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VSE Corporation and Subsidiaries

Forward Looking Statements

This report contains statements which, to the extent they are not recitations
of historical fact, constitute "forward looking statements" under federal
securities laws. All such statements are intended to be subject to the safe
harbor protection provided by applicable securities laws. For discussions
identifying some important factors that could cause actual VSE Corporation

("VSE, " the "Company," "us," or "we") results to differ materially from those
anticipated in the forward looking statements contained in this report, see the
discussions captioned "Business," "Risk Factors," "Management's Discussion and

Analysis of Financial Condition and Results of Operations" and "Notes to
Consolidated Financial Statements" contained in our Annual Report on Form 10-K
for the fiscal year ended December 31, 2007 filed with the Securities and
Exchange Commission (the "SEC") on March 7, 2008.

Readers are cautioned not to place undue reliance on these statements, which
reflect management's analysis only as of the date hereof. We undertake no
obligation to revise publicly these forward looking statements to reflect
events or circumstances that arise after the date hereof. Readers should
carefully review the risk factors described in the reports and other documents
we file from time to time with the SEC, including this and other Quarterly
Reports on Form 10-Q to be filed subsequent to the filing of our Annual Report
on Form 10-K and any Current Reports on Form 8-K.
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PART I. Financial Information

Item 1. Financial Statements

VSE Corporation and Subsidiaries

Consolidated Financial Statements

Consolidated Balance Sheets

(in thousands except share and per share amounts)

September 30,

December 31,

2008 2007
(Unaudited)
S>
Assets
Current assets:
Cash and cash equivalents $ 1,104 $ 109
Accounts receivable, principally
U.S. Government, net 175,517 132,389
Deferred tax assets 1,580 1,246
Other current assets 6,890 2,755
Total current assets 185,091 136,499
Property and equipment, net 19,795 14,920
Deferred tax assets 882 1,888
Intangible assets 11,636 8,034
Goodwill 15,815 5,228
Other assets 6,351 5,202
Total assets $239,570 $171,771
Liabilities and Stockholders' Equity
Current liabilities:
Bank notes payable $ 6,224 $ 81
Accounts payable 132,596 88,565
Accrued expenses 25,387 22,895
Dividends payable 229 202
Total current liabilities 164,436 111,743
Deferred compensation 3,832 3,257
Other liabilities 840 395
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Total liabilities . . . . . . . . . . . . . . 169,108 115,395

Commitments and contingencies

Stockholders' equity:
Common stock, par value $.05 per share,
authorized 15,000,000 shares; issued and
outstanding 5,081,998 and 5,052,512,

respectively . . . . . . . . . . . ... ... 254 253
Additional paid-in capital . . . . . . . . . . . 13,031 11,963
Retained earnings . . . . . . . . . . . . . . . 57,177 44,160

Total stockholders' equity . . . . . . . . . . 70,462 56,376

Total liabilities and stockholders' equity . . $239,570 $171,771

The accompanying notes are an integral part of these financial statements.

VSE Corporation and Subsidiaries
Unaudited Consolidated Financial Statements

Consolidated Statements of Income (Unaudited)

(in thousands except share and per share amounts)

For the three months For the nine months
ended September 30, ended September 30,
2008 2007 2008 2007
Revenues . . . « « « « <« . . $ 306,811 $ 174,692 S 747,222 $ 455,025
Costs and expenses of
contracts . . . . . . . . . 297,330 168,747 723,097 438,899
Gross profit. . . . . . . . . 9,481 5,945 24,125 16,126
Selling, general and
administrative expenses . . 758 576 1,829 970
Interest income, net ... (5) (161) (118) (532)
Income before income taxes. . 8,728 5,530 22,414 15,688

Provision for income taxes. . 3,419 2,171 8,738 6,053
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Net income. . . . . . . . . . $ 5,309 $ 3,359 $ 13,676 $ 9,635

Basic earnings per share . . $ 1.05 $ 0.67 $ 2.70 $ 1.96

Basic weighted average shares
outstanding 5,075,830 5,024,416 5,066,837 4,922,056

Diluted earnings per share. . $ 1.04 $ 0.66 $ 2.68 $ 1.94

Diluted weighted average
shares outstanding 5,099,794 5,063,279 5,093,715 4,977,371

Dividends declared per share $ 0.045 $ 0.04 $ 0.13 $ 0.115

The accompanying notes are an integral part of these financial statements.
_5_

VSE Corporation and Subsidiaries
Unaudited Consolidated Financial Statements

Consolidated Statements of Cash Flows (Unaudited)

(in thousands)

For the nine months
ended September 30,
2008 2007

Cash flows from operating activities:
Net income . . . . . . . . . 0w e e e e e e e e e e $13,676 $ 9,635
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Adjustments to reconcile net income to net cash
provided by operating activities:

Depreciation and amortization . . . . . . . . . . . . 3,813 2,385
Loss on sale of property and equipment . . . . . . . 19 1
Deferred taxes e e e e e e e e e e e e 672 (587)
Stock-based compensation . . Ce e e e 688 228

Change in operating assets and llabllltles, net of
impact of acquisitions:

Accounts receivable, net. . . . . . . . . . . . . . . (35,728) (39,931)
Contract inventories . . . . . . . . . . . . . . . . - 4,148
Other current and noncurrent assets . . . . . . . . . (5,334) (1,730)
Accounts payable and deferred compensation . . . . . 41,867 36,686
Accrued expenses e e e e e e e e e e e e (515) 1,035
Other liabilities . . . . . . . . . . .« . . o . . . . 299 193

Net cash provided by operating activities 19,457 12,063

Cash flows from investing activities:

Purchases of property and equipment . . . . . . . . . . (7,225) (4,867)
Business acquisitions, net of cash acquired . . . . . . (17,129) (11,755)
Net cash used in investing activities (24,354) (16,622)

Cash flows from financing activities:

Borrowings on bank notes payable . . . . . . . . . . . 164,173 9,131
Repayments on bank notes payable . . . . . . . . . . . (158,030) (9,131)
Dividends paid . . . . . . C e e e e e e e (632) (539)
Excess tax benefits from share based
payment arrangements . . . e e e e e 173 2,018
Proceeds from the exercise of stock optlons e e e e 208 1,947
Net cash provided by financing activities 5,892 3,426
Net increase (decrease) in cash and cash equivalents . . 995 (1,133)
Cash and cash equivalents at beginning of period . . . . 109 8,745
Cash and cash equivalents at end of period . . . . . . . $ 1,104 s 7,612

The accompanying notes are an integral part of these financial statements.
_6_
VSE CORPORATION AND SUBSIDIARIES

NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS
September 30, 2008

(1) Nature of Business and Basis of Presentation

Our business operations consist primarily of diversified engineering,
logistics, management, and technical services performed on a contract basis.
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Substantially all of our contracts are with agencies of the United States
Government (the "Government") and other Government prime contractors. Our
customers also include non-Government organizations and commercial entities.

Our unincorporated divisions include BAV Division ("BAV"), Communications and
Engineering Division ("CED"), Coast Guard Division ("VCG"), Engineering and
Logistics Division ("ELD"), Field Support Services Division ("FSS") beginning
in June 2007, Fleet Maintenance Division ("FMD"), Management Sciences Division
("MSD"), and Systems Engineering Division ("SED"). Energetics Incorporated
("Energetics"), Integrated Concepts and Research Corporation ("ICRC"),
acquired in June 2007, and G&B Solutions, Inc. ("G&B"), acquired in April
2008, are our currently active subsidiaries.

Our accompanying unaudited condensed consolidated financial statements have
been prepared in accordance with accounting principles generally accepted in
the United States for interim financial information and the instructions to
Form 10-Q and Article 10 of Regulation S-X. Accordingly, they do not include
all of the information and footnotes required by accounting principles
generally accepted in the United States for complete financial statements. In
the opinion of management, all adjustments (consisting of normal recurring
accruals) considered necessary for a fair presentation have been included.
Operating results for the three and nine months ended September 30, 2008 are
not necessarily indicative of the results that may be expected for the year
ending December 31, 2008. For further information refer to the consolidated
financial statements and footnotes thereto included in our Annual Report on
Form 10-K for the fiscal year ended December 31, 2007.

Use of Estimates in the Preparation of Financial Statements

The preparation of financial statements in conformity with accounting
principles generally accepted in the United States requires us to make
estimates and assumptions that affect the reported amounts of assets and
liabilities and disclosure of contingent assets and liabilities at the date of
the financial statements and the reported amounts of revenues and expenses
during the reporting period. Actual results could differ from those estimates.
Significant estimates affecting the financial statements include accruals for
contract disallowance reserves, self-insured health claims and estimated cost
to complete on firm fixed-price contracts.

(2) Bank Notes Payable

We have a loan agreement with a bank under which credit is made available to
us in the form of revolving loans or letters of credit. The amount of credit
available to us under the loan is subject to certain conditions, including a
borrowing formula based on our billed receivables. From time to time we may
request changes in the amount, maturity date, or other terms and the bank may
amend the loan to accommodate our request. The amount of credit available to
us as of September 30, 2008 was $35 million and the maturity date of the loan
agreement is May 10, 2010. The loan agreement has collateral requirements that
secure our assets, restrictive covenants, a limit on annual dividends, and
other affirmative and negative covenants. As of September 30, 2008 we have not
been notified by the bank, nor are we aware, of any defaults under the loan
agreement.

Under the terms of the loan agreement, we may borrow against the revolving
loan at any time and can repay the Dborrowings at any time without premium or

—7—

VSE CORPORATION AND SUBSIDIARIES
NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS
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September 30, 2008

penalty. We pay a commitment fee, interest on any revolving loan borrowings at
a prime-based rate or an optional LIBOR-based rate, and fees on any letters of
credit that are issued. As of September 30, 2008 and December 31, 2007,
revolving loan amounts outstanding were approximately $6.2 million and $81
thousand, respectively. Interest expense incurred on the loan was
approximately $161 thousand and $6 thousand for the nine months ended
September 30, 2008 and 2007, respectively. There were no letters of credit
outstanding in 2008 or 2007.

(3) Stock-based Compensation

Restricted Stock

On April 22, 2008, we awarded 5,831 shares of restricted VSE Stock to an
executive. The fair value of this award was $34.30 per share at the time of
the award. Vesting in the stock will occur as follows: 25% of the shares on
April 28, 2009, 25% of the shares on April 29, 2010 and 50% of the shares on
April 29, 2011. Compensation expense related to this award was approximately
$17 thousand and $28 thousand for the three and nine-month periods ended
September 30, 2008.

On April 22, 2008, we awarded 4,374 shares of restricted VSE Stock to our
Executive Chairman under the 2006 Restricted Stock Plan on the occasion of his
resignation as our CEO, President and Chief Operating Officer. The fair wvalue
of this award was $34.30 per share. The shares issued vested immediately and
cannot be sold, transferred, pledged or assigned before the second anniversary
of the grant date. Compensation expense related to this award was
approximately $150 thousand during the second quarter of 2008.

On January 2, 2008, we awarded 3,500 shares of restricted VSE Stock to our
non-employee Directors under the 2006 Restricted Stock Plan. The weighted-
average grant-date fair value of these restricted stock grants was $47.92 per
share. The shares issued vested immediately and cannot be sold, transferred,
pledged or assigned before the second anniversary of the grant date.
Compensation expense related to these grants was approximately $168 thousand
during the first quarter of 2008.

On January 2, 2007 and August 15, 2007 we awarded 4,800 shares and 300 shares,
respectively, of restricted VSE Stock to our non-employee Directors under the
2006 Restricted Stock Plan. The weighted-average grant-date fair value of
these restricted stock grants was $16.84 per share and $36.91 per share,
respectively. The shares issued vested immediately and cannot be sold,
transferred, pledged or assigned before the second anniversary of the grant
date. Compensation expense related to these grants was approximately $11
thousand and $92 thousand for the three and nine-month periods ended September
30, 2007.

On January 3, 2008 (the "2008 Awards") and January 2, 2007 (the "2007
Awards"), we notified certain employees that they are eligible to receive
awards under the 2006 Restricted Stock Plan based on financial performance for
the calendar years 2008 and 2007, respectively. Vesting of each award will
occur one-third on the date of award and one-third on each of the next two
anniversaries of such date of award. The date of award determination is
expected to be in March 2009 for the 2008 Awards and the date of award
determination for the 2007 Awards was March 3, 2008. On each vesting date,
100% of the vested award will be paid in VSE shares. The number of shares
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issued will be based on the fair market value of our common stock on the
vesting date. The earned amount will be expensed ratably over the vesting
period of approximately three years.

—-8—
VSE CORPORATION AND SUBSIDIARIES

NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS
September 30, 2008

The compensation expense related to the 2008 Awards and 2007 Awards for the
periods ended September 30, 2008 and 2007 is as follows (in thousands) :

Three Months Nine Months
Ended September 30, Ended September 30,
2008 2007 2008 2007
2008 Awards $ 93 S - $277 s -
2007 Awards 69 69 208 208

Total $162 $69 $485 $208

On March 3, 2008, the employees eligible for the 2007 Awards received 6,457
shares of common stock. The weighted-average grant-date fair value of these
awards was $30.61 per share.

(4) Earnings Per Share

Basic earnings per share have been computed by dividing net income by the
weighted average number of shares of common stock outstanding during each
period. Shares issued during the period are weighted for the portion of the
period that they were outstanding.

Diluted earnings per share have been computed in a manner consistent with that
of basic earnings per share while giving effect to all potentially dilutive
common shares that were outstanding during each period. Potentially dilutive
common shares represent incremental common shares issuable upon exercise of
stock options.

Three Months Nine Months
Ended September 30, Ended September 30,
2008 2007 2008 2007

Basic weighted average

shares outstanding 5,075,830 5,024,416 5,066,837 4,922,056
Dilutive effect of options 23,964 38,863 26,878 55,315
Diluted weighted average

shares outstanding 5,099,794 5,063,279 5,093,715 4,977,371

During the three and nine-month periods ended September 30, 2008, 15,500 and
16,500 stock options, respectively, were exercised which resulted in an
increase to additional paid-in capital of approximately $361 thousand and $380
thousand, respectively, net of related income tax benefits.

During the three and nine-month periods ended September 30, 2007, 36,976 and
248,874 stock options, respectively, were exercised which resulted in an
increase to additional paid-in capital of approximately $913 thousand and $4

10



Edgar Filing: VSE CORP - Form 10-Q

million, respectively, net of related income tax benefits.

(5) Commitments and Contingencies

We have, in the normal course of business, certain claims against us and
against other parties. In our opinion, the resolution of these claims will
not have a material adverse effect on our results of operations or financial
position. However, the results of any legal proceedings cannot be predicted
with certainty.

—9—

VSE CORPORATION AND SUBSIDIARIES
NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS
September 30, 2008

(6) Segment Information

Management of our business operations is conducted under four reportable
operating segments: the Federal Group, the International Group, the IT, Energy
and Management Consulting Group (formerly the Energy and Environmental Group,
renamed in April 2008), and the Infrastructure Group (formerly the
Infrastructure and Information Technology Group, renamed in April, 2008).
These segments operate under separate management teams and discrete financial
information is produced for each segment. The various divisions within the
Federal Group and the International Group and the two subsidiaries within the
IT, Energy and Management Consulting Group are operating segments as defined
by SFAS No. 131, "Disclosures about Segments of an Enterprise and Related
Information," ("SFAS No. 131"), and meet the aggregation of operating segments
criteria of SFAS No. 131. We evaluate segment performance based on
consolidated revenues and profits or losses from operations before income
taxes.

Federal Group - The Federal Group provides engineering, technical, management,
integrated logistics support and information technology services to all U.S.
military branches and other Government agencies. The Federal Group includes
five divisions: CED, ELD, FSS, MSD and SED.

International Group - Our International Group provides engineering,
industrial, logistics and foreign military sales services to the U.S. military
and other Government agencies. It consists of three divisions: BAV, VCG and
FMD.

IT, Energy and Management Consulting Group - The IT, Energy and Management
Consulting Group provides technical and consulting services primarily to
various civilian Government agencies. This group includes Energetics and, upon
acquisition in April 2008, also includes G&B. See footnote 7 for information
regarding the acquisition of G&B.

Infrastructure Group - Our Infrastructure Group was created in connection with
the June 4, 2007 acquisition of our wholly owned subsidiary, ICRC. ICRC 1is
engaged principally in providing diversified technical and management services
to the Government, including transportation infrastructure services, advanced
vehicle technology, aerospace services and engineering and information
technology.

Our segment information for the three and nine-month periods ended September
30, 2008 and 2007 is as follows (in thousands) :

11
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Revenues:
Federal Group
International Group
IT, Energy and Management
Consulting Group
Infrastructure Group
Corporate

Total revenues

Three Months
ended September 30,

2008

$188,934
55,577

15,853
46,443

2007

$ 91,619
58,795

3,845
20,449
(16)

VSE CORP - Form 10-Q

Nine Months
ended September 30,

2008

$475, 400
156,462

33,766
81,581
13

2007

$245,414
174,810

10,698
24,068
35

-10-

VSE CORPORATION AND SUBSIDIARIES
NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS

September 30, 2008

Three Months
ended September 30,

2008

Income before income taxes:
Federal Group S 4,830
International Group 1,005

IT, Energy and Management
Consulting Group 1,413
Infrastructure Group 2,011
Corporate/unallocated expenses (531
Income before income taxes S 8,728

Customer Information

Our revenue by customer is as follows

Source of Revenues

Army/Army Reserve

Navy

Department of Transportation
Treasury

Other

Total Revenues

(7) Acquisitions

G&B Solutions, Inc.

2007

$ 2,815
1,259

Nine Months
ended September 30,

2008

$ 13,149
4,080

3,172
3,369

(1,356)

$ 22,414

2007

$ 8,579
5,002

1,196
1,636
(725)

$ 15,688

(in thousands) :

Three Months
ended September 30,

2008
$176,449
52,611
42,657
13,220
21,874

2007

$ 89,035
47,575
11,619
16,381
10,082

Nine Months
ended September 30,

2008
$446,413
139,478
67,707
42,172
51,452

2007
$233,061
147,751
12,776
38,709
22,728

On April 14, 2008, we acquired all of the capital stock

of G&B of Reston,

12
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Virginia. G&B is a diversified information technology and management
consulting provider to Government agencies, including the Departments of
Homeland Security, Interior, Labor, Agriculture, and Housing and Urban
Development, the Pension Benefit Guaranty Corporation, and the National
Institutes of Health. G&B's core expertise lies in enterprise architecture
development, information assurance/business continuity, program and portfolio
management, network IT services and systems design and integration. G&B
provides us an opportunity to expand our professional services across a wider
range of Government customers.

Cash paid at closing for G&B was approximately $19.5 million, which includes
approximately $650 thousand of prepaid retention bonuses that will be expensed
in the post-acquisition period as the affected employees provide services,
less approximately $600 thousand for certain closing adjustments. We also
incurred approximately $200 thousand of direct acquisition costs consisting of
legal, accounting and other fees. Under the terms of the acquisition, we will
be required to make additional payments of up to $4.2 million over the next
three years if G&B achieves certain financial performance targets. If earned
and paid, such additional purchase price consideration will be recorded as
goodwill on the consolidated balance sheet under existing accounting guidance.
The results of G&B's operations are included in the accompanying consolidated
financial statements beginning as of April 14, 2008.

-11-

VSE CORPORATION AND SUBSIDIARIES
NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS
September 30, 2008

Of the initial cash purchase price, approximately $3.8 million was recorded as
customer related intangible assets to be amortized over approximately five
years. In addition, $930 thousand was allocated to G&B's tradename, which has
an indefinite life, and approximately $9.8 million was allocated to goodwill.
Goodwill and intangible assets with indefinite lives are subject to review for
impairment at least annually.

In July 2008, we filed an election under the Internal Revenue Code Section
338 (h) (10) to treat the G&B acquisition as a sale of assets for tax purposes.
We made a payment to the seller for the seller's incremental tax liability as
a result of the election. Tax advantages to us that arise from filing the
338 (h) (10)election are expected to exceed the additional payment made to the
seller of approximately $368 thousand. We also incurred approximately $196
thousand of state income tax liabilities to various states related to the

338 (h) (10) election due to G&B's former Subchapter S status. The additional
payments were made during the third quarter of 2008 and were recorded as
goodwill.

We followed the guidance of SFAS No. 141 "Business Combinations" to record the
acquisition of G&B. We recognized the fair value of assets acquired and
liabilities assumed as follows (in thousands) :

Description Fair Value
Current assets $ 8,835
Property and equipment 173
Intangibles - customer related 3,820
Intangibles - tradename 930
Goodwill 10,441
Total assets acquired 24,199

13
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Liabilities assumed (5,182)

Total purchase price $19,017

Integrated Concepts and Research Corporation

On June 4, 2007, we acquired all of the capital stock of ICRC of Alexandria,
Virginia. ICRC's core expertise lies in information technology, advance
vehicle technology, aerospace, engineering and transportation infrastructure.

We believe that the addition of ICRC will provide us with an opportunity to
expand and diversify its business across a number of project areas, including
smart vehicles, alternative fuels, large-scale port engineering development
and security, and information technology services.

The purchase price for the acquisition of ICRC included an initial cash
payment of approximately $11.8 million and potential additional cash payments
of up to approximately $5.8 million, contingent on meeting certain financial
targets during the first six years after the June 2007 acquisition.
Additionally, we have filed an election under the Internal Revenue Code
Section 338 (h) (10) to treat the ICRC acquisition as a sale of assets for tax
purposes. An additional $1.6 million payment was made by us to the seller for
the seller's incremental tax liability as a result of the election. Tax
advantages to us that arise from filing the 338 (h) (10) election are expected
to exceed the additional $1.6 million payment made to the seller. The
additional payment was made in April 2008 and recorded as goodwill.

—-12-

VSE CORPORATION AND SUBSIDIARIES
NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS
September 30, 2008

Of the initial $11.8 million purchase price, approximately $7.1 million was
recorded as contract related intangible assets to be amortized on a straight
line basis over six to eight years; approximately $1.5 million was recorded as
an intangible asset related to ICRC's tradename, which has an indefinite 1life;
and approximately $2 million was recorded as initial goodwill. Additional
goodwill and accrued expenses of approximately $557 thousand were recorded as
of December 31, 2007 for the earn-out payment that was made to the seller as a
result of the achievement of the specified earnings target in 2007.

We followed the guidance of SFAS No. 141 to record the acquisition of ICRC.
We recognized the fair value of assets acquired and liabilities assumed as
follows (in thousands) :

Description Fair Value
Current assets $ 6,544
Property and equipment 429
Other assets 27
Intangibles - contract 7,134
Intangibles - tradename 1,500
Goodwill 4,174
Total assets acquired 19,808

14
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Liabilities assumed (5,880)

Total purchase price $13,928

The total purchase price includes additional purchase price consideration
related to the 2007 earn-out of approximately $557 thousand and the 338 (h) (10)
election of approximately $1.6 million, as described above.

(8) Recent Accounting Pronouncements

In December 2007, the Financial Accounting Standards Board ("FASB") issued
SFAS No. 141 (R), "Business Combinations; a replacement of FASB Statement No.
141, " which will become effective for us on January 1, 2009. The new standard

will replace existing guidance and significantly change accounting and
reporting relative to business combinations in consolidated financial
statements, including requirements to recognize acquisition-related
transaction and post acquisition restructuring costs in results of operations
as incurred. SFAS No. 141 (R) will be effective for businesses acquired after
the effective date.

On January 1, 2008, we adopted SFAS No. 157, "Fair Value Measurements," which
defines fair value, establishes a market-based hierarchy for measuring fair
value and expands disclosures about fair value measurements. SFAS 157 is
applicable whenever another accounting pronouncement requires or permits
assets and liabilities to be measured at fair value, but does not require any
new fair value measurements. The SFAS No. 157 requirements for certain non-—
financial assets and liabilities have been deferred until the first quarter of
2009 in accordance with Financial Accounting Standards Board Staff Position
("FSP") 157-2. The adoption of SFAS 157 did not have a material impact on our
results of operations, financial position or cash flows.
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The fair-value hierarchy established in SFAS 157 prioritizes the inputs used
in valuation techniques into three levels as follows:

Level 1 - Observable inputs - quoted prices in active markets for identical
assets and liabilities;

Level 2 - Observable inputs other than the quoted prices in active markets for
identical assets and liabilities - includes quoted prices for similar
instruments, quoted prices for identical or similar instruments in inactive
markets, and amounts derived from valuation models where all significant
inputs are observable in active markets; and

Level 3 - Unobservable inputs - includes amounts derived from valuation models
where one or more significant inputs are unobservable and require us to
develop relevant assumptions.

Included in other long-term assets as of September 30, 2008 is approximately
$3.7 million of investments we hold in a trust related to a non-qualified
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benefit plan. We determined the fair value of these assets and corresponding
liability using the Level 1 methodology. We have an offsetting deferred
compensation liability for this plan. As such, we do not have income
statement volatility as a result of fluctuations in the value of the plan's
investments.

We elected not to adopt the fair value option included in FAS 159, "The Fair
Value Option for Financial Assets and Financial Liabilities - Including an
Amendment of FASB Statement No. 115," which became effective January 1, 2008
for companies electing adoption.
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ITEM 2. Management's Discussion and Analysis of Financial Condition
and Results of Operations

Executive Overview
Organization

Our business operations consist primarily of diversified engineering,
logistics, management, and technical services performed on a contract basis.
Substantially all of our contracts are with agencies of the United States
Government (the "Government") and other Government prime contractors.

Our unincorporated divisions include BAV Division ("BAV"), Communications and
Engineering Division ("CED"), Coast Guard Division ("VCG"), Engineering and
Logistics Division ("ELD"), Field Support Services Division ("FSS") beginning
in June 2007, Fleet Maintenance Division ("FMD"), Management Sciences Division
("MSD"), and Systems Engineering Division ("SED"). Energetics In