Edgar Filing: SRA INTERNATIONAL, INC. - Form 10-Q

SRA INTERNATIONAL, INC.
Form 10-Q
November 09, 2015

UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q

(Mark One)
QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT
OF 1934

FOR THE QUARTERLY PERIOD ENDED SEPTEMBER 30, 2015

OR
TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT
OF 1934

Commission File Number: 333-83780
SRA International, Inc.
(Exact name of Registrant as Specified in its Charter)

Virginia 54-1013306
(State or Other Jurisdiction of (I.R.S. Employer
Incorporation or Organization) Identification No.)
4300 Fair Lakes Court, Fairfax, Virginia 22033

(Address of Principal Executive Offices) (Zip Code)

Registrant’s telephone number, including area code: (703) 803-1500

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. = Yes ¥ No
Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T
(§232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required
to submit and post such files). Yes y No ~

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

Large accelerated filer © Accelerated filer © Non-accelerated filer y Smaller Reporting Company ~

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange

Act). Yes © No y

As of November 9, 2015, there were 1,000 shares outstanding of the registrant’s common stock.




Edgar Filing: SRA INTERNATIONAL, INC. - Form 10-Q

SRA INTERNATIONAL, INC.
QUARTERLY REPORT ON FORM 10-Q FOR THE THREE MONTHS ENDED SEPTEMBER 30, 2015
TABLE OF CONTENTS

Part I.

Item 1.

Item 2.

Item 3.
Item 4.
Part II.
Item 1.
Item 1A.
Item 2.
Item 3.
Item 4.
Item 5.
Item 6.

Signatures

FINANCIAL INFORMATION

Condensed Consolidated Balance Sheets — June 30. 2015 and September 30, 2015

(Unaudited)

Condensed Consolidated Statements of Operations (Unaudited) — Three months ended

September 30. 2014 and 2015

Condensed Consolidated Statements of Comprehensive Loss (Unaudited) — Three

months ended September 30, 2014 and 2015

Condensed Consolidated Statements of Cash Flows (Unaudited) — Three months ended

September 30. 2014 and 2015

Notes to Condensed Consolidated Financial Statements (Unaudited)
Management’s Discussion and Analysis of Financial Condition and Results of

Operations
Overview

Forward-Looking Statements
Non-GAAP Financial Measures
Business Environment and Qutlook

Key Metrics

Seasonality

Summary of Financial Results

Results of Operations

Liquidity and Capital Resources

Off-Balance Sheet Arrangements

Description of Critical Accounting Policies and Estimates
Recent Accounting Pronouncements

Non-GAAP Metrics

Quantitative and Qualitative Disclosures About Market Risk
Controls and Procedures

OTHER INFORMATION

Legal Proceedings

Risk Factors

Unregistered Sales of Equity Securities and Use of Proceeds
Defaults Upon Senior Securities

Mine Safety Disclosures
Other Information

Exhibits

Page

2

(O8]

I~

(W R IR IR NN NN === = &Y
BEBEREBREEREERRCERRE &

00 WO [0 W W W [ W
|U1 |-l> |u.> |u.> |u.> |u.> |u.> |w




Edgar Filing: SRA INTERNATIONAL, INC. - Form 10-Q

PART I. FINANCIAL INFORMATION

Item 1. Financial Statements

SRA INTERNATIONAL, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS
(in thousands, except share and per share data)

ASSETS

Current assets:

Cash and cash equivalents
Restricted cash

Accounts receivable, net
Prepaid expenses and other
Total current assets
Property and equipment, net
Goodwill

Trade names

Identified intangibles, net
Other long-term assets
Total assets

LIABILITIES AND STOCKHOLDER'S EQUITY
Current liabilities:

Current portion of long-term debt
Accounts payable and accrued expenses
Accrued payroll and employee benefits
Billings in excess of revenue recognized
Deferred income taxes

Total current liabilities

Long-term debt

Deferred income taxes

Other long-term liabilities

Total liabilities

Commitments and contingencies
Stockholder's equity:

Common stock, par value $0.01 per share; 1,000 shares authorized, issued and

outstanding as of June 30, 2015 and September 30, 2015
Additional paid-in capital

Accumulated other comprehensive loss, net of tax
Accumulated deficit

Total stockholder's equity

Total liabilities and stockholder's equity

The accompanying notes are an integral part of these condensed consolidated financial statements.
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June 30,
2015

$96,009
681
213,915
7,028
317,633
16,449
828,929
150,200
221,039
29,033
$1,563,283

$—
145,630
82,591
10,826
6,121
245,168
1,060,160
100,763
18,866
1,424,957

526,783
(6,113
(382,344
138,326
$1,563,283

September 30,
2015
(unaudited)

$68,822
636
234,798
7,971
312,227
24,276
828,929
150,200
209,971
26,981
$1,552,584

$—
141,702
74,290
9,194
3,213
228,399
1,060,465
102,080
24,100
1,415,044

528,391
(4,565
(386,286
137,540
$1,552,584
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SRA INTERNATIONAL, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS (UNAUDITED)
(in thousands)
Three months ended September 30,

2014 2015
Revenue $338,614 $351,006
Operating costs and expenses:
Cost of services 255,763 269,849
Selling, general and administrative 44,929 47,707
Depreciation and amortization of property and equipment 2,076 1,982
Amortization of intangible assets 14,772 11,068
Total operating costs and expenses 317,540 330,606
Operating income 21,074 20,400
Interest expense (27,274 ) (26,950
Interest income 14 15
Loss before income taxes (6,186 ) (6,535
Benefit from income taxes (2,028 ) (2,593
Net loss $(4,158 ) $(3,942

The accompanying notes are an integral part of these condensed consolidated financial statements.
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SRA INTERNATIONAL, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE LOSS (UNAUDITED)
(in thousands)
Three months ended September 30,

2014 2015
Net loss $(4,158 ) $(3,942 )
Unrealized gain on interest rate swaps, net of tax 1,697 1,548
Comprehensive loss $(2,461 ) $(2,394 )

The accompanying notes are an integral part of these condensed consolidated financial statements.
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SRA INTERNATIONAL, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (UNAUDITED)
(in thousands)
Three months ended September 30,

2014 2015
Cash flows from operating activities:
Net loss $(4,158 ) $(3,942
Adjustments to reconcile net loss to net cash provided by (used in) operating
activities:
Depreciation and amortization of property and equipment 2,435 2,195
Amortization of intangible assets 14,772 11,068
Stock-based compensation 2,223 1,590
Deferred income taxes (2,513 ) (2,577
Amortization of original issue discount and debt issuance costs 2,045 2,014
Changes in assets and liabilities, net of the effect of acquisitions and
divestitures
Accounts receivable 8,286 (21,182
Prepaid expenses and other (2,825 ) (943
Accounts payable and accrued expenses (668 ) (3,763
Accrued payroll and employee benefits (4,834 ) (8,301
Billings in excess of revenue recognized (1,506 ) (1,632
Other (509 ) 1,216
Net cash provided by (used in) operating activities 12,748 (24,257
Cash flows from investing activities:
Capital expenditures (3,146 ) (2,930
Net cash used in investing activities (3,146 ) (2,930
Cash flows from financing activities:
Net cash used in financing activities — —
Net increase (decrease) in cash and cash equivalents 9,602 (27,187
Cash and cash equivalents, beginning of period 108,840 96,009
Cash and cash equivalents, end of period $118,442 $68,822
Supplementary Cash Flow Information
Cash paid for interest 20,061 13,761
Cash paid (refunds received) for income taxes 1,107 (162

The accompanying notes are an integral part of these condensed consolidated financial statements.
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SRA INTERNATIONAL, INC. AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)

1. Basis of Presentation:

SRA International, Inc., a Virginia corporation, or SRA or the Company, was acquired on July 20, 2011 by private
equity investment funds, or the PEP Funds, sponsored by Providence Equity Partners L.L.C., or Providence, referred
to as the Transaction. SRA is a wholly-owned subsidiary of Sterling Parent L.L.C., or Sterling Parent, which is
wholly-owned by SRA Companies, Inc. (formerly Sterling Holdco, Inc.), or SRA Companies or the Parent. The
Parent was formed by the PEP Funds for the purpose of the Transaction. On August 31, 2015, the Company
announced that it had entered into a definitive agreement (the "Merger Agreement") to combine its business
operations with Computer Science Corporation's (CSC) government services unit, Computer Sciences Government
Services (CSGov). The merger is expected to close during the second quarter of fiscal 2016, in conjunction with the
separation of CSGov from CSC with CSGov being the surviving entity.

The accompanying unaudited condensed consolidated financial statements include the accounts of SRA and its
wholly-owned subsidiaries and joint ventures of which we hold a majority interest and have been prepared in
accordance with accounting principles generally accepted in the United States of America, or GAAP. Certain
information and note disclosures normally included in the annual financial statements, which are also prepared in
accordance with GAAP, have been omitted pursuant to those rules and regulations. The Company believes that the
disclosures made are adequate to make the information presented not misleading.

In the opinion of management, the accompanying unaudited condensed consolidated financial statements reflect all
adjustments and reclassifications that are necessary for fair presentation of the periods presented. The results for the
three months ended September 30, 2015 are not necessarily indicative of the results to be expected for the year ended
June 30, 2016 (fiscal 2016). These unaudited condensed consolidated financial statements should be read in
conjunction with the Company’s audited consolidated financial statements and the notes thereto for the fiscal year
ended June 30, 2015 included in the Company’s annual report on Form 10-K filed with the Securities and Exchange
Commission on August 7, 2015.

Nature of Business

The Company is a provider of sophisticated information technology and strategic consulting services and solutions
primarily to the U.S. federal government. The Company provides services and solutions that enable mission
performance, improve efficiency of operations, and/or reduce operating costs. The Company's portfolio of customers
spans a broad variety of federal agencies and is organized around them into two business groups: National Security
group and Health & Civil group.

Operating segments are components of an enterprise for which separate financial information is available that is
evaluated regularly by the chief operating decision maker in allocating resources and in assessing performance. Due to
the similarities in the types of customers, services and overall economic characteristics of the Company’s two business
groups, the Company aggregates all of its operations into one reportable segment.

The Company derives a substantial portion of its revenue from services provided as a prime contractor or
subcontractor on engagements with various agencies of the U.S. government. These contracts represented greater than
97% of the Company’s revenue for all periods presented. The Company considers individual agencies that may fall
under a larger department as separate customers. No customer accounted for 10% or more of the Company’s revenue
for any of the periods presented herein.

Fair Value Measurements

Fair value is the price that would be received to sell an asset or paid to transfer a liability in the principal or most
advantageous market in an orderly transaction between marketplace participants. Various valuation approaches can be
used to determine fair value, each requiring different valuation inputs. The following hierarchy classifies the inputs
used to determine fair value into three levels:

L evel 1 — Quoted prices for identical instruments in active markets;

Level 2 — Quoted prices for similar instruments in active markets, quoted prices for identical or similar instruments in
markets that are not active, and model-derived valuations in which all significant inputs and significant value drivers
are observable in active markets; and
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Level 3 — Valuations derived from valuation techniques in which one or more significant inputs or significant value

drivers are unobservable.

The Company did not have any significant non-financial assets or liabilities measured at fair value on June 30, 2015
or September 30, 2015. However, the fair value measurement concepts are applied in determining the fair value of
goodwill and intangible assets for the purposes of assessing impairment. The valuation models used in the impairment
analysis are based in part on estimated future operating results and cash flows. Because these factors are derived from

the Company's estimates and internal

6




Edgar Filing: SRA INTERNATIONAL, INC. - Form 10-Q

market assumptions, they are considered unobservable inputs and the resulting fair value measurements are included
in Level 3 of the fair value hierarchy.

The Company’s financial instruments include cash, trade receivables, vendor payables, debt, and derivative financial
instruments. As of June 30, 2015 and September 30, 2015, the carrying value of cash, trade receivables and vendor
payables approximated their fair value. See Note 5 for a discussion of the fair value of the Company’s debt. See Note 6
for a discussion of the fair value of the Company’s derivative financial instruments.

Income Taxes

The Company's effective tax rate for the three months ended September 30, 2014 and 2015 was a tax benefit of 32.8%
and 39.7%, respectively. The Company's first quarter fiscal 2015 effective tax rate was lower than the statutory
income tax rate primarily due to non-deductible permanent items and minimal state taxes. The Company's first quarter
fiscal 2016 effective tax rate was higher than the statutory income tax rate primarily as a result of non-deductible
permanent items.

The Internal Revenue Service, or IRS, is currently examining the Company’s federal income tax return for fiscal 2011.
The IRS has contested a $136.7 million worthless stock deduction of a disposed subsidiary in that period. The
Company believes its tax positions are appropriate and is prepared to vigorously defend them.

Recent Accounting Pronouncements

In May 2014, the Financial Accounting Standards Board, or FASB, issued Accounting Standard Update, or ASU,
2014-09, Revenue from Contracts with Customers, which requires an entity to recognize the amount of revenue to
which it expects to be entitled for the transfer of promised goods or services to customers. This ASU will replace most
existing revenue recognition guidance in U.S. GAAP when it becomes effective. This ASU is effective for the
Company’s fiscal 2019. This ASU permits the use of either the retrospective or cumulative effect transition method.
Management is evaluating the methods of adoption allowed by this ASU and the effect that it is expected to have on
the Company’s consolidated financial statements.

In April 2015, FASB issued ASU 2015-03, Interest - Imputation of Interest, which requires the debt issuance costs
related to a recognized debt liability be presented in the balance sheet as a direct deduction from the carrying amount
of that debt liability, consistent with the presentation of debt discounts. This ASU is effective for the Company’s fiscal
2017. Adoption of this standard is not expected to have a material impact on the Company’s consolidated financial
position, results of operations, or cash flows.

In April 2015, FASB issued ASU No. 2015-05, Intangibles-Goodwill and Other-Internal-Use Software (Subtopic
350-40): Customer’s Accounting for Fees Paid in a Cloud Computing Arrangement. ASU 2015-05 provides guidance
to customers about whether a cloud computing arrangement includes a software license. If a cloud computing
arrangement includes a software license, then the customer should account for the software license element of the
arrangement consistent with the acquisition of other software licenses. If a cloud computing arrangement does not
include a software license, the customer should account for the arrangement as a service contract. The new guidance
becomes effective for the Company on July 1, 2016 with early adoption permitted. The Company can elect to adopt
ASU 2015-05 prospectively to all arrangements entered into or materially modified after the effective date or
retrospectively. The Company has not yet completed the evaluation of the effect that ASU No. 2015-05 will have on
its consolidated financial statements.

2. Stock-Based Compensation:

Stock Options

The SRA Companies Board of Directors adopted a stock incentive plan in February 2012, amended in December
2012, the 2012 Plan, that authorizes the issuance of up to 61,262 shares of common stock of SRA Companies in the
form of options. Under the 2012 Plan, key employees, non-employee directors and consultants of the Company may
be granted a combination of service and performance options. The performance options are considered market-based
for accounting purposes. The Company utilizes the Black-Scholes-Merton option-pricing model to value the service
options and the Monte Carlo or binomial lattice model to value the performance options.

The service options generally vest in five equal installments subject to the option holder’s continued employment or
service with the Company. The performance options vest at the time of a change in control based upon a specified
level of cash return to the PEP Funds from its investment in the Company. The service and performance options
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expire 10 years from the date of grant.

7

10



Edgar Filing: SRA INTERNATIONAL, INC. - Form 10-Q

The following table summarizes stock option activity for the three months ended September 30, 2015:
Service Options:

Shares under option at June 30, 2015 29,157

Options granted —

Options forfeited or cancelled (258 )
Shares under option at September 30, 2015 28,899

Options exercisable at September 30, 2015 20,649
Performance Options:

Shares under option at June 30, 2015 26,601

Options granted —

Options forfeited or cancelled (513 )
Shares under option at September 30, 2015 26,088

Pursuant to the terms of the Merger Agreement, the Merger will result in the cancellation and settlement of all
outstanding vested service options and all outstanding performance options through a combination of cash and CSGov
stock, and will result in the conversion of all outstanding unvested service options into unvested options of CSGov of
equivalent value.

8
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Restricted Stock

In fiscal 2012, pursuant to the Chief Executive Officer’s, or CEO’s, employment agreement, the CEO was granted
1,000 shares of SRA Companies restricted stock at $1,000 per share. The restricted shares vest 20% per year on each
of the first five anniversaries of the CEO’s date of employment with the Company.

In June 2013, the Board of Directors approved a restricted stock plan, the Restricted Stock Plan. The Board may
award shares of restricted stock under the Restricted Stock Plan, at its discretion, to key employees. As of

September 30, 2015, the number of authorized shares eligible for grant under the Restricted Stock Plan was 19,340
shares of SRA Companies common stock.

Vesting of restricted stock awarded under the Restricted Stock Plan is subject to the grantee’s continuous employment
with the Company from the grant date to the vesting date. Awards vest over various time periods ranging from zero to
36 months. Vested restricted stock issued under the Restricted Stock Plan remains subject to certain sales and transfer
restrictions.

The following table summarizes restricted stock activity for the three months ended September 30, 2015:

Nonvested restricted shares of SRA Companies at June 30, 2015 10,239
Restricted shares granted —

Restricted shares vested (310 )
Restricted shares forfeited (550 )
Nonvested restricted shares of SRA Companies at September 30, 2015 9,379

Stock Compensation Expense

The Company recognized stock-based compensation expense related to the stock options and restricted stock of $2.2
million and $1.6 million for the three months ended September 30, 2014 and 2015, respectively.

Pursuant to the terms of the Merger Agreement, the Merger will result in the cancellation and settlement of all
outstanding unvested restricted stock through a combination of cash and CSGov stock.

12
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3. Accounts Receivable:
Accounts receivable, net as of June 30, 2015 and September 30, 2015 consisted of the following (in thousands):

June 30, September 30,
2015 2015
Billed and billable, net of allpwance of $997 and $1,059 as of June 30, 2015 and $199.957 $222.237
September 30, 2015, respectively
Unbilled:
Retainages 4,464 4,336
Revenue recorded in excess of milestone billings on fixed-price contracts 6,715 9,691
Revenue recorded in excess of contractual authorization, billable upon receipt of
8,764 4,640
contractual documents
Allowance for unbillable amounts (5,985 ) (6,106 )
Total unbilled 13,958 12,561
Accounts receivable, net $213,915 $234,798

The billable receivables included in the billed and billable line item above represent primarily revenue earned in the
final month of the reporting period. Consistent with industry practice, certain receivables related to long-term
contracts are classified as current, although $2.3 million of retainages are not expected to be billed and collected
within one year. The Company’s accounts receivable are primarily from federal government agencies or customers
engaged in work for the federal government. The Company believes there is no material credit risk associated with
these receivables.

Billings in excess of revenue recognized totaled $10.8 million and $9.2 million at June 30, 2015 and September 30,
2015, respectively. Billings in excess of the revenue recognized are included in current liabilities in the condensed
consolidated balance sheets.

During fiscal 2014, the Company entered into an accounts receivable purchase agreement under which the Company
sells certain accounts receivable to a third party, or the Factor, without recourse to the Company. The Factor initially
pays the Company 90% of the receivable and the remaining price is deferred and based on the amount the Factor
receives from the Company's customer. The structure of the transaction provides for a true sale, on a revolving basis,
of the receivables transferred. Accordingly, upon transfer of the receivable to the Factor, the receivable is removed
from the Company's condensed consolidated balance sheet, a loss on the sale is recorded and the deferred price is an
account receivable until it is collected. During the first quarter of fiscal 2016, a portion of our factoring program was
temporarily discontinued that was subsequently resumed after September 30, 2015. As of June 30, 2015 and
September 30, 2015, the balance of the sold receivables may not exceed at any time $56.0 million and $6.0 million,
respectively. During the first quarter of fiscal 2016, the Company sold $43.0 million of receivables and recognized a
related loss of $0.1 million in selling, general and administrative expenses. As of September 30, 2015, the balance of
the sold receivables was $2.5 million, and the related deferred price was $0.3 million. As of September 30, 2015, the
available unused facility was approximately $3.5 million.

10
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4. Composition of Certain Financial Statement Captions:

Details of the composition of certain financial statement captions for the periods presented were as follows (in

thousands):

Prepaid expenses and other
Taxes and taxes receivable
Maintenance and software

Rent

Other

Total prepaid expenses and other

Property and equipment
Leasehold improvements
Furniture, equipment and software
Total property and equipment

Less: Accumulated depreciation and amortization

Total property and equipment, net

Identified intangibles

Acquired intangible assets
Software development costs
Total identified intangibles
Less: Accumulated amortization
Total identified intangibles, net

Other long-term assets
Debt issuance costs, net
Other

Total other long-term assets

Accounts payable and accrued expenses
Vendor obligations

Accrued interest

Interest rate derivative liability

Facility exit charge

Other

Total accounts payable and accrued expenses

Accrued payroll and employee benefits
Accrued salaries and incentive compensation
Accrued leave

Accrued 401(k) match

Other

Total accrued payroll and employee benefits

Other long-term liabilities
Interest rate derivative liability

June 30,
2015

$185
1,270
253
5,320
$7,028

$23,836
35,318
59,154
(42,705
$16,449

$527,099
3,167
530,266
(309,227
$221,039

$25,397
3,636
$29,033

$98,708
24,603
7,637
6,667
8,015
$145,630

$39,936
30,286
5,797
6,572
$82,591

$2,369

September 30,
2015

$127
1,331
309
6,204
$7,971

$31,329
37,607

68,936

(44,660 )
$24,276

$527,099
3,167

530,266
(320,295 )
$209,971

$23,688
3,293
$26,981

$85,867
35,755
7,472
5,145
7,463
$141,702

$29,883
28,918
8,910
6,579
$74,290

$—
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Deferred rent 12,378
Facility exit charge 4,119
Total other long-term liabilities $18,866
11

20,752
3,348
$24,100

15
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5. Debt:

On July 20, 2011, in connection with the Transaction, the Company (i) entered into senior secured credit facilities,
consisting of an $875.0 million Term Loan B Facility and a $100.0 million Revolver, or the Credit Agreement, and (ii)
issued $400.0 million aggregate principal amount of 11% Senior Notes due 2019. The Term Loan B Facility was
issued at a discount of $8.75 million.

At June 30, 2015 and September 30, 2015, debt consisted of the following (in thousands):

June 30, September 30,
2015 2015
Secured Term Loan B Facility $664,167 $664,167
Less: Unamortized discount (4,007 ) (3,702 )
Secured Term Loan B Facility, net 660,160 660,465
Senior Notes due 2019 at 11% 400,000 400,000
Total debt 1,060,160 1,060,465
Current portion of long-term debt — —
Long-term debt $1,060,160 $1,060,465

As of September 30, 2015, the estimated fair value of the Company’s outstanding debt was approximately $1,088.2
million. The estimated fair value of this outstanding debt was determined based on quoted prices for similar
instruments in active markets (Level 2 inputs).

The senior secured credit facilities and the indenture governing the Senior Notes issued in connection with the
Transaction limit the Company’s ability to incur certain additional indebtedness, pay dividends or make other
distributions or repurchase capital stock, make certain investments, enter into certain types of transactions with
affiliates, use assets as security in other transactions, and sell certain assets.

The Company is required to meet a net senior secured leverage ratio, or NSSLR, covenant quarterly if any revolving
loan, swing-line loan or letter of credit is outstanding on the last day of the quarter. The Company had no outstanding
debt, letters of credit or borrowings on its Revolver as of June 30, 2015 and September 30, 2015. If the Company had
any borrowings on its Revolver, it would have been required to maintain a NSSLR of less than or equal to 4.5x as of
September 30, 2015. The ratio is calculated as the consolidated net secured indebtedness as of the last day of the
quarter (defined as the consolidated net debt secured by any lien minus any cash and permitted investments) to the
preceding four quarters’ consolidated EBITDA (as defined in the Credit Agreement). The Company’s NSSLR was 2.9x
as of June 30, 2015 and 3.1x as of September 30, 2015. As of September 30, 2015, the Company was in compliance
with all of its covenants.

See Note 10 for discussion regarding the notice of conditional redemption of the Senior Notes.

Senior Secured Credit Facilities

Borrowings under the senior secured credit facilities bear interest at a rate equal to an applicable margin plus London
Interbank Offered Rate, or LIBOR, with a 1.25% floor, or, at the Company’s option, an applicable margin plus an
alternative base rate determined by reference to the higher of the prime rate or the federal funds rate plus 0.5%, with a
2.25% floor. In addition to paying interest on outstanding principal under the senior secured credit facilities, the
Company pays a per annum commitment fee on undrawn amounts under the revolving credit facility and customary
administrative fees. The senior secured credit facilities are guaranteed by the Company’s wholly-owned subsidiaries
and by Sterling Parent. The Term Loan B Facility matures in July 2018 and the Revolver matures in July 2016.

In addition, the senior secured credit facilities require the Company to prepay outstanding term loans, subject to
certain exceptions, in the case of excess cash flow, or ECF, and in the event of certain asset sales, condemnation
events and issuances of debt. The Company is required to make annual payments equal to 50% of ECF based upon
achievement of a net senior secured leverage ratio, or NSSLR, between 2.75x and 3.5x. The required annual payments
adjust to 75% of ECF when NSSLR is greater than 3.5x, 25% of ECF when NSSLR is between 2x and 2.75x, and zero
if NSSLR is less than 2x. Any required ECF payments are due in October each year, subject to acceptance by the
lenders. The Company repaid $140.0 million of its Term Loan B Facility in fiscal 2012, which satisfied all of the
Company’s required quarterly principal payments and required ECF principal payments for fiscal 2012. The Company

16
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repaid $20.0 million of its Term Loan B Facility in fiscal 2013, which satisfied the Company’s required ECF principal
payments for fiscal 2013. The Company's fiscal 2014 ECF requirement was $61.5 million, of which the Company
repaid $40.0 million during fiscal 2014. The remainder was tendered as payment in October 2014, of which $10.6

12
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million was declined by the lenders and returned to the Company, as permitted by the facility. No amount was due in
October 2015 based on the terms of the agreement.

The $8.75 million Term Loan B Facility original issue discount is being amortized to interest expense using the
effective interest method and added to the recorded debt amount over the seven-year term of the loan. During each of
the three months ended September 30, 2014 and 2015, $0.3 million of the original issue discount were amortized and
reflected in interest expense in the condensed consolidated statements of operations.

Costs incurred in connection with the issuance of the debt are amortized using the effective interest method over the
life of the related debt and accelerated to the extent that any repayment is made. During each of the the three months
ended September 30, 2014 and 2015, $1.7 million of costs were amortized and reflected in interest expense in the
condensed consolidated statements of operations.

As of September 30, 2015, interest accrued at a rate of 6.5% for the senior secured credit facilities. Interest payments
of $18.9 million and $10.9 million were made in the three months ended September 30, 2014 and 2015, respectively,
including $0.2 million and $0.2 million of commitment fees for the same periods.

Senior Notes due 2019

The Senior Notes due 2019 are guaranteed by SRA’s wholly-owned domestic subsidiaries.

Interest on the Senior Notes is payable semi-annually. The Senior Notes are redeemable, in whole or in part, at the
redemption prices set forth in the indenture governing the Senior Notes, including a redemption price of 105.5%
during the twelve-month period beginning on October 1, 2015, plus accrued and unpaid interest, if any, to the
redemption date.

As of September 30, 2015, interest accrued at 11.0% for the Senior Notes.

See Note 10 for discussion regarding the notice of conditional redemption of the Senior Notes.

6. Derivative Instruments and Hedging Activities:

Hedge of Interest Rate Risk

Risk Management Objective of Using Derivatives

The Company utilizes derivative financial instruments to manage interest rate risk related to its Term Loan B Facility.
Cash Flow Hedges of Interest Rate Risk

The Company’s objectives in using interest rate derivatives are to add stability to interest expense and to manage its
exposure to interest rate movements. To accomplish this objective, the Company uses interest rate swaps as part of its
interest rate risk management strategy. Such derivatives were used to hedge the variable cash flows associated with
existing variable-rate debt. As of both June 30, 2015 and September 30, 2015, the Company had outstanding interest
rate derivatives with a combined notional value of $500.0 million, which were designated as cash flow hedges of
interest rate risk. The interest rate swap derivatives decrease over time to a notional value of $475.0 million upon
maturity in July 2016.

The effective portion of changes in the fair value of derivatives designated and that qualify as cash flow hedges is
recorded in Accumulated Other Comprehensive Income, or AOCI, net of taxes, and is subsequently reclassified into
earnings in the period that the hedged forecasted transaction affects earnings. The ineffective portion of the change in
fair value of the derivatives is recognized directly in earnings. Amounts reported in AOCI related to derivatives will
be reclassified to interest expense as interest payments are made on the Company’s variable-rate debt. During the next
twelve months, the Company estimates that approximately $4.6 million will be reclassified from AOCI into earnings.
Fair Values of Derivative Instruments on the Condensed Consolidated Balance Sheets

The fair value of the Company’s derivative financial instruments, determined using Level 2 inputs (see Note 1), was
$10.0 million and $7.5 million as of June 30, 2015 and September 30, 2015, respectively. The current portion is
included in the accounts payable and accrued expenses and the long-term portion is included in other long-term
liabilities in the condensed consolidated balance sheets.

The Company utilizes a third-party pricing service to assist with determining the fair values for its interest rate swaps.
The Company performs procedures to corroborate the values provided by the pricing service including regular
discussions to understand
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the pricing service’s methodology and a review of the service provider’s Statement on Standards for Attestation
Engagements No. 16, or SSAE 16, report.
The Effect of Derivative Instruments on the Condensed Consolidated Statements of Operations & Condensed
Consolidated Statements of Comprehensive Loss
All amounts recorded in other comprehensive loss are related to the Company’s derivatives. The following table
represents a rollforward of amounts recognized in accumulated other comprehensive loss, including the
reclassifications out of the accumulated other comprehensive loss to the condensed consolidated statements of
operations (in thousands):

Three months ended September 30,

2014 2015
Beginning of period $(11,871 ) $(6,113 )
Other comprehensive loss before reclassifications
Total before tax (59 ) (182 )
Tax effect 23 71
Net of tax (36 ) (111 )
Amounts reclassified from accumulated other comprehensive loss
Total before tax 2,851 2,715
Tax effect (1,118 ) (1,056 )
Net of tax 1,733 1,659
Net other comprehensive income 1,697 1,548
End of period $(10,174 ) $(4,565 )

Credit Risk-Related Contingent Features

The Company has agreements with each of its interest rate swap counterparties that contain a provision providing that
the Company could be declared in default on its derivative obligations if repayment of the underlying indebtedness is
accelerated by the lender due to the Company's default on the indebtedness.

If the Company had breached any of the provisions of the agreements at September 30, 2015, it could have been
required to settle its obligations under the agreements at an estimated termination value. As of September 30, 2015,
the termination value of the interest rate swaps in a net liability position, which includes accrued interest but excludes
any adjustment for nonperformance risk related to these agreements, was $10.4 million. As of September 30, 2015,
the Company was not in breach of any of the provisions nor posted any collateral related to these agreements.

7. Commitments and Contingencies:

Government Contracting

The Company is subject to investigations and reviews relating to compliance with various laws and regulations. U.S.
Government agencies, including the Defense Contract Audit Agency, or DCAA, and the Defense Contract
Management Agency, or DCMA, routinely audit and review a contractor’s performance on government contracts;
accounting, estimating, and other management internal control systems; indirect rates and pricing practices; and
compliance with applicable contracting and procurement laws, regulations and standards, including U.S. Government
Cost Accounting Standards.

In November 2013, DCMA issued a report that deemed the Company’s accounting system acceptable. Any future
adverse audit findings or failure to obtain an “adequate” determination of the Company’s various accounting, estimating,
and other management internal control systems from the responsible U.S. government agency could significantly and
adversely affect its business, including its ability to bid on new contracts and its competitive position in the bidding
process. The government may also decrement billings until cited deficiencies are corrected and a follow-up review has
been performed by DCAA confirming corrective actions are adequate.

The DCAA has not completed audits of the Company’s incurred cost submissions for fiscal 2009 and subsequent fiscal
years. The Company has recorded financial results subsequent to fiscal 2008 based upon costs that the Company
believes will be
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approved upon final audit or review. If incurred cost audits result in adverse findings that exceed the Company’s
estimates, it may have a material adverse effect on the Company’s consolidated financial position, results of operations
or cash flows.

Litigation

The Company is subject to investigations, audits and reviews relating to compliance with various laws and regulations
with respect to its role as a contractor to agencies and departments of the U.S. Government, state, local, and foreign
governments, and otherwise in connection with performing services in countries outside of the United States. Such
matters can lead to criminal, civil or administrative proceedings and the Company could be faced with penalties, fines,
payments or compensatory damages. Adverse findings could also have a material adverse effect on the Company
because of its reliance on government contracts. The Company is subject to periodic audits by state, local, and foreign
governments for taxes. The Company is also involved in various claims, arbitrations and lawsuits arising in the normal
conduct of its business, including but not limited to bid protests, various employment litigation matters, contractual
disputes and charges before administrative agencies. Although the Company can give no assurance, based upon its
evaluation and taking into account the advice of legal counsel, the Company does not believe that the outcome of any
such matter would likely have a material adverse effect on the Company’s consolidated financial position, results of
operations, or cash flows.

8. Facility Exit Costs:

Periodically the Company initiates activities to consolidate and exit certain underutilized leased facilities as well as
sublease excess space. The Company exited underutilized office space in several of its leased facilities and recognized
total facility exit charges of $1.4 million during the three months ended September 30, 2014. During the three months
ended September 30, 2015, the Company recognized facility exit charges of $0.2 million, offset by a reduction in the
facility exit charge of $0.9 million due to additional space needed for a previously darkened facility as a result of
newly awarded contract. Future lease payments will continue to be made through the end of the lease terms, with the
latest expiring in fiscal 2026.

In determining the fair value of the facility exit charges, the Company made estimates related to potential sublease
income and future exit costs. If the actual amounts differ from the Company’s estimates, the amount of the facility exit
charges could be impacted.

The following is a summary of the accrued facility exit charge (in thousands). The current portion is included in
accounts payable and accrued expenses and the long-term portion is included in other long-term liabilities in the
condensed consolidated balance sheets.

Balance as of June 30, 2015 $10,786

Facility exit costs accrued, net (627 )
Cash payments (1,616 )
Other (50 )
Balance as of September 30, 2015 8,493

Current portion of facility exit charge liability (5,145 )
Long-term facility exit charge liability $3,348

9. Related Party Transactions:

In connection with the Transaction, SRA entered into an agreement with Providence under which Providence provides
the Company with advisory, consulting, and other services for which the Company pays Providence an annual
management fee. In addition to the management fee, the Company is responsible for expenses incurred by Providence
in connection with its performance of these services. The Company incurred $0.5 million in management fees and
expenses for each of the three months ended September 30, 2014 and 2015.

From time to time, and in the ordinary course of business, the Company purchases goods and services from other
Providence portfolio companies. Costs associated with these related party transactions for the three months ended
September 30, 2014 and 2015 were $1.4 million and $3.3 million, respectively.

As of June 30, 2015, there were no amounts due from related parties and $1.2 million due to related parties, which
was included in accounts payable and accrued expenses in the accompanying condensed consolidated balance sheet.
As of September 30, 2015, there were no amounts due from related parties and $0.2 million due to related parties,
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which was included in accounts payable and accrued expenses in the accompanying condensed consolidated balance

sheet.
10. Subsequent Events:
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During October 2015, the Company borrowed $30.0 million under its Revolver for operational use which was
subsequently repaid.

On October 19, 2015 the Company announced its intention to redeem all of its outstanding 11% Senior Notes due
2019. The redemption of the Notes is subject to the satisfaction of specified conditions, including the consummation
of the previously announced combination of the Company with CSGov on or prior to the redemption date.

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

Overview

SRA is a leading provider of sophisticated I'T and professional services to the U.S. federal government. SRA’s services
help its government customers address complex IT needs in order to achieve their missions more effectively, while
also increasing efficiency and reducing expenses. During fiscal 2015 approximately 70% of SRA’s revenue is derived
from IT service offerings, including software and systems development, network infrastructure and cloud services,
and cybersecurity, with the remaining 30% derived from domain-specific professional services in areas such as
intelligence analysis, bioinformatics and health sciences, energy and environmental consulting, and enterprise
planning and resource management. SRA’s business has an attractive operating model, characterized by recurring
revenues, diverse multi-year contracts, and strong free cash flow conversion.

SRA believes that the large size of its addressable market and its focus on higher growth areas of the market provide it
with ample opportunities to grow. SRA estimates, based in part on data from the FPDS, that the U.S. federal
government spent approximately $125 billion in government fiscal year 2014 with third parties on the types of IT and
professional services that SRA provides, which SRA refers to as its addressable market. Within its addressable
market, SRA generated approximately 78% of its revenue in fiscal 2015 from the health, civil, intelligence, homeland
security, and law enforcement end markets. According to IDC spending by the federal government in the health and
civil IT markets is forecasted to grow 5.1% annually from government fiscal year 2014 to 2019, which compares to a
forecasted CAGR of 0.5% for spending in the federal DoD IT markets over the same period. In addition, SRA
generated approximately 22% of its revenue in fiscal 2015 from the defense end market, where it focus on technically
complex IT services with long-term demand drivers, such as cybersecurity, mobility, big data, data center
optimization, common networking infrastructure, cloud and supporting applications. More than half of SRA’s fiscal
2015 revenue from the defense end market came from services areas such as joint operations and other Unified
Combatant Commands. According to IDC, these services areas of the federal DoD IT market make up more than a
third of the entire federal DoD IT market and are forecasted to grow at a CAGR of 3.6% from government fiscal year
2014 to 2019. Less than 2% of SRA’s fiscal 2015 revenue was derived from the declining portion of the defense end
market tied to OCO funding.

In addition to focusing on attractive and growing segments of its addressable market, SRA has invested in business
development capabilities that it believes will enable it to continue to grow its market share. From 2011 through 2015,
SRA has nearly doubled headcount in its business development functions, while also reorganizing its resources to
more effectively pursue and win new business in its target markets. Through these efforts, SRA increased the volume
of new contract opportunities for which it submitted bids from $2.2 billion in fiscal 2011 to $6.1 billion in fiscal 2015.
SRA has also enhanced the quality of its business development process by identifying and pursuing new business
opportunities earlier and focusing on contracts where its services are differentiated from its competitors. As a result,
SRA has maintained stable new business win rates in both fiscal 2014 and fiscal 2015 and increased new business
contract wins from $334 million in fiscal 2012 to $542 million in fiscal 2015.

SRA’s revenue is diversified across more than 900 unique contracts, with no single government agency representing
more than 10% of revenue and no single contract representing more than 5% of revenue for fiscal 2015. Moreover,
SRA has an attractive mix of contract types with approximately 73% and 72% of its revenue in fiscal 2015 and the
three months ended September 30, 2015, respectively, generated from fixed-price or time-and-materials contracts,
which typically generate higher margins than cost-plus-fee contracts.

SRA’s attractive business model consists of multi-year contracts with high revenue visibility, attractive margins, and
strong free cash flow conversion. SRA typically serves its customers under long-term contracts that span three to
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seven years, and SRA has served many of its customers for more than 20 years. SRA’s long-term contracts and
relationships provide it with high revenue visibility, with average contract lengths of approximately five years as of
June 30, 2015. Further, SRA’s $3.8 billion of total backlog September 30, 2015, provides it with a base of future
revenues supported by existing contracts. In addition, with capital expenditures of less than 1% of revenue and low
working capital requirements, SRA has historically had strong free cash flow conversion, allowing it to generate
approximately $385 million of cash available for debt reduction or acquisitions since the Providence Acquisition in
July 2011.
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SRA directs substantial resources towards recruiting, training and promoting its employees and fosters a
high-performance culture throughout its organization. SRA’s culture is based on a set of core principles that have
defined its business throughout SRA’s nearly 40-year history: integrity, quality work for its customers, employee
satisfaction, and service to its country and communities. SRA believes that its emphasis on developing and
maintaining a high-performance team and culture based on SRA’s foundational ethic of Honesty and Service® is a key
competitive strength, helping to ensure SRA efficiently delivers consistent, high-quality work for its customers.
On August 31, 2015, we announced that we had entered into a definitive agreement to combine our business operation
with Computer Science Corporation's (CSC) government services unit, Computer Sciences Government Services
(CSGov). The merger is expected to close during the second quarter of fiscal 2016, in conjunction with the separation
of CSGov from CSC with CSGov being the surviving entity.
Forward-Looking Statements
Some of the statements under “Management’s Discussion and Analysis of Financial Condition and Results of
Operations” and elsewhere in this quarterly report on Form 10-Q constitute forward-looking statements within the
meaning of The Private Securities Litigation Reform Act of 1995. These statements involve known and unknown
risks, uncertainties and other factors that may cause our actual results, levels of activity, performance or achievements
to be materially different from any future results, levels of activity, performance or achievements expressed or implied
by such forward-looking statements. In some cases, you can identify these statements by forward-looking words such
as “anticipate,” “believe,” “could,” “estimate,” “expect,” “intend,” “may,” “plan,” “potential,” “should,” “will,” and “would” o
You should read statements that contain these words carefully because they discuss our future expectations, contain
projections of our future results of operations or of our financial position, or state other forward-looking information.
We believe that it is important to communicate our future expectations to our investors. However, there may be events
in the future that we are not able to predict accurately or control. The factors listed in the “Risk Factors” section of our
annual report on Form 10-K filed with the Securities and Exchange Commission, or SEC, on August 7, 2015 and this
quarterly report on Form 10-Q, provide some, but not all, possible examples of risks, uncertainties and events that
may cause our actual results to differ materially from the expectations we describe in our forward-looking statements.
Factors or risks that could cause our actual results to differ materially from the results we anticipate include, but are
not limited to:
.failure to consummate our combination with CSGov on a timely basis, or at all, which is a condition to our
redemption of the Senior Notes;

reduced spending levels and changing budget priorities of our largest customer, the United States federal

government, which accounted for more than 97% of our revenue in the first quarter of fiscal 2016;
failure of our customers to fund a contract or exercise options to extend contracts, or our inability to successfully
execute awarded contracts;
failure to convert our backlog into revenue and the timing of our receipt of revenue under contracts included in
backlog;
changes in estimates used in recognizing revenue;
our ability to generate revenue under certain of our contracts;
our ability to successfully implement our growth strategy;
future spending cuts to civil and defense programs as a result of sequestration, government shutdowns, or other
budget constraints;
failure to maintain strong relationships with government entities and agencies and other contractors and
subcontractors;
limitations as a result of our substantial indebtedness which could adversely affect our financial health, operational
flexibility, and strategic plans;
failure to generate cash sufficient to pay the principal of, interest on, or other amounts due on our debt;
failure to comply with complex laws and regulations, including, but not limited to, the False Claims Act, the Federal
Acquisition Regulation, or FAR, the Defense Federal Acquisition Regulation Supplement, and the U.S. Government
Cost Accounting Standards;
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possible delays or overturning of our government contract awards due to bid protests, loss of contract revenue, or
diminished opportunities based on the existence of organizational conflicts of interest or failure to perform by other
companies on which we depend to deliver products and services;

security threats, attacks, or other disruptions to our information infrastructure, or failure to comply with complex
network security, data privacy or legal and contractual obligations, or the failure to protect sensitive information;
inability or failure to adequately protect our proprietary information or intellectual property rights or violation of
third-party intellectual rights;

potential for significant economic or personal liabilities resulting from failures, errors, delays, or defects associated
with products, services, and systems we supply, including risks associated with work performed through joint venture
arrangements;

adverse changes in federal government practices;

pricing pressure on new work, reduced profitability, or loss of market share due to intense competition and
commoditization of services we offer;

adverse results of audits and investigations conducted by the Defense Contract Audit Agency, Internal Revenue
§ervice, or IRS, or any of the Inspectors General for various agencies with which we contract, including, without
limitation, any determination that our purchasing, property, estimating, cost accounting, labor, billing, compensation,
management information systems, or contractor internal control systems are deficient;

adverse determinations of any tax authority successfully challenging our operational structure, transfer pricing
policies, or the taxable presence of our remaining subsidiaries in certain countries, or a finding against us in a material
tax dispute, could increase our effective tax rate on our earnings and materially decrease earnings and negatively
affect cash flows from operations;

changes in the mix of our contracts and difficulties accurately estimating contract costs and contract performance
requirements;

failure to collect, or delays in the collection of, our receivables;

failure of any government audit or compliance requirement including any failure to comply with laws and regulations
applicable to government services providers;

possible impairment of goodwill, trade names, and other assets as a result of customer budget pressures and reduced
U.S. federal government spending;

challenges attracting and retaining key personnel or high-quality employees, particularly those with security
clearances;

failure to manage acquisitions or divestitures successfully, including identifying, evaluating, and valuing acquisition
targets, integrating acquired companies, businesses or assets, losses associated with divestitures, and the inability to
effect divestitures at attractive prices and on a desired timeline;

possible future losses that exceed our insurance coverage;

pending litigation and any resulting expenses, payments, or sanctions, including, but not limited to, penalties,
compensatory damages, or suspension or debarment from future government contracting; and

the significant influence Providence (as defined herein) and Dr. Ernst Volgenau have over corporate decisions.
Although we believe that the expectations reflected in the forward-looking statements are reasonable, we cannot
guarantee future results, levels of activity, performance or achievements. You should not place undue reliance on
these forward-looking statements, which apply only as of the date of this quarterly report on Form 10-Q. Subsequent
events and developments may cause our views to change. While we may elect to update these forward-looking
statements at some point in the future, we specifically disclaim any obligation to do so, except as required by law.
Non-GAAP Financial Measures

Adjusted EBITDA presented in this section is a supplemental measure that is not required by, or presented in
accordance with generally accepted accounting principles, or GAAP. This non-GAAP measure is not a measurement
of our financial performance under GAAP and should not be considered as an alternative to net income, operating
income, or any other performance measure derived in accordance with GAAP. In addition, our calculations of this
non-GAAP measure may not be comparable to that of other companies. We believe this measure is frequently used by
securities analysts, investors, and other interested parties in the evaluation of high-yield issuers, as well as
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management to assess operating performance.
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Business Environment and Outlook

SRA generated more than 97% of its revenue from services provided on engagements with various agencies of the
U.S. federal government in each of fiscal 2014 and fiscal 2015. Accordingly, SRA’s business performance is affected
by the overall level of federal spending.

Demand for IT and professional services is being driven by priorities of SRA’s customers to invest in areas such as
cybersecurity, cloud infrastructure, improved communications systems, I'T modernization, data privacy protection,
data analytics, and intelligence. Over the past few years, critical investments in these areas have been deferred due to
budget constraints, resulting in a growing backlog of government IT needs. To that end, the administration’s
government fiscal year 2016 budget request for IT spending proposes an increase of $1.4 billion, or 1.8% (from $78.1
billion to $79.5 billion), over the 2015 budget request level.

The sequester cuts enacted by the Budget Control Act of 2011 reduced spending levels in most federal agencies, and
the government shutdown in October 2013 discontinued many federal functions and associated contractor support for
approximately two weeks. In December 2013, the President signed the Bipartisan Budget Act of 2013, which revised
the limits on discretionary appropriations for government fiscal years 2014 and 2015, providing for higher levels of
funding in those years than were allowed under the prior caps and budget enforcement procedures. On October 1,
2014, the government’s fiscal year 2015 began under a continuing resolution. The government has since been funded
by a December 2014 omnibus spending bill and subsequent bills. On November 2, 2015, the president signed into law
a budget bill that sets federal spending through fiscal year 2017 and raises the debt ceiling until March of 2017.

In certain of SRA’s markets, contract awards continue to face delays, pricing pressure and greater numbers of
competitors. However, SRA has observed fewer instances of contract scope reductions and funding pressure has
lessened in recent periods. SRA believes that the administration’s request for incremental spending in IT for
government fiscal year 2016 reflects increased focus by the government on these services.

Key Metrics

We manage and assess the performance of our business by evaluating a variety of metrics. Selected key metrics are
discussed below.

Submittals, Awards, Book-to-Bill, and Backlog

Our future growth is dependent upon our ability to successfully bid and win new contracts in our target markets.
Submittals include the total value of bids submitted for prime funded opportunities, including both new and recompete
contracts. The total value of proposals we submitted during first quarter of fiscal 2016 was $1.8 billion, $1.4 billion of
which was for new business opportunities. Submittals do not include values of bids submitted for indefinite
delivery/indefinite quantity (or ID/IQ) contracts or bids submitted as a subcontractor.

Contract awards generally represent the amount of revenue expected to be earned in the future from funded and
unfunded contract awards received during the period. Contract awards include both new and recompete contracts.
Given that new contracts generate growth, we closely track the new awards component of contract awards each year.
The total value of awards we received during first quarter of fiscal 2016 was $0.8 billion.

Another key measure of our business growth is the ratio of total contract awards to revenue recorded in the same
period, or the book-to-bill ratio. In order to drive future revenue growth, our goal is for the level of contract awards in
a given period to exceed the revenue booked, thus yielding a book-to-bill ratio greater than 1.0. Our book-to-bill ratio
for the period ending September 30, 2015, was 2.3.

Backlog represents our estimate of the remaining future revenues from our existing contracts. More specifically, we
define backlog as the funded and unfunded orders for services under existing signed contracts, assuming the exercise
of all option years relating to those contracts, less the amount of revenue we have previously recognized under those
contracts and de-obligations. Backlog includes all contract options that have been priced but not yet funded, and
includes an estimate of the contract value under single award ID/IQ contracts against which we expect future task
orders to be issued without competition. Backlog does not include any value for the ceiling of multiple award
contracts, nor does it include any estimate of future potential delivery orders that might be awarded under multiple
award ID/IQ vehicles, government-wide acquisition contracts (or GWACsS), or General Service Administration (or
GSA) schedule contracts. We define funded backlog to be the portion of backlog for which funding currently is
appropriated and obligated to us under a contract or other authorization for payment signed by an authorized

30



Edgar Filing: SRA INTERNATIONAL, INC. - Form 10-Q

purchasing authority.

Congress often appropriates funds for our customers on a yearly basis, even though the corresponding contract with us
may call for performance that is expected to take a number of years. As a result, contracts are typically only partially
funded at
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any point during their term with further funding dependent on Congress making subsequent appropriations and the
procuring agency allocating funding to the contract.

Ceiling increases result from upward contract adjustments under existing contracts and increases in scope. Backlog is
decreased by de-obligations and removals, which is the removal of amounts previously awarded by a customer
resulting from either (i) a formal contract modification issued by the customer reducing, or de-obligating, the
remaining contract value, or (ii) the expiration of the period of performance without an extension issued by the
customer which would be necessary for us to continue working under the contract. In the latter case we remove the
remaining contract value from backlog even though the contract value is not formally de-obligated by the customer.
Our total backlog as of September 30, 2015 includes orders under contracts that, in some cases, extend for several
years, with the latest expiring during calendar year 2026.

As of September 30, 2015, we expect to recognize approximately 27% of our backlog as revenue within the next
twelve months.

(in millions) ggpfgember 30,
Funded $862
Unfunded 2,970

Total backlog $3,832

Contract Mix

When contracting with our customers, we typically enter into one of three basic types of contracts: cost-plus-fee,
time-and-materials, and fixed-price.

Cost-plus-fee contracts. Cost-plus-fee contracts provide for reimbursement of allowable costs and the payment of a
fee, which is our profit. In addition, some cost-plus-fee contracts provide for an award fee or incentive fee for meeting
the requirements of the contract.

Time-and-materials contracts. Time-and-materials contracts provide for a fixed hourly rate for each direct labor hour
expended plus reimbursement of allowable material costs and out-of-pocket expenses.

Fixed-price contracts. Fixed-price contracts provide for a pre-determined fixed price for specified products and/or
services. Fixed-price-level-of-effort contracts are similar to time-and-materials contracts except they require a
specified level of effort over a stated period of time. To the extent our actual costs vary from the estimates upon which
the price of the fixed-price contract was negotiated, we will generate more or less than the anticipated amount of
profit or could incur a loss.

Each of these contract types has unique characteristics. From time to time, contracts may be issued that are a
combination or hybrid of contract types. Cost-plus-fee contracts generally subject us to lower risk. They also can
include award fees or incentive fees under which the customer may make additional payments based on our
performance. However, not all costs are reimbursed under these types of contracts, and the government carefully
reviews the costs we charge. In addition, negotiated base fees are generally lower than projected profits on fixed-price
or time-and-materials contracts, consistent with our lower risk. Under time-and-materials contracts, including our
fixed-price-level-of effort contracts, we are also generally subject to lower risk; however, our profit may vary if actual
labor hour costs vary significantly from the negotiated rates. Fixed-price contracts typically involve the highest risk
and, as a result, typically have higher fee levels. Fixed-price contracts require that we absorb cost overruns, should
they occur.

The following table summarizes our historical contract mix, measured as a percentage of total revenue, for the periods
indicated.
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Three months ended September 30,

2014 2015
Cost-plus-fee 27 % 28 %
Time-and-materials 39 % 38 %
Fixed-price (a) 34 % 34 %

(a) Includes approximately 3% of the revenue earned on fixed-price-level-of-effort contracts for the three months
ended September 30, 2014 and 2015.

Days Sales Outstanding

Days sales outstanding, or DSO, is a measure of how efficiently we manage the billing and collection of accounts
receivable, our most significant working capital component. From time to time we may offer discounts to our
customers for early payment. We have also utilized an accounts receivable factoring facility to accelerate cash flow
and lower our DSO. We calculate DSO by dividing accounts receivable at the end of each quarter, net of billings in
excess of revenue, by revenue per day for the period. Revenue per day for a quarter is determined by dividing total
revenue by 90 days, adjusted for partial periods related to any acquisitions and divestitures. DSO was 53 days as of
September 30, 2014 and 58 days as of September 30, 2015. The increase in DSO as of September 30, 2015 was due
to, in part, to the temporary discontinuation of our factoring program.

Adjusted EBITDA and Free Cash Flow

We present Adjusted EBITDA and Free Cash Flow as they are measures used by our management to evaluate our
operating performance and make investment decisions. These metrics are not recognized terms under GAAP and do
not purport to be alternatives to measures of our operating performance as presented in accordance with GAAP. For
further discussion on Adjusted EBITDA and Free Cash Flow, see “Non-GAAP Metrics.”

Seasonality

Certain aspects of our operations are influenced by the federal government’s October-to-September fiscal year. It is not
uncommon to experience a higher level of contract awards, funding actions and overall government demand for
services in the final months and weeks of the government fiscal year.

Additionally, our quarterly results are impacted by the number of working days in a given quarter. There are generally
fewer working days for our employees to generate revenue in the first and second quarters of our fiscal year (which
are the third and fourth calendar quarters) because our employees usually take relatively more leave for vacations and
holidays, which leads to lower revenue and profitability in those quarters. Also, we typically give annual raises to our
employees in the first half of our fiscal year, while the billing rates on our time-and-materials contracts typically
escalate gradually, causing the profitability on these contracts to increase over the course of our fiscal year.

Summary of Financial Results
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Revenue

Operating costs and expenses:
Cost of services

Selling, general and administrative
Depreciation and amortization of property and equipment
Amortization of intangible assets
Total operating costs and expenses
Operating income

Interest expense

Interest income

Loss before income taxes

Benefit from income taxes

Net loss

Net cash provided by (used in) operating activities
Net cash used in investing activities

Net cash used in financing activities

Net increase (decrease) in cash and cash equivalents

22

Three months ended September 30,

2014 2015
$338,614 $351,006
255,763 269,849
44,929 47,707
2,076 1,982
14,772 11,068
317,540 330,606
21,074 20,400
(27,274 ) (26,950
14 15

(6,186 ) (6,535
(2,028 ) (2,593
$(4,158 ) $(3,942
Three months ended September 30,
2014 2015
$12,748 $(24,257
(3,146 ) (2,930
$9,602 $(27,187
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Results of Operations
Revenue

Revenue increased 3.7% to $351.0 million in the three months ended September 30, 2015 from $338.6 million in the
three months ended September 30, 2014. This increase was driven by the acquisition of substantially all the

government services business from Qbase LLC ("Qbase") in April 2015.

Operating Costs and Expenses

Operating costs and expenses consisted of the following for the periods presented (dollars in thousands):

Cost of services

Selling, general and administrative
Depreciation and amortization of property and
equipment

Amortization of intangible assets

Cost of services

Selling, general and administrative
Depreciation and amortization of property and
equipment

Amortization of intangible assets

23

Three months ended September 30,

2014
$255,763
44,929
2,076
14,772

2015
$269,849
47,707
1,982
11,068

(as a percentage of revenue)

75.5
13.3

0.6
4.4

% 76.9
% 13.6

% 0.6
% 3.2

%
%

%
%

% Change

55 %
6.2 %
4.5 )%
(25.1 )%
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Cost of services consisted of the following for the periods presented (dollars in thousands):

Three Months Three Months

Ended % of total Ended % of total

September 30, 2014 September 30, 2015
Direct labor and related overhead $130,084 50.8 % $141,248 52.4 %
Subcontractor labor 86,119 33.7 % 85,043 31.5 %
Materials and other reimbursable costs 39,560 15.5 % 43,558 16.1 %
Total cost of services $255,763 $269,849

Cost of services increased $14.1 million in the three months ended September 30, 2015 compared to the three months
ended September 30, 2014. The increase is due to higher business volume resulting from the acquisition of Qbase in
April 2015. As a percentage of revenue, cost of services increased due to higher materials costs and lower margins on
recent awards.

Cost of services as a percentage of revenue varies from period to period depending on the mix of direct labor,
subcontractor labor, and materials and other reimbursable costs. In periods where we have more materials and other
reimbursable content, our costs of services as a percentage of revenue will be higher. We seek to optimize our labor
content in performance of our contracts since we typically generate greater gross margin from our labor services,
particularly from services that our employees provide, compared with other reimbursable items.

SG&A increased $2.8 million in the three months ended September 30, 2015 compared to the three months ended
September 30, 2014 in part related to approximately $7.7 million of merger and acquisition costs. Excluding the
impact of the merger and acquisition costs, facility exit charges, stock compensation expense, severance charges to
reduce our indirect labor force, officer compensation and other non-recurring costs, which are all discussed in greater
detail in the section listed “Non-GAAP Metrics,” SG&A decreased approximately $2.9 million in the three months
ended September 30, 2015 compared to the comparable period of the prior year as a result of incremental state
incentive tax credits and decreased spending on marketing, bid and proposal costs.

Depreciation and amortization of property and equipment did not materially change in the three months ended
September 30, 2015 compared to the three months ended September 30, 2014.

Amortization of intangible assets decreased $3.7 million in the three months ended September 30, 2015 as compared
to the three months ended September 30, 2014, primarily as a result of accelerated recognition of amortization based
on the expected benefits of the assets.

24

36



Edgar Filing: SRA INTERNATIONAL, INC. - Form 10-Q

Interest
Three months ended September 30,
2014 2015
Interest expense $(27,274 ) $(26,950 )
Interest income 14 15
Interest, net $(27,260 ) $(26,935 )

Interest expense remained consistent three months ended September 30, 2015 compared to the comparable prior year
period. We manage our exposure to interest rate movements through the use of interest rate swap agreements. As of
September 30, 2015, we had fixed the interest rate on all but $164.2 million of our outstanding total debt.
Income Taxes
Our effective tax rate for the three months ended September 30, 2014 and 2015 was a tax benefit of 32.8% and 39.7%,
respectively. Our first quarter fiscal 2014 effective tax rate was lower than the statutory income tax rate primarily due
to non-deductible permanent items and minimal state taxes. Our first quarter fiscal 2015 tax rate was slightly higher
than the statutory income tax rate primarily as a result of non-deductible permanent items.
The Internal Revenue Service, or IRS, is currently examining the Company’s federal income tax return for fiscal 2011.
The IRS has contested a $136.7 million worthless stock deduction of a disposed subsidiary in that period. We believe
our tax positions are appropriate and are prepared to vigorously defend them.
Adjusted EBITDA and Free Cash Flow
Adjusted EBITDA increased during the first quarter of fiscal 2016 compared to first quarter of fiscal 2015 due to the
Qbase acquisition. Excluding the acquisition, adjusted EBITDA decreased due to lower margins on recent awards.
Free cash flow decreased during first quarter of fiscal 2016 compared to first quarter of fiscal 2015 due primarily to
lower volume of accounts receivables factored as well as the timing of payroll-related items and vendor payments.
Liquidity and Capital Resources
Our primary capital needs are to finance the costs of operations, pending the billing and collection of accounts
receivable and to make acquisitions. Our working capital (current assets minus current liabilities) as of September 30,
2015 was $83.8 million compared to $72.5 million as of June 30, 2015. As of September 30, 2015, our total
unrestricted cash and cash equivalents was $68.8 million and our total outstanding debt was approximately $1.1
billion, excluding unamortized discount.

Three months ended September 30,

2014 2015
Net cash provided by (used in) operating activities $12,748 $(24,257 )
Net cash used in investing activities (3,146 ) (2,930 )
Net cash used in financing activities — —
Net increase (decrease) in cash and cash equivalents $9,602 $(27,187 )
Cash Flow

Accounts receivable represent our largest working capital requirement. We bill the majority of our customers monthly
after services are rendered. Our operating cash flow is primarily affected by the overall profitability of our contracts,
our ability to invoice and collect from our customers in a timely manner, and the timing of vendor and tax payments.
Net cash provided by operating activities was $12.7 million in the three months ended September 30, 2014 and net
cash used in operating activities was $24.3 million in the three months ended September 30, 2015. In the three months
ended September 30, 2015, the increase in cash used in operating activities was primarily due to a lower volume of
accounts receivable sold pursuant to our factoring program as the available facility was temporarily reduced by $50.0
million.
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Net cash used in investing activities was $3.1 million and $2.9 million for the three months ended September 30, 2014
and September 30, 2015, respectively, related to capital expenditures.

There was no cash used in financing activities during the three months ended September 30, 2014 or 2015.
Indebtedness

In connection with the Transaction, we entered into senior secured credit facilities consisting of an $875.0 million
term loan facility, which we refer to as the Term Loan B Facility, with a term of seven years. On the same date we
also entered into a $100.0 million revolving credit facility with a term of five years, which we refer to as the Existing
Revolver. We refer to the Existing Revolver and the Term Loan B Facility, together, as the Existing Senior Secured
Credit Facilities. Additionally, we issued $400 million aggregate principal amount of senior notes due October 1,
2019, which we refer to as the Senior Notes.

Our Term Loan B Facility requires annual payments equal to 50% of excess cash flow, or ECF, based upon
achievement of a net senior secured leverage ratio, or NSSLR, between 2.75x and 3.5x. The required annual payments
adjust to 75% of ECF when NSSLR is greater than 3.5x, 25% of ECF when NSSLR is between 2x and 2.75x, and zero
if NSSLR is less than 2x. Any required ECF payments are due in October each year, subject to acceptance by the
lenders. We are required to meet the NSSLR covenant quarterly if any revolving loan, swing-line loan or letter of
credit is outstanding on the last day of the quarter. As of September 30, 2015, we had no outstanding letters of credit
or borrowings under our Existing Revolver. The ratio is calculated as the consolidated net secured indebtedness as of
the last day of the quarter (defined as consolidated net secured debt less any cash and permitted investments) to the
preceding four quarters’ consolidated EBITDA (as defined in the Credit Agreement). As of September 30, 2015, our
net senior secured leverage ratio was 3.1x and we were in compliance with all of our covenants under the Existing
Senior Secured Credit Facilities.

The fiscal 2014 ECF requirement was $61.5 million, of which we repaid $40.0 million during fiscal 2014. The
remainder was tendered as payment in October 2014, of which $10.6 million was declined by the lenders and returned
to the Company, as permitted by the facility. No amount was due in October 2015 due to the Qbase Government
Services Business acquisition in April 2015.

The Senior Notes bear interest at a rate of 11% per annum and mature on October 1, 2019. Interest on the Senior
Notes is payable semi-annually. The Senior Notes are redeemable, in whole or in part, at the redemption prices set
forth in the indenture governing the Senior Notes, including a redemption price of 105.5% during the twelve-month
period beginning on October 1, 2015, plus accrued and unpaid interest, if any, to the redemption date. On October 19,
2015 we announced our intention to redeem all of the Notes subject to the satisfaction of specified conditions,
including the consummation of the previously announced combination of the Company with CSGov on or prior to the
redemption date.

The Existing Senior Secured Credit Facilities and the Senior Notes are guaranteed by all of our wholly owned
subsidiaries. The Existing Senior Secured Credit Facilities are also guaranteed by Sterling Parent LLC. The guarantees
are full and unconditional and joint and several. Each of our subsidiary guarantors are 100% owned and have no
independent assets or operations.

Capital Requirements

We believe the capital resources available to us under the Revolver portion of our Senior Secured Credit Facilities and
cash from our operations are adequate to fund our normal working capital needs as well as our capital expenditure
requirements, which are expected to be approximately 1.5% of revenue primarily due to our headquarters move, for at
least the next twelve months. Historically, our capital expenditure requirements have been less than 1.0% of revenue.
Income Taxes

The Transaction accelerated the recognition of expense for stock options and restricted stock, creating a tax deduction
of approximately $80.0 million in fiscal 2012. As a result of net operating loss carryforwards resulting primarily from
this stock compensation deduction we did not make significant tax payments in fiscal 2015. The net operating losses
are fully utilized, therefore, we anticipate an increase in income tax payments in fiscal 2016.

Accounts Receivable Factoring

During fiscal 2014, we entered into an accounts receivable purchase agreement under which we sell certain accounts
receivable to a third party (the “Factor”), without recourse to the Company. The Factor initially pays the Company 90%

38



Edgar Filing: SRA INTERNATIONAL, INC. - Form 10-Q

of the receivable and the remaining price is deferred and based on the amount the Factor receives from our customer.
The structure of the transaction provides for a true sale, on a revolving basis, of the receivables transferred.
Accordingly, upon transfer of the receivable to the Factor, the receivable is removed from our consolidated balance
sheet, a loss on the sale is recorded and the deferred price is an account receivable until it is collected. During the first
quarter of fiscal 2016, a portion of our factoring program
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was temporarily discontinued. As of June 30, 2015 and September 30, 2015, the balance of the sold receivables may
not exceed at any time $56 million and $6 million, respectively. During the first quarter of fiscal 2016, the Company
sold $43.0 million of receivables and recognized a related loss of $0.1 million in selling, general and administrative
expenses. As of September 30, 2015, the balance of the sold receivables was $2.5 million, and the related deferred
price was $0.3 million. As of September 30, 2015, the available unused facility was approximately $3.5 million.
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Off-Balance Sheet Arrangements

As of September 30, 2015, we had no material off-balance sheet arrangements, including retained or contingent
interests in assets transferred to unconsolidated entities; derivative instruments indexed to our stock and classified in
stockholder’s equity on the condensed consolidated balance sheet; or variable interests in entities that provide us with
financing, liquidity, market risk or credit risk support or engage with us in leasing, hedging or research and
development services. We utilize interest rate derivatives to add stability to interest expense and to manage our
exposure to interest rate movements.

For further discussion of our derivative instruments and hedging activities see Item 3 below and Note 6 to our
condensed consolidated financial statements as of and for the period ended September 30, 2015 included in this
quarterly report on Form 10-Q.

Description of Critical Accounting Policies and Estimates

The preparation of our financial statements in accordance with GAAP requires us to make estimates and judgments
that affect the reported amounts of assets, liabilities, revenue and expenses, as well as the disclosure of contingent
assets and liabilities. These estimates are based on our historical experience and various other factors that are deemed
reasonable at the time the estimates are made. Actual results may differ significantly from these estimates under
different assumptions or conditions. We re-evaluate these estimates quarterly and test goodwill and trade names for
impairment at least annually during the fourth quarter as of April 1. We believe the critical accounting policies
requiring significant estimates and judgments are revenue recognition, accounting for acquisitions, including the
identification of intangible assets and the ongoing impairment assessments of goodwill and intangible assets,
accounting for stock compensation expense and income taxes. If any of these estimates or judgments proves to be
inaccurate, our results could be materially affected in the future.

For a full discussion of our critical accounting policies, refer to the "Description of Critical Accounting Policies and
Estimates" section included in our annual report on Form 10-K filed with the Securities and Exchange Commission on
August 7, 2015.

Recent Accounting Pronouncements

In May 2014, the Financial Accounting Standards Board, or FASB, issued Accounting Standard Update, or ASU,
2014-09, Revenue from Contracts with Customers, which requires an entity to recognize the amount of revenue to
which it expects to be entitled for the transfer of promised goods or services to customers. This ASU will replace most
existing revenue recognition guidance in U.S. GAAP when it becomes effective. This ASU is effective for the
Company’s fiscal 2019. This ASU permits the use of either the retrospective or cumulative effect transition method.
Management is evaluating the methods of adoption allowed by this ASU and the effect that it is expected to have on
our consolidated financial statements.

In April 2015, FASB issued ASU 2015-03, Interest - Imputation of Interest, which requires the debt issuance costs
related to a recognized debt liability be presented in the balance sheet as a direct deduction from the carrying amount
of that debt liability, consistent with the presentation of debt discounts. This ASU is effective for the Company’s fiscal
2017. Adoption of this standard is not expected to have a material impact on our consolidated financial position,
results of operations, or cash flows.

In April 2015, FASB issued ASU No. 2015-05, Intangibles-Goodwill and Other-Internal-Use Software (Subtopic
350-40): Customer’s Accounting for Fees Paid in a Cloud Computing Arrangement. ASU 2015-05 provides guidance
to customers about whether a cloud computing arrangement includes a software license. If a cloud computing
arrangement includes a software license, then the customer should account for the software license element of the
arrangement consistent with the acquisition of other software licenses. If a cloud computing arrangement does not
include a software license, the customer should account for the arrangement as a service contract. The new guidance
becomes effective for the Company on July 1, 2016 with early adoption permitted. The Company can elect to adopt
ASU 2015-05 prospectively to all arrangements entered into or materially modified after the effective date or
retrospectively. We have not yet completed the evaluation of the effect that ASU No. 2015-05 will have on our
consolidated financial statements.

Non-GAAP Metrics

Adjusted EBITDA

41



Edgar Filing: SRA INTERNATIONAL, INC. - Form 10-Q

We use Adjusted EBITDA as supplemental measures in the evaluation of our business because we believe they
provide a meaningful measure of operational performance by eliminating the effects of period-to-period changes in
taxes and interest expense, among other things. Adjusted EBITDA, or Consolidated EBITDA as it is defined in our
Credit Agreement, is also used to determine our compliance with incurrence covenants contained in our Credit

Agreement. Adjusted EBITDA is a supplemental measure of our performance that is not required by, or presented in

accordance with GAAP. Adjusted EBITDA should not be considered as an alternative to (loss) income from
continuing operations or any other performance measures derived in accordance with GAAP.
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We define Adjusted EBITDA as (loss) income from continuing operations plus (i) provision for (benefit from) income
taxes, (ii) net interest (income) expense, (iii) depreciation and amortization of property and equipment, and
(iv) amortization of intangible assets, or EBITDA, adjusted to exclude certain items that do not relate directly to our
ongoing operations or which are non-cash in nature and to include the pro forma impact of acquisitions and cost
savings initiatives.
We believe that Adjusted EBITDA is useful to our investors as it is a measure frequently used by securities analysts
and investors in their evaluation of companies. Adjusted EBITDA is not necessarily comparable to other similarly
titled financial measures of other companies due to the potential inconsistencies in the methods of calculation.
Adjusted EBITDA has limitations as analytical tools, and should not be considered in isolation or as a substitute for
analyzing our results as reported under GAAP. Some of these limitations are:
* Adjusted EBITDA does not reflect changes in, or cash requirements for, our working capital needs;
. Adjusted EBITDA does not reflect our interest expense, or the requirements necessary to service interest or
principal payments on our debt;
* Adjusted EBITDA does not reflect our income tax expenses or the cash requirements to pay our taxes;
., Adjusted EBITDA does not reflect historical cash expenditures or future requirements for capital expenditures or
contractual commitments;

although depreciation and amortization charges are non-cash charges, the assets being depreciated and amortized
will often have to be replaced in the future, and Adjusted EBITDA does not reflect any cash requirements for such
replacements.
Adjusted EBITDA does not reflect certain non-recurring cash expenditures based on the terms of our debt agreement.

The following table sets forth a reconciliation of Adjusted EBITDA to loss from continuing operations for the periods
presented, which we consider to be the most directly comparable GAAP financial measure, to Adjusted EBITDA:

Three months ended September 30,

2014 2015
Loss from continuing operations $(4,158 $(3,942 )
Benefit from income taxes (2,028 (2,593 )
Interest expense, net 27,260 26,935
Depreciation and amortization of property and equipment 2,435 2,195
Amortization of intangible assets 14,772 11,068
Stock compensation (a) 2,223 1,590
Severance (b) 347 302
Facility exit charge (c) 1,355 (627 )
Other, net (d) 1,226 9,215
Subtotal - Adjusted EBITDA before certain items 43,432 44,143
EBITDA impact of acquisitions (e) — —
EBITDA impact of cost savings (f) 664 1,414
Adjusted EBITDA $44,096 $45,557
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Loss from continuing operations

Benefit from income taxes

Interest expense, net

Depreciation and amortization of property and equipment
Amortization of intangible assets

Stock compensation (a)

Severance (b)

Facility exit charge (c)

Other, net (d)

Subtotal - Adjusted EBITDA before certain items
EBITDA impact of acquisitions (e)

EBITDA impact of cost savings (f)

Adjusted EBITDA

(a)

expenses in our consolidated statement of operations.

(b)

Twelve months ended September 30,

2014

$(24,778
(16,298
105,225
10,252
68,963
4,235
1,871
14,054
4,436
167,960
10,287
$178,247

2015

) $(11,728

) (7,636
106,449
8,911
54,810
3,277
879
3,563
14,946
173,471
7,139
11,150
$191,760

Represents the stock compensation expense related to our equity plans. These charges are included in SG&A

Represents the severance charges incurred to primarily reduce our indirect labor force. These gross charges are
included in SG&A expenses in our consolidated statement of operations.
Represents the facility exit charges related to the exit of underutilized space in certain of our leased facilities. These

© charges are included in SG&A expenses in our consolidated statement of operations.
(d)Other, net includes certain items including the following:

Three months ended September 30,

2014 2015
Signing and retention bonuses of certain executive officers $— $—
Management fees 438 438
Merger and acquisition costs 147 7,739
Loss on sale of receivables 232 117
Facility opening costs — 812
Other 409 109
Other, net $1,226 $9,215

Twelve months ended September 30,

2014 2015
Signing and retention bonuses of certain executive officers $100 $—
Management fees 1,750 1,750
Merger and acquisition costs 785 8,772
Loss on sale of receivables 641 856
Facility opening costs — 2,829
Other 1,160 739
Other, net $4,436 $14,946

Represents the impact of the acquisition of substantially all of the Government Services business from Qbase LLC
(e)in April 2015. As permitted under our Credit Agreement, we add the estimated impact of acquisitions as if the
businesses
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had been acquired on the first day of the respective period in which an adjustment is recorded, and not for any prior
periods.

As defined in the Credit Agreement, cost savings represent the impact of quantifiable run-rate cost savings for
actions taken or expected to be taken within 12 months of the reporting date as if they had been realized on the first
day of the relevant period. Specifically, for the periods presented, the cost savings adjustment represents the
estimated impact of actions taken to exit underutilized space in certain of our leased facilities, the run-rate cost
savings associated with indirect labor reductions, savings associated with certain fringe benefit changes and cost
savings associated with actions to improve the profitability of our contract base.

®

Free Cash Flow

Free cash flow is defined as Cash flow provided by operating activities minus capital expenditures. Free cash flow is a

supplemental measure of our performance that is not required by, or presented in accordance with GAAP.

Management believes Free cash flow is useful to illustrate the underlying cash generation of our business. Free cash

flow should not be considered as an alternative to net cash provided by operating activities or any other measures of

our cash flow or liquidity.

The following table sets forth a reconciliation of Free cash flow to Net cash provided by operating activities for the

periods presented, which we consider to be the most directly comparable GAAP financial measure, to Free cash flow:
Three months ended September 30,

2014 2015
Net cash provided by (used in) operating activities $12,748 $(24,257 )
Capital expenditures (3,146 ) (2,930 )
Free Cash Flow 9,602 (27,187 )

Item 3. Quantitative and Qualitative Disclosures About Market Risk

We are subject to market risk, primarily relating to potential losses arising from adverse changes in interest rates. For
a further discussion of market risks we may encounter, refer to our “Risk Factors” section included in our Form 10-K
filed with the Securities and Exchange Commission on August 7, 2015.

Interest Rate Risk

Borrowings under our senior secured credit facilities are at variable interest rates and expose us to interest rate risk.
However, we manage our exposure to interest rate movements through the use of interest rate swap agreements. The
interest rate swap derivatives decrease over time to a notional value of $475.0 million upon maturity of the swaps in
July 2016. As of September 30, 2015 we had fixed the interest rate on $500.0 million of our outstanding Term Loan B
Facility. The interest rate on the remaining $164.2 million of our outstanding Term Loan B Facility was variable.
Borrowings under our Term Loan B Facility bear interest at a rate equal to an applicable margin plus London
Interbank Offered Rate, or LIBOR, with a 1.25% floor, or, at the Company’s option, an applicable margin plus an
alternative base rate determined by reference to the higher of the prime rate or the federal funds rate plus 0.5%, with a
2.25% floor. The three-month LIBOR was 0.33% at September 30, 2015. A hypothetical 1% increase in LIBOR over
the 1.25% floor could increase our annual interest expense and related cash flows by approximately $1.6 million based
on the unhedged portion of our senior secured credit facilities outstanding as of September 30, 2015.
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Item 4. Controls and Procedures

Evaluation of Disclosure Controls and Procedures

As of September 30, 2015, under the supervision and with the participation of our Chief Executive Officer and Chief
Financial Officer (our principal executive officer and principal financial officer, respectively), management evaluated
the effectiveness of the design and operation of our disclosure controls and procedures pursuant to Rule 13a-15 of the
Exchange Act. Based upon this evaluation, the Chief Executive Officer and Chief Financial Officer have concluded
that our disclosure controls and procedures were effective, as of the end of the period covered by this quarterly report
on Form 10-Q, such that the information relating to us that is required to be disclosed in our reports filed with the SEC
(1) is recorded, processed, summarized and reported within the time periods specified in SEC rules and forms and

(ii) is accumulated and communicated to management, including our principal executive officer and principal
financial officer, as appropriate to allow timely decisions regarding required disclosure.

Change in Internal Control over Financial Reporting

No change in our internal control over financial reporting occurred during the fiscal quarter ended September 30, 2015
that has materially affected, or is reasonably likely to materially affect, our internal control over financial reporting.

32

47



Edgar Filing: SRA INTERNATIONAL, INC. - Form 10-Q

PART II. OTHER INFORMATION

Item 1. Legal Proceedings

For information relating to legal proceedings, see Note 7 to the condensed consolidated financial statements contained
in Part I, Item 1 of this quarterly report on Form 10-Q.

Item 1A. Risk Factors

We discuss in our filings with the SEC various risks that may materially affect our business. Other than as set forth
below, there have been no material changes to the risk factors disclosed in our Annual Report on Form 10-K for the
fiscal year ended June 30, 2015 and filed with the Securities and Exchange Commission on August 7, 2015.

The Merger is subject to certain conditions, and therefore the Merger may not be consummated on the terms or
timeline currently contemplated or at all.

The consummation of the Merger remain subject to the satisfaction or waiver (to the extent permitted by applicable
law) of certain conditions, including the receipt of all consents, approvals and authorizations by governmental
authorities and certain representations and warranties of CSC and CSGov being true and correct in all respects as of
the effective time of the Merger. In addition, the parties to the Merger Agreement have the right to terminate the
Merger Agreement under certain circumstances. There can be no assurance that the Merger will be consummated on
the terms or timeline currently contemplated. We have and will continue to expend a significant amount of capital and
management’s time and resources on the Merger, and a failure to consummate the Merger as currently contemplated
could have a material adverse effect on our business and results of operations.

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds

None.

Item 3. Defaults Upon Senior Securities

None.

Item 4. Mine Safety Disclosures

None.

Item 5. Other Information

None.
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Item 6. Exhibits
Exhibit Description
No.
Agreement and Plan of Merger, dated as of August 31, 2015, by and among Computer Sciences
Corporation, Computer Sciences Government Services Inc., Star First Merger Sub Inc., Star Second
2.1 *  Merger Sub LLC, SRA Companies, Inc., SRA International Inc., and certain enumerated stockholders
of SRA Companies, Inc.
(incorporated by reference to the Company's Current Report of Form 8-K filed on September 3, 2015)

Separation Agreement and Release, dated as of August 28, 2015, by and between William Ballhaus
10.1 * and SRA Companies, Inc. (incorporated by reference to the Company's Current Report of Form 8-K
filed on September 3, 2015)

31.1 + Rule 13a-14(a)/15d-14(a) Certification of the Chief Executive Officer
31.2 + Rule 13a-14(a)/15d-14(a) Certification of the Chief Financial Officer

31 N Certification of the Chief Executive Officer required by Rule 13a-14(b) or Rule 15d-14(b) and

) Section 1350 of Chapter 63 of Title 18 of the United States Code (18 U.S.C. 1350)

Certification of the Chief Financial Officer required by Rule 13a-14(b) or Rule 15d-14(b) and Section
1350 of Chapter 63 of Title 18 of the United States Code (18 U.S.C. 1350)

* Previously filed

+ Filed herewith

32.2 +
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Edgar Filing: SRA INTERNATIONAL, INC. - Form 10-Q

SIGNATURES
Pursuant to the requirements of the Securities Exchange Act of 1934, as amended, the registrant has duly caused this
report to be signed on its behalf by the undersigned, thereunto duly authorized, in the county of Fairfax, Virginia on
the 9th day of November, 2015.

SRA INTERNATIONAL, INC.

By: /S/ DAVID F. KEFFER
David F. Keffer

Executive Vice President and Chief Financial Officer
(Principal Financial Officer)
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