less.

Certain investments are measured at fair value using the net asset value (NAV) per share (or its
equivalent) as a practical expedient. These investments, which include commingled funds, hedge funds,
private equity and real estate partnerships, are typically valued using the NAV provided by the administrator
of the fund and reviewed by the Company. The NAV is based on the value of the underlying assets owned
by the fund, minus liabilities and divided by the number of shares or units outstanding.

Contributions and Direct Benefit Payments

It is the Company’s general practice to fund amounts for pensions sufficient to meet the minimum
requirements set forth in applicable employee benefits laws and local tax laws. From time to time, the
Company contributes additional amounts as it deems appropriate.

The following table presents the contributions made to the defined benefit pension plan, nonpension
postretirement benefit plans, multi-employer plans, defined contribution plans and direct payments made in
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2020 and 2019. The cash contributions to the multi-employer plans represent the annual cost included in the
net periodic (income)/cost recognized in the Combined Income Statement.

($ in millions) 
At December 31, 2020 2019

Defined benefit plans $ 4 $ 4
Multi-employer plans 7 9
Defined contribution plans 194 207
Direct payments 19 16

Total $225 $236

Represents third-party plans.

Defined Benefit Pension Plans

In 2021, the Company is not legally required to make any contributions to the multi-employer plans.
However, depending on market conditions, or other factors, the Company may elect to make discretionary
contributions to the non-U.S. defined benefit plans during the year.

In 2021, the Company does not expect contributions to its non-U.S. defined benefit and multi-employer
plans to be material.

Financial market performance in 2021 could increase the legally mandated minimum contribution in
certain countries which require monthly or daily remeasurement of the funded status. The Company could
also elect to contribute more than the legally mandated amount based on market conditions or other factors.

Expected Benefit Payments

Defined Benefit Pension Plan and Nonpension Postretirement Benefit Plan Expected Payments

The following table presents the total expected benefit payments to both the defined benefit pension
plans and nonpension postretirement benefit plan participants.

($ in millions)

Defined 
Benefit 

Pension Plans

NonPension 
Postretirement 
Benefit Plans

2021 $ 42 $0
2022 43 0
2023 44 0
2024 48 0
2025 52 0
2026 – 2030 283 4

The 2021 expected benefit payments to nonpension postretirement benefit plan participants not covered
by the respective plan assets represent a component of compensation and benefits, within current liabilities,
in the Combined Balance Sheet.

NOTE O. RELATED PARTY TRANSACTIONS

Related Party Revenue and Purchases

Kyndryl provides various services to IBM including those related to hosting data centers and servicing
IBM’s information technology infrastructure which are reported as revenue in the Combined Income
Statement. Revenues for these services were $645 million, $613 million and $623 million for the years
ended December 31, 2020, 2019 and 2018, respectively. The costs related to these services are reported in
cost of
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services in Kyndryl’s Combined Income Statement and were $509 million, $484 million and $492 million,
for the years ended December 31, 2020, 2019 and 2018, respectively.

IBM historically provided its branded and related hardware, software and services to Kyndryl for use in
the delivery of services arrangements with Kyndryl customers. The cost of the hardware and software was
reflected at a price indicative of what the Company would have incurred had it operated on a stand-alone
basis. These costs and their associated depreciation and amortization were recorded as cost of services in the
Company’s Combined Income Statement in the amounts of $3,227 million, $3,094 million and
$3,619 million, for the years ended December 31, 2020, 2019 and 2018, respectively. The capital
expenditures for purchases of IBM hardware were reflected as payments for property and equipment within
the investing section of the Combined Statement of Cash Flows in the amounts of $504 million, $526
million and $650 million, for the years ended December 31, 2020, 2019 and 2018, respectively.

Allocation of Corporate Expenses

The Combined Income Statement, Combined Statement of Comprehensive Income and Combined
Statement of Cash Flows include an allocation of general corporate expenses from IBM. The financial
information in these combined financial statements does not necessarily include all of the expenses that
would have been incurred by Kyndryl had it been a separate, standalone company. It is not practicable to
estimate actual costs that would have been incurred had Kyndryl been a standalone company during the
periods presented. The management of Kyndryl considers these allocations to be a reasonable reflection of
the utilization of services by, or the benefits provided to the Company. Allocations for management costs
and corporate support services provided to Kyndryl for the years ended December 31, 2020, 2019, and 2018
totaled $1,287 million, $1,230 million and $1,237 million, respectively. These amounts include costs for
corporate functions including, but not limited to, senior management, legal, human resources, finance and
accounting, treasury, IT and other shared services. All such amounts have been deemed to have been
incurred and settled by Kyndryl in the period in which the costs were recorded and are included in the Net
Parent investment. These costs were allocated based on direct usage as applicable, with the remainder
allocated on a pro-rata basis of gross profit, headcount, asset ownership or other measures determined to be
reasonable.

($ in millions) 
For the year ended December 31: 2020 2019 2018

Selling, general and administrative $1,216 $1,178 $1,206
Research, development and engineering 4 7 0
Other (income) and expense 4 (31 (53
Interest expense 63 76 85

Total expense and other (income) $1,287 $1,230 $1,237

Cash Management and Financing

The Company participates in IBM’s centralized cash management and financing programs.
Disbursements are made through centralized accounts payable systems, which are operated by IBM. Cash
receipts are transferred to centralized accounts, which are also maintained by IBM. As cash is received and
disbursed by IBM, it is accounted for by Kyndryl through Net Parent investment. Short and long-term debt
is financed by IBM, and financing decisions for wholly and majority owned subsidiaries are determined by
IBM. See note A, “Significant Accounting Policies,” for additional information. Kyndryl’s cash that was not
included in the centralized cash management and financing programs is classified as Cash and cash
equivalents on the Combined Balance Sheet.

Net Parent Investment

Related party transactions between Kyndryl and IBM have been included within Net Parent investment
in the Combined Balance Sheet in the historical periods presented as these related party transactions were
not settled in cash. Net Parent investment in the Combined Balance Sheet and Combined Statement of
Changes in Equity represents IBM’s historical investment in Kyndryl, the net effect of transactions with,
and allocations from IBM, and Kyndryl’s accumulated earnings. Net transfers from IBM are included within
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Net Parent investment. The components of Net transfers from IBM and the reconciliation to the
corresponding amount presented on the Combined Statement of Cash Flows were as follows:

($ in millions) 
For the year ended December 31: 2020 2019 2018

Cash pooling and general financing activities/other $(4,165 $(4,390 $(4,281
Allocation of IBM’s corporate expenses/other 1,668 1,610 1,713
Related party sales and purchases 2,991 2,944 3,563
Related party intangible assets fee 80 38 —
Income taxes 297 397 310

Total Net transfers from Parent per Combined Statement of Equity $ 872 $ 598 $ 1,304

Income taxes (297 (397 (310
Allocation of IBM’s stock based compensation (64 (51 (57
Other (133 (132 (146

Total Net transfers from Parent per Combined Statement of Cash Flows $ 377 $ 18 $ 791

Assignment of Receivables

A portion of Kyndryl’s receivables with extended payment terms have historically been assigned to
IBM’s Global Financing business. These receivables were not recognized on the Company’s Combined
Balance Sheet. The gross amounts of Kyndryl receivables assigned to IBM Global Financing were
$3,077 million, $3,006 million and $2,819 million for the years ended December 31, 2020, 2019 and 2018,
respectively. The fees and the net gains and losses associated with the assignment of receivables were not
material for any of the periods presented. Refer to note A, “Significant Accounting Policies,” for more
information on the transfer of financial assets.

Upon completion of the spin off, there is no guarantee that the Company will be able to enter into a
similar financing arrangement with a third-party, with similar volumes to the amounts historically financed
by IBM. This may result in an increase in accounts receivable balances from those amounts historically
presented within the Combined Balance Sheets.

Acquired Intangible Assets

Within the historical periods presented, the Company has been charged a fee for the use of certain
acquired intangible assets by IBM for acquisitions which were not specific to Kyndryl. The amounts
reflected within cost of services on the Combined Income Statement for these fees were $31 million and
$15 million, for the years ended December 31, 2020 and 2019 respectively. The amounts for these fees
reflected within SG&A expense within the Combined Income Statement were $49 million and $23 million,
for the years ended December 31, 2020 and 2019 respectively. No fees were charged to Kyndryl for the year
ended December 31, 2018.

NOTE P. SUBSEQUENT EVENTS

The combined financial statements of Kyndryl are derived from the Consolidated Financial Statements
of IBM, which issued its financial statements for the year ended December 31, 2020 on February 23, 2021.
Accordingly, the Company has evaluated transactions or other events for consideration as recognized
subsequent events in the annual financial statements through February 23, 2021. Additionally, Kyndryl has
evaluated transactions and other events that occurred through June 22, 2021, the date these combined
financial statements were issued, for purposes of disclosure of unrecognized subsequent events.
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SCHEDULE II

KYNDRYL 
VALUATION AND QUALIFYING ACCOUNTS AND RESERVES 

For the Years Ended December 31: 
(Dollars in Millions)

Description

Balance at 
Beginning 
of Period

Additions /
(Releases) Write-offs Other*

Balance at 
End 

of Period

Allowance For Credit Losses:
2020 $ 82 $ 25 $ (7 $(9 $ 91

2019 $111 $ 51 $ (78 $(3 $ 82

2018 $104 $ 16 $ (2 $(6 $111
Revenue Based Provisions:

2020 $110 $167 $(141 $ 3 $140

2019 $113 $103 $(108 $ 2 $110

2018 $ 93 $219 $(198 $(1 $113

Primarily represents translation adjustments and reclassifications.

Additions/(Releases) to the Allowance For Credit Losses represent changes in estimates of
unrecoverable amounts in receivables and are recorded to expense accounts. Amounts are written-off when
they are deemed unrecoverable by the Company. Additions/(Releases) to Revenue Based Provisions
represent changes in estimated reductions to revenue, primarily as a result of revenue-related programs,
including customer rebates. Write-offs for Revenue Based Provisions represent reductions in the provision
due to amounts remitted to customers. Other primarily comprises currency translation adjustments. See note
E, “Taxes,” to the combined financial statements for further details about the Company’s income tax
valuation allowances.
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