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Explanatory Note
 

This Form 8-K/A is filed as an amendment (“ Amendment No. 1 ”) to the Current Report on Form 8-K filed by CACI International Inc (“ CACI ”) under Items
1.01, 2.01, 2.03 and 9.01 on February 3, 2016 (the “ Original 8-K ”). As previously reported in the Original 8-K, on February 1, 2016, CACI, Inc. – Federal, a
subsidiary of CACI, completed the acquisition of all of the outstanding equity of L-3 National Security Solutions, Inc. and L-3 Data Tactics Corporation (together,
“ NSS ”) pursuant to the terms of the Stock Purchase Agreement (the “ Purchase Agreement ”), dated December 7, 2015, among CACI, CACI, Inc. - Federal and L-
3 Communications Corporation. This Amendment No. 1 amends and supplements Item 9.01 of the Original 8-K to include the financial information required under
Item 9.01 which was not previously filed with the Original 8-K and which is permitted to be filed by amendment no later than 71 calendar days after the date on
which the Original 8-K was required to be filed. Except as stated in this Explanatory Note, no other information contained in the Original 8-K is changed.
 
Item 9.01 Financial Statements and Exhibits.
 
(a) Financial statements of businesses acquired.
 
The financial statements for NSS required under Item 9.01(a) of Form 8-K are filed as Exhibit 99.1 and Exhibit 99.2 to this Amendment No. 1 and are incorporated
herein by reference.
 
(b) Pro forma financial information.
 
The  pro  forma financial  information  required  under  Item 9.01(b)  of  Form 8-K is  filed  as  Exhibit  99.3  to  this  Amendment  No.  1  and  is  incorporated  herein  by
reference.
 
(d) Exhibits.
 

Exhibit
Number  Description

23.1  Consent of PricewaterhouseCoopers LLP.

99.1
 

Unaudited condensed combined interim financial statements of NSS as of September 25, 2015 and for the nine months ended September 25, 2015
and September 26, 2014.

99.2  Audited combined financial statements of NSS as of and for the years ended December 31, 2014 and 2013.

99.3  Unaudited pro forma financial information as of and for the three months ended September 30, 2015 and for the year ended June 30, 2015.



SIGNATURES

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

 
 
 
  

CACI International Inc
 

 

     
Date: April 15, 2016  By: /s/     J. WILLIAM KOEGEL, JR.  
   J. William Koegel, Jr.  

   

Executive Vice President,
General Counsel
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Exhibit 23.1

CONSENT OF INDEPENDENT ACCOUNTANTS
 
We hereby consent to the incorporation by reference in the Registration Statements on Form S-8 (No. 333-148032), Form S-8 (No. 333-146505), Form S-8 (No.
333-146504), Form S-8 (No. 333-104118), Form S-8 (No. 333-91676), Form S-8 (No. 333-157093), Form S-8 (No. 333-164710), Form S-8 (No. 333-179392) and
Form S-8 (No. 333-193781) of CACI International Inc of our report dated October 2, 2015 relating to the financial statements of National Security Solutions
(NSS), which appears in this Current Report on Form 8-K/A of CACI International Inc.
 
 
/s/ PricewaterhouseCoopers LLP
 
McLean, Virginia
April 15, 2016
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National Securit y Solutions

Combined Balance Sheets
(In Thousands)

 
  (Unaudited)      

  
September 25,

2015   
December 31,

2014  
ASSETS           
Current assets:           

Cash and cash equivalents   $ 3,483   $ 3,997 
Receivables, net    166,910    183,069 
Other current assets    15,913    13,478 

Total current assets    186,306    200,544 
Property, plant and equipment, net    24,796    26,622 
Goodwill    542,621    1,018,844 
Identifiable intangible assets    46,875    50,189 
Other assets    3,968    1,783 

Total assets   $ 804,566   $ 1,297,982 

LIABILITIES & EQUITY           
Current liabilities:           

Accounts payable, trade   $ 50,087   $ 48,384 
Accrued employment costs    45,084    38,998 
Accrued expenses    26,896    33,230 
Deferred income taxes    26,319    20,168 
Advance payments and billings in excess of costs incurred    3,593    2,654 
Other current liabilities    2,930    4,406 

Total current liabilities    154,909    147,840 
Deferred income taxes    27,741    53,876 
Income taxes payable    30,070    26,707 
Other liabilities    10,218    10,157 

Total liabilities    222,938    238,580 
Commitments and contingencies           
Equity:           

Parent company investment    581,628    1,059,402 
Total equity    581,628    1,059,402 
Total liabilities and equity   $ 804,566   $ 1,297,982

 

See notes to unaudited combined financial statements.
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Natio nal Security Solutions

Unaudited Combined Statements of Operations and Comprehensive Income
(In Thousands)

 
  Year-to-Date Period  
  September 25, 2015   September 26, 2014  
Revenues  $ 801,935  $ 963,932 
Costs and expenses:         
Cost of revenues   (725,959)   (862,548)
Selling, general and administrative expenses   (45,484)   (46,255)
Goodwill impairment   (476,223)   — 

Total costs and expenses   (1,247,666)   (908,803)
Operating (loss) income   (445,731)   55,129 
Other (expense) income   (5)   19 
(Loss) income before income taxes   (445,736)   55,148 
Income tax benefit (provision for income taxes)   14,391   (22,882)
Net (loss) income  $ (431,345)  $ 32,266 
Other comprehensive income:         
Unrealized gains on hedging instruments (1)   —   40 
Comprehensive (loss) income  $ (431,345)  $ 32,306

 

 
(1) Amount is net of income tax expense of $26 for the year-to-date period ended September 26, 2014.

See notes to unaudited combined financial statements.
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National Sec urity Solutions

Unaudited Combined Statements of Changes in Equity
(In Thousands)

 

  
Parent Company

Investment   

Accumulated
Other Comprehensive

Loss    Total Equity  
For the Year-to-Date Period Ended September 25, 2015:              

Balance at December 31, 2014  $ 1,059,402  $ —   $ 1,059,402 
Net loss   (431,345)   —    (431,345)
Net transfers to parent   (46,429)   —    (46,429)
Balance at September 25, 2015  $ 581,628  $ —   $ 581,628 

For the Year-to-Date Period Ended September 26, 2014:              
Balance at December 31, 2013  $ 1,142,111  $ (40)   $ 1,142,071 
Net income   32,266   —    32,266 
Unrealized gain in hedging instruments   —   40    40 
Net transfers from parent   40,743   —    40,743 
Balance at September 26, 2014  $ 1,215,120  $ —   $ 1,215,120

 

See notes to unaudited combined financial statements.
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National Security Solutions

Unaudited Combined Statements of Cash Flows
(In Thousands)

 
  Year-to-Date Ended  
  September 25, 2015   September 26, 2014  
Operating activities:         
Net (loss) income  $ (431,345)  $ 32,266 
Depreciation of property, plant and equipment   5,348   5,537 
Amortization of intangible assets   3,314   2,912 
Impairment of goodwill   476,223   — 
Deferred income tax (benefit) provision   (19,984)   4,376 
Other non cash items   —   526 
Changes in operating assets and liabilities:         

Receivables   16,159   (1,534)
Other assets   (4,620)   (1,486)
Accounts payable, trade   1,703   (11,669)
Accrued employment costs   6,086   (259)
Accrued expenses   (6,334)   (4,997)
Advance payments and billings in excess of costs incurred   939   (3,989)
Other liabilities   1,948   (548)

Net cash from operating activities   49,437   21,135 
Investing activities:         
Business acquisition, net of cash acquired   —   (56,547)
Capital expenditures   (3,522)   (4,624)

Net cash used in investing activities   (3,522)   (61,171)
Financing activities:         
Net transfers (to) from parent   (46,429)   40,743 

Net cash (used in) from financing activities   (46,429)   40,743 
Net (decrease) increase in cash and cash equivalents   (514)   707 
Cash and cash equivalents, beginning of the year   3,997   4,241 
Cash and cash equivalents, end of the year  $ 3,483  $ 4,948

 

See notes to unaudited combined financial statements.
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Nationa l Security Solutions

Notes to Combined Financial Statements
(In
Thousands)

 

1. Description of Business

National
Security
Solutions
Divestiture.
   On July 30, 2015, L-3 Communications Holdings, Inc. (“L-3 Holdings” or “L-3”) initiated a process to evaluate
strategic alternatives for its National Security Solutions (“NSS” or the “Company”) business. On December 7, 2015, L-3 entered into a definitive agreement
to sell its NSS business to CACI International Inc. The transaction was completed on February 1, 2016. The NSS business divested includes the National
Security Solutions and Data Tactics legal subsidiaries of L-3.

Description
of
Business.
NSS provides enterprise and mission information technology (“IT”) solutions, cyber operations support, intelligence operations
support, integrated security and big data solutions.  The Company’s customers include the United States (“U.S.”) Department of Defense (“DoD”), U.S.
Government intelligence agencies, federal civilian agencies and foreign governments.

During 2014, the Company had the following five reportable segments: (1) Defense Solutions, (2) Intelligence Solutions, (3) Federal Solutions, (4) Global
Solutions and (5) Data Tactics.  Effective January 1, 2015, the Company changed its organizational structure by combining its Federal Solutions and Global
Solutions businesses into one Global Solutions business.  Accordingly, the Company has four reportable segments beginning on January 1, 2015. Prior
period segment data has been restated to reflect the Company’s revised organizational structure. Defense Solutions delivers reliable Command, Control,
Communications, Computers, Cyber, Intelligence, Surveillance and Reconnaissance (“C 5 ISR”) infrastructure and services, intelligence analytics and
operational solutions. By improving program efficiencies and delivering secure, cost-effective, next-generation IT solutions, these services help solve the
challenges of complex information environments. Intelligence Solutions provides relevant, timely and cost-effective, mission-enabling solutions and
mission-essential staff to help national and homeland security customers manage, move and make sense of information to accomplish their missions. Global
Solutions provides fully integrated, unique, low-risk solutions and services that address security challenges in the areas of cybersecurity, critical
infrastructure, command and control, and perimeter and border protection. Data Tactics provides specialized large-scale data analytics, cybersecurity and
cloud computing solution services. Financial information with respect to each of our segments is included in Note 13.

The business headquarters and principal operations of NSS are located in Reston, Virginia .

2. Basis of Presentation

These unaudited condensed consolidated financial statements for the year-to-date periods ended September 25, 2015 should be read in conjunction with the
audited consolidated financial statements of the Company for the year ended December 31, 2014.

Principles
of
Combination
and
Basis
of
Presentation.
The accompanying combined financial statements of NSS are derived from the accounting records of
L-3 as if it operated on a stand-alone basis. The combined financial statements are prepared in conformity with accounting principles generally accepted in
the United States of America (“U.S. GAAP”) and reflect the combined financial position, results of operations and cash flows of L-3’s National Security
Solutions and Data Tactics legal subsidiaries.

All significant intercompany transactions between the combined businesses that comprise NSS have been eliminated.

The unaudited condensed consolidated financial statements have been prepared in accordance with accounting principles generally accepted in the United
States of America (U.S. GAAP) for interim financial information. Accordingly, they do not include all of the disclosures required by U.S. GAAP for a
complete set of annual audited financial statements. The December 31, 2014 condensed consolidated balance sheet data was derived from audited financial
statements, but does not include all disclosures required by U.S. GAAP. In the opinion of management, all adjustments (consisting of normal recurring
adjustments) considered necessary for a fair statement of the results for the interim periods presented have been included. The results of operations for the
interim periods are not necessarily indicative of results for the full year.
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National Security Solutions

Notes to Combined Financial Statements (Continued)
 

It is the Company’s established practice to close its books for the quarters ending March, June and September on the Friday preceding the end of the
calendar quarter. The interim unaudited condensed consolidated financial statements included herein have been prepared and are labeled based on that
convention. The Company closes its books for annual periods on December 31 regardless of what day it falls on.

The combined statements of operations include expense allocations for the corporate functions provided to the Company by L-3, including, but not limited
to, executive management, finance, legal, human resources, employee benefits administration, treasury, tax, internal audit, information technology,
communications, ethics and compliance, insurance, and stock-based compensation. These expenses have been allocated to the Company on the basis of
direct usage when identifiable, with the remainder allocated on the basis of revenue or headcount. Both L-3 and the Company believe these allocations have
been made on a consistent basis and are a reasonable reflection of the utilization of the services received by, or benefits provided to NSS by L-3 during the
periods presented. However, these allocations may not be indicative of the actual expense that would have been incurred had the Company operated as a
separate entity apart from L-3. Actual expenses that may have been incurred, had NSS been a stand-alone company, would have depended on a number of
factors, including the stand-alone organizational structure, what functions were outsourced or performed by employees and strategic decisions made in areas
such as information technology and infrastructure.

Transactions between NSS and L-3 have been included in these combined financial statements, are considered to be effectively settled for cash at the time
the transaction is recorded, and therefore are included as financing activities in the combined statements of cash flows. The net effect of these transactions is
included in the combined balance sheets as Parent Company Investment.

L-3 uses a centralized approach to cash management and financing its operations. The majority of the Company’s cash receipts are transferred to L-3 daily
and L-3 funds the Company’s working capital and capital expenditure requirements as needed. Cash transfers to and from L-3’s cash management accounts
are recorded in Parent Company Investment in the combined balance sheets.

The combined financial statements include certain assets and liabilities that have been historically recorded at the L-3 corporate level but are specifically
identifiable or otherwise attributable to NSS. L-3’s third party debt, and the related interest expense has not been allocated to NSS for any of the periods
presented because L-3’s borrowings and the related guarantees on such borrowings are not directly attributable to the combined businesses that comprise
NSS, and NSS is not expected to assume L-3’s debt presently or in connection with a divestiture transaction.

The businesses that comprise NSS guarantee L-3’s third party debt on a full and unconditional, joint and several basis, along with substantially all of L-3’s
other material domestic subsidiaries. Upon completion of a divestiture transaction, the businesses that comprise NSS will no longer guarantee L-3’s debt.

See Note 10 for a further description of the transactions between NSS and L-3.

Parent
Company
Investment.
Parent company investment in the combined balance sheets represents L-3’s historical investment in NSS, the net effect of
cost allocations from and transactions with L-3, net cash transfers to L-3, and NSS’s accumulated earnings.
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National Security Solutions

Notes to Combined Financial Statements (Continued)
 

Accounting
Estimates.
The preparation of financial statements in conformity with U.S. GAAP requires management 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 periods.  The most significant of these estimates and assumptions relate to the
recoverability, useful lives and valuation of goodwill and identifiable intangible assets, income taxes and contingencies.  Changes in estimates are reflected
in the periods during which they become known.  Actual amounts will differ from these estimates and could differ materially.

Revenue
Recognition.
Substantially all of the Company’s revenues are generated from written contractual (revenue) arrangements. A substantial majority of
the Company’s contractual (revenue) arrangements have a period of performance of 12 months or less and, given their short duration, generally have few
contract modifications. The sales price for the Company’s revenue arrangements are generally either cost-plus fixed fee, cost-plus award fee, time-and-
material or fixed-price type. Depending on the contractual scope of work, the Company utilizes either accounting standards for revenue arrangements with
commercial customers or contract accounting standards for these contracts. For 2014, $1,220,576, or 98% of the Company’s revenues were covered by
accounting standards for revenue arrangements with commercial customers. These revenues are recognized when there is persuasive evidence of an
arrangement, delivery has occurred or services have been performed, the selling price to the buyer is fixed or determinable and collectability is reasonably
assured. The remaining $19,396, or 2% of revenues were generated from contracts (revenue arrangements) that are covered by contract accounting
standards. These revenues are recognized based on a percentage-of-completion method of accounting.

Revenues and profits on cost-plus type contracts are recognized as allowable costs are incurred on the contract, at an amount equal to the allowable costs
plus the earned fees on those costs as the Company becomes contractually entitled to reimbursement of the costs and the applicable fees. The fee on a cost-
plus type contract is fixed or variable based on the contractual fee arrangement. Cost-plus type contracts with award fee provisions are the Company’s
primary variable contract fee arrangement. Award fees provide for a fee based on actual performance relative to contractually specified criteria. Revenues
and profit on award fees are recorded when awarded by the customer.

Revenues and profits on time-and-material type contracts are recognized on the basis of direct labor hours expended multiplied by the contractual fixed rate
per hour, plus the actual costs of materials and other direct non-labor costs.

Revenues for fixed-price service contracts that do not contain measurable units of work performed are generally recognized on a straight-line basis over the
contractual service period, unless evidence suggests that the revenue is earned, or obligations are fulfilled, in a different manner. Revenues on fixed price
service contracts that contain measurable units of work performed are generally recognized when the units of work are completed.

Revenues for fixed-price type contracts covered by contract accounting standards are recognized using a ratio of actual cumulative costs incurred to total
estimated costs at completion of the contract multiplied by the total estimated contract revenue, less cumulative revenue recognized in prior periods. A
single estimated total profit margin is used to recognize profit. Losses on contracts are recognized in the period in which they become evident. The impact
of revisions of contract estimates, which may result from contract modifications, performance or other reasons, are recognized on a cumulative catch-up
basis in the period in which the revisions are made. Aggregate net changes in contract estimates increased operating income by $261, or 1%, and $404, or
1% for the year-to-date periods ended September 25, 2015 and September 26, 2014, respectively.

Revenues and profit in connection with contracts to provide services to the U.S. Government that contain collection risk because the contracts are
incrementally funded and subject to the availability of funds appropriated, are deferred until a contract modification is obtained, indicating that adequate
funds are available to the contract or task order.

8



National Security Solutions

Notes to Combined Financial Statements (Continued)
 
3. Accounting Standards Issued and Not Yet Implemented  

In May 2014, the FASB issued ASU 2014-9, Revenue from Contracts with Customers , which will replace numerous requirements in U.S. GAAP, including
industry-specific requirements, provide companies with a single revenue recognition model for recognizing revenue from contracts with customers and
significantly expand the disclosure requirements for revenue arrangements. The new standard, as amended, will be effective for the Company for interim
and annual reporting periods beginning on January 1, 2018, with early application permitted beginning on January 1, 2017. The two permitted transition
methods under the new standard are the full retrospective method, in which case the standard would be applied to each prior reporting period presented, or
the modified retrospective method, in which case the cumulative effect of applying the standard would be recognized at the date of initial application. The
Company is currently evaluating the expected impact of the adoption of this standard on its combined financial statements and related disclosures and the
transition alternatives available. As the new standard will supersede substantially all existing revenue guidance, it could impact revenue and cost recognition
on substantially all of the Company’s contracts, in addition to the Company’s business processes and information technology systems. As a result, the
Company’s evaluation of the impact of the standard will extend over future periods.

In February 2016, the FASB issued ASU 2016-02, Leases, which will update the existing guidance on accounting for leases and require new qualitative and
quantitative disclosures about the Company’s leasing activities. The new standard requires the recognition of lease assets and lease liabilities by lessees for
all leases, including those classified as operating leases under previous accounting guidance. The new standard allows the Company to make an accounting
policy election not to recognize lease assets and liabilities for leases with a term of 12 months or less. The accounting applied by a lessor is largely
unchanged from that applied under previous guidance. The new standard, as amended, will be effective for the Company for interim and annual reporting
periods beginning on January 1, 2019, with early adoption permitted. In transition, leases and lessors are required to recognize and measure leases at the
beginning of the earliest period presented using a modified retrospective approach. The modified retrospective approach includes a number of optional
practical expedients that the Company may elect to apply. The Company is currently evaluating the expected impact of the adoption of this standard on its
combined financial statements and related disclosures.

Other accounting standard updates effective for interim and annual periods beginning after December 15, 2015 are not expected to have a material impact
on the Company’s financial position, results of operations or cash flows.

4. Acquisitions

All business acquisitions are included in the Company’s results of operations from their respective acquisition dates.

On March 4, 2014, L-3 acquired Data Tactics Corporation, renamed L-3 Data Tactics, for a purchase price of $56,941, which was financed with cash on
hand, and assigned to L-3’s National Security Solutions segment. The purchase price and purchase price allocation for L-3 Data Tactics was finalized as of
December 31, 2014, with no significant changes from preliminary amounts. L-3 Data Tactics is a specialized provider of large-scale data analytics,
cybersecurity and cloud computing solution services, primarily to the DoD. Based on the final purchase price allocation, the aggregate goodwill recognized
for this business was $39,088, substantially all of which is expected to be deductible for income tax purposes. The goodwill was assigned to the Data Tactics
reportable segment.

Unaudited Pro Forma Statements of Operations Data

The following unaudited pro forma Statements of Operations data presents the combined results of the Company and the Data Tactics business acquisition,
assuming that the Data Tactics business acquisition had occurred on January 1, 2014.
 

   

Year-to-Date
Period Ended September

25, 2015   
Year Ended

December 31, 2014  
Pro forma net sales  $ 801,935  $ 1,247,265 
Pro forma net loss  $ (431,345)  $ (116,046)

The unaudited pro forma results disclosed in the table above are based on various assumptions and are not necessarily indicative of the results of operations
that would have occurred had L-3 completed the Data Tactics acquisition on January 1, 2014.
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National Security Solutions

Notes to Combined Financial Statements (Continued)
 

5. Receivables  

The Company’s receivables principally relate to contracts with the U.S. Government and prime contractors or subcontractors of the U.S. Government.
Revenues from the U.S. Government under prime contracts and subcontracts, as compared to total revenues, were approximately 99% for the nine months
ended September 25, 2015 and 98% for the nine months ended September 26, 2014. The components of contract receivables are presented in the table
below.
 

  
September 25,

2015   
December 31,

2014  
Billed receivables  $ 38,708  $ 50,410 
Unbilled receivables:         

Amounts billable    114,000    114,320 
Revenues recorded in excess of milestone billings on fixed price
    contracts    16,666    19,922 

Allowance for doubtful accounts    (2,464)    (1,583)
Total receivables, net   $ 166,910  $ 183,069

 

6. Inventory

Inventory at Lower of Cost or Market . Inventory is included in other current assets in the unaudited combined balance sheets. The table below presents the
components of inventory at the lower of cost or market value.

 

  
September 25,

2015   
December 31,

2014  
Raw materials, components and sub-assemblies  $ 1,451  $ 2,142 
Work in process    464    327 
Finished goods    445    121 

Total   $ 2,360  $ 2,590
 

7. Goodwill and Identifiable Intangible Assets

Goodwill. In accordance with the accounting standards for business combinations, the Company records the assets acquired and liabilities assumed based on
their estimated fair values at the date of acquisition. The table below presents the changes in goodwill allocated to the Company’s reportable segments,
which are also reporting units.
 

   
Intelligence

Solutions   
Defense

Solutions   
Global

Solutions   
Data

Tactics    Total  

Balance at January 1, 2015                        
Goodwill  $ 448,708  $ 418,408   $ 271,317   $ 39,088   $ 1,177,521 
Accumulated impairment losses   —   (103,941)    (54,736)    —    (158,677)

  $ 448,708  $ 314,467   $ 216,581   $ 39,088   $ 1,018,844 
Impairment charges   (218,204)   (111,065)    (132,058)    (14,896)    (476,223)
Balance at September 25, 2015                        
Goodwill  $ 448,708  $ 418,408   $ 271,317   $ 39,088   $ 1,177,521 
Accumulated impairment losses   (218,204)   (215,006)    (186,794)    (14,896)    (634,900)

  $ 230,504  $ 203,402   $ 84,523   $ 24,192   $ 542,621
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National Security Solutions

Notes to Combined Financial Statements (Continued)
 

During the nine month period ended September 25, 2015, a decline in the future projected cash flows of NSS indicated that the carrying amount of the
goodwill for each of the Company’s reporting units may not be recoverable. As such, the Company performed the first step of the impairment test for each
of the Company’s reporting units. The Company determines the fair value of its reporting units using a discounted cash flow valuation approach. The first
step of the impairment tests indicated that a portion of the goodwill for each of the Company’s reporting units may not be recoverable. The Company
performed the second step of the impairment tests to measure the impairment losses and determined that the implied goodwill for each of the reporting units
was lower than their respective carrying amounts of goodwill. Accordingly, the Company recorded non-cash charges of $476,223 during the nine month
period ended September 25, 2015 for the impairment of goodwill. The goodwill impairment charges were due to a decline in the estimated fair value of the
NSS business caused by NSS’s inability to achieve its planned 2015 orders, sales and operating income, and a reduced outlook for sales and operating
margins, which led the Company to reduce the terminal cash flow growth rate assumption from 2% to 0.5% in the discounted cash flows valuation for each
of its reporting units .

Identifiable Intangible Assets

Information on the Company’s identifiable intangible assets that are subject to amortization is presented in the table below.
 

  September 25, 2015   December 31, 2014  

  

Weighted
Average

Amortization
Period   

Gross
Carrying
Amount   

Accumulated
Amortization   

Net
Carrying
Amount   

Gross
Carrying
Amount   

Accumulated
Amortization   

Net
Carrying
Amount  

  (in years)   (in thousands)  
Customer contractual
   relationships   28  $ 86,448   $ 43,193  $ 43,255   $ 86,448  $ 40,201   $ 46,247 
Technology    10    33,559    29,939    3,620    33,559    29,617    3,942 
Favorable leasehold
   interests    —    5,929    5,929    —    5,929    5,929    — 

Total    27  $ 125,936   $ 79,061  $ 46,875   $ 125,936  $ 75,747   $ 50,189
 

Amortization expense recorded by the Company for its identifiable intangible assets is presented in the table below.
 

  Year-to-Date Period Ended  
  September 25, 2015   September 26, 2014  
Amortization expense   $ 3,314  $ 2,912

 

Based on gross carrying amounts at September 25, 2015, the Company’s estimate of amortization expense for intangible assets for the years ending
December 31, 2015 through 2019 is presented in the table below.
 

  Year Ending December 31,  
  2015   2016    2017   2018    2019  
Estimated amortization expense   $ 4,419  $ 4,092   $ 3,958  $ 3,745   $ 3,553

 

8. Pension Benefits

Certain of the Company’s employees that were hired on or before October 31, 2005 participate in qualified defined benefit plans sponsored by the
Communications Systems West division of L-3 (“the DB Plans”). The Company’s employees participating in the DB Plans represent approximately 10% of
the total number of plan participants. On January 1, 2014, L-3 enacted a plan amendment which froze all benefit accruals for future service provided by the
Company’s employees. L-3 allocates pension costs to the Company based on the benefit obligations attributable to the Company’s employees. Pension cost
allocations are assumed to be immediately settled with L-3 against the parent company investment account. The Company recorded pension costs (benefits)
of $644 and ($231) for the year-to-date periods ended September 25, 2015 and September 26, 2014, respectively.
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National Security Solutions

Notes to Combined Financial Statements (Continued)
 

9. Employee Stock-Based Compensation  

During the year-to-date period ended September 25, 2015, L-3 granted stock-based compensation under its Amended and Restated 2008 Long Term
Performance Plan (2008 LTPP) in the form of stock options, restricted stock units and performance units to employees of the Company. The stock-based
compensation awards granted during the year-to-date period ended September 25, 2015 are further discussed below.

Stock Options. The Company granted 8,379 stock options with a weighted average exercise price of $129.31 per option, which was equal to the closing
price of L-3 Holdings’ common stock on the date of grant. The options expire after 10 years from the date of grant and vest ratably over a three-year period
on the annual anniversary of the date of grant. The weighted average grant date fair value for the options of $20.14 per option was estimated using the
Black-Scholes option-pricing model. The weighted average assumptions used in the valuation model for this grant are presented in the table below.
 

Expected holding period (in years)   5.2 
Expected volatility   21.4%
Expected dividend yield   2.4%
Risk-free interest rate   1.5%

Restricted Stock Units. The Company granted 20,417 restricted stock units with a weighted average grant date fair value of $129.31 per share. Restricted
stock units automatically convert into shares of L-3 Holdings’ common stock upon vesting, and are subject to forfeiture until certain restrictions have
lapsed, including a three year cliff vesting period for employees and a one year cliff vesting period for non-employee directors, in each case starting on the
date of grant.

Performance Units. The Company granted 773 performance units with a weighted average grant date fair value per unit of $129.31. The final payout for
these units is based on the achievement of pre-determined EPS goals established by the compensation committee of L-3’s Board of Directors for the three-
year period ending December 31, 2017. Units earned under the award can range from zero to 200% of the original number of units awarded, which are
converted into shares of L-3 Holdings’ common stock.

10. Related Party Transactions and Parent Company Investment

Allocation
of
Corporate
Expenses.
The combined statements of operations include L-3 corporate expense allocations for corporate functions provided to
the Company, which are reported within selling, general and administrative expenses, totaling $13,500 and $13,350 for the year-to-date periods ended
September 25, 2015 and September 26, 2014, respectively. The remaining corporate allocations of $29,155 and $29,948 for the year-to-date periods ended
September 25, 2015 and September 26, 2014, respectively, represent direct corporate expenses. Direct corporate expenses include employee benefits, stock-
based compensation, insurance, and treasury expenses that have been allocated based on direct usage by the Company.

Related
Party
Revenues
and
Cost
of
Goods
Sold.
The Company is a party to transactions to purchase and sell products and services to and from other L-3
subsidiaries and divisions. Revenues earned from these affiliated entities were $5,510 and $3,563 for the year-to-date periods ended September 25, 2015 and
September 26, 2014, respectively. Purchases of products and services from these affiliated entities were $38,294 and $25,577 for the year-to-date periods
ended September 25, 2015 and September 26, 2014, respectively, and are included within cost of revenues in the combined statements of operations.

The Company serves as prime contractor on contracts in which L-3 subsidiaries other than NSS perform all of the work under those contracts, except for
certain administrative tasks including contract management. The Company does not recognize any profit on these contracts, as all profits are attributed to
the L-3 subsidiary performing the work. The Company recognized revenues of $31,881 and $21,023 for the year-to-date periods ended September 25, 2015
and September 26, 2014, respectively, on these contracts, which are reported as L-3 pass through revenues in the segment disclosures presented in Note 13.
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National Security Solutions

Notes to Combined Financial Statements (Continued)
 

Parent
Company
Investment:
Net transfers from/(to) parent are included within parent company investment on the combined statements of changes in
equity. The components of the Company’s net transfers from/(to) parent are presented in the table below.
 

  Year-to-Date Period Ended  
  September 25, 2015   September 26, 2014  
Intercompany revenues and purchases, net  $ 32,784  $ 22,014 
Cash pooling and general financing activities   (123,345)   (41,664)
Corporate allocations   42,655   43,298 
Income taxes   1,477   17,095 

Total net transfers from/(to) parent   $ (46,429)  $ 40,743
 

The net effect of these transactions is included in the combined balance sheets as Parent Company Investment.

11. Income Taxes

The Company’s operations have historically been included in L-3’s U.S. federal and state income tax returns. Income taxes are presented in these combined
financial statements as if the Company filed its own tax returns on a standalone basis. These amounts may not reflect tax positions taken or to be taken by L-
3, and have been available for use by L-3 and may remain with L-3 after a separation from L-3.

The Company’s income is fully subject to U.S. federal income tax, including the income of its foreign branches, which is also subject to taxation by the
foreign countries in which the branches operate. Accordingly, all of the Company’s income is classified as domestic.

The Company files its Federal and certain state tax returns on a consolidated or combined basis with L-3. In addition, the Company and its subsidiaries file
income tax returns in various state and foreign jurisdictions. The statutes of limitations for L-3’s U.S. Federal income tax returns for the years ended
December 31, 2010 through 2014 are open as of September 25, 2015. In the second quarter of 2015, L-3 reached agreements relating to the audit of its 2010
and 2011 U.S. Federal income tax returns with the U.S. Internal Revenue Service, as well as audits of several state and foreign jurisdictions. As a result of
these agreements, the Company reversed previously accrued income tax expense of $14, including interest and penalties. The IRS commenced an audit of
L-3’s U.S. Federal income tax return for 2012. L-3 cannot predict the outcome of the audit at this time.

The effective income tax rate for the year-to-date period ended September 25, 2015 was 3.2%. The marginal income tax rate on the goodwill impairment
charge relating to the NSS segment was 5.8% because a significant portion of the goodwill is not deductible for tax. Excluding the goodwill impairment
charge and related income tax benefit, the effective income tax rate for the year-to-date period ended September 25, 2015 would have increased to 42.6%,
compared to 41.5% for the same period last year. As of September 25, 2015, the Company anticipates that the total amount of unrecognized tax benefits will
remain substantially the same over the next 12 months. The actual amount could vary significantly depending on the ultimate timing and nature of any
settlements.

As of September 25, 2015 and December 31, 2014, non-current income taxes payable includes accrued potential interest of $2,843 ($1,737 after income
taxes) and $2,319 ($1,417 after income taxes), respectively, and potential penalties of $3,479 and $2,992, respectively. With respect to the interest related
items, the Company’s income tax expense included an expense of $320 and $378 for the year-to-date periods ended September 25, 2015 and September 26,
2014, respectively.
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National Security Solutions

Notes to Combined Financial Statements (Continued)
 

12. Commitments and Contingencies  

Procurement
Regulations

A substantial majority of the Company’s revenues are generated from providing services and products under legally binding agreements or contracts with
U.S. Government and foreign government customers. U.S. Government contracts are subject to extensive legal and regulatory requirements, and from time
to time, agencies of the U.S. Government investigate whether such contracts were and are being conducted in accordance with these requirements. The
Company is currently cooperating with the U.S. Government on several investigations from which civil, criminal or administrative proceedings have or
could result and give rise to fines, penalties, compensatory and treble damages, restitution and/or forfeitures. The Company does not currently anticipate that
any of these investigations will have a material adverse effect, individually or in the aggregate, on its consolidated financial position, results of operations or
cash flows. However, under U.S. Government regulations, an indictment of the Company by a federal grand jury, or an administrative finding against the
Company as to its present responsibility to be a U.S. Government contractor or subcontractor, could result in the Company being suspended for a period of
time from eligibility for awards of new government contracts or task orders or in a loss of export privileges. A conviction, or an administrative finding
against the Company that satisfies the requisite level of seriousness, could result in debarment from contracting with the federal government for a specified
term. In addition, all of the Company’s U.S. Government contracts: (1) are subject to audit and various pricing and cost controls, (2) include standard
provisions for termination for the convenience of the U.S. Government or for default, and (3) are subject to cancellation if funds for contracts become
unavailable. Foreign government contracts generally include comparable provisions relating to terminations for convenience and default, as well as other
procurement clauses relevant to the foreign government.

Litigation
Matters

The Company is also subject to litigation, proceedings, claims or assessments and various contingent liabilities incidental to its businesses, including those
specified below. Furthermore, in connection with certain business acquisitions, the Company has assumed some or all claims against, and liabilities of, such
acquired businesses, including both asserted and unasserted claims and liabilities.

In accordance with the accounting standard for contingencies, the Company records a liability when management believes that it is both probable that a
liability has been incurred and the Company can reasonably estimate the amount of the loss. Generally, the loss is recorded at the amount the Company
expects to resolve the liability. The estimated amounts of liabilities recorded for pending and threatened litigation are recorded in other current liabilities in
the combined balance sheets. Amounts recoverable from insurance contracts or third parties are recorded as assets when deemed probable. At September 25,
2015 and December 31, 2014, the Company did not record any amounts for recoveries from insurance contracts or third parties in connection with the
amount of liabilities recorded for pending and threatened litigation. Legal defense costs are expensed as incurred. The Company believes it has recorded
adequate provisions for its litigation matters. The Company reviews these provisions quarterly and adjusts these provisions to reflect the impact of
negotiations, settlements, rulings, advice of legal counsel and other information and events pertaining to a particular matter. With respect to the litigation
matters below for which it is reasonably possible that an unfavorable outcome may occur, an estimate of loss or range of loss is disclosed when such amount
or amounts can be reasonably estimated. Although the Company believes that it has valid defenses with respect to legal matters and investigations pending
against it, the results of litigation can be difficult to predict, particularly those involving jury trials. Accordingly, our current judgment as to the likelihood of
our loss (or our current estimate as to the potential range of loss, if any) with respect to any particular litigation matter may turn out to be wrong. Therefore,
it is possible that the financial position, results of operations or cash flows of the Company could be materially adversely affected in any particular period by
the unfavorable resolution of one or more of these or other contingencies.

Department of Labor Audit.   In 2009, the Department of Labor Wage and Hour Division began an audit of the Company’s Service Contract Act wage
determinations with respect to employees performing services on a contract with the Department of Labor Bureau of Labor Statistics.  In connection with
the settlement of this matter in May 2014, the Company recorded charges of $1,033 in 2013 and $1,550 in 2012, of which $2,078 remained as a liability at
December 31, 2014.  The Company no longer believes that this matter is probable of loss, and accordingly, eliminated this liability and recorded a reduction
of selling, general and administrative expenses of $2,078 for the year-to-date period ended September 25, 2015. 

Signature Beach Litigation .  On October 6, 2014, a subsidiary of the Company (among other defendants) was served with a complaint filed in the civil
division of the circuit court of the First Judicial Circuit in and for Okaloosa County, Florida. In December 2015, the Company paid $350 to the plaintiffs in
full settlement of this matter. This payment was recorded as a liability and is included in other current liabilities on this unaudited combined balance sheet at
September 25, 2015.
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National Security Solutions

Notes to Combined Financial Statements (Continued)
 

13. Segment Information  

The Company has four reportable segments, which are described in Note 1. The Company’s segments are reported on the same basis used internally for
evaluating performance and for allocating resources. The Company evaluates the performance of its operating segments and reportable segments based on
their revenues and operating income. All corporate expenses are allocated to the Company’s operating segments on the basis of direct usage when
identifiable, with the remainder allocated on the basis of revenues or headcount. Accordingly, all costs and expenses, except for the goodwill impairment
charge in 2015 (which is not included in the Company’s segment performance measures), are included in the Company’s measure of segment profitability.

The table below present revenues, operating income, depreciation and amortization and total assets by reportable segment.
 

    Year-to-Date Ended  
  September 25, 2015    September 26, 2014  
Revenues          

Defense Solutions  $ 318,774   $ 414,903 
Intelligence Solutions   324,396    350,562 
Global Solutions   107,060    149,102 
Data Tactics   20,003    29,436 
L-3 pass-thru revenues (See Note 9)   31,881   21,023 
Elimination of intercompany revenues   (179)   (1,094)

Total  $ 801,935   $ 963,932 
Operating Income (Loss)          

Defense Solutions  $ 18,163   $ 27,745 
Intelligence Solutions   14,770    19,732 
Global Solutions   1,776    8,083 
Data Tactics   (4,217)    (431)

Segment total  $ 30,492  $ 55,129 
Goodwill impairment   (476,223)   — 

Total  $ (445,731)   $ 55,129 
Depreciation and Amortization          

Defense Solutions  $ 3,037   $ 3,278 
Intelligence Solutions   3,061    2,895 
Global Solutions   1,584    1,690 
Data Tactics   980   586 

Total  $ 8,662   $ 8,449 
          

                 
  September 25, 2015    December 31, 2014  
Total Assets          

Defense Solutions  $ 289,768   $ 429,486 
Intelligence Solutions   334,046    542,756 
Global Solutions   136,202    265,813 
Data Tactics   44,550   59,927 

Total  $ 804,566   $ 1,297,982
 

14. Subsequent Events

The Company has evaluated all subsequent events through March 28, 2016 and did not identify any subsequent events .
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I ndepen dent Auditor's Report

 
To Management and the Board of Directors of L-3 Communications Holdings, Inc.

 
We have audited the accompanying combined financial statements of National Security Solutions, a business of L-3 Communications Holdings, Inc. (as described
in Note 1) , which comprise the combined balance sheets as of December 31, 2014 and 2013, and the related combined statements of operations and comprehensive
income, of changes in equity and of cash flows for each of the three years in the period ended December 31, 2014 .  
 
Management's
Responsibility
for
the
Combined
Financial
Statements
 
Management is responsible for the preparation and fair presentation of the combined financial statements in accordance with accounting principles generally
accepted in the United States of America; this includes the design, implementation, and maintenance of internal control relevant to the preparation and fair
presentation of combined financial statements that are free from material misstatement, whether due to fraud or error.
 
Auditor's
Responsibility
 
Our responsibility is to express an opinion on the combined financial statements based on our audit.  We conducted our audit in accordance with auditing standards
generally accepted in the United States of America .  Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the
combined financial statements are free from material misstatement.
 
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the combined financial statements.  The procedures selected
depend on our judgment, including the assessment of the risks of material misstatement of the combined financial statements, whether due to fraud or error.  In
making those risk assessments, we consider internal control relevant to the Company's preparation and fair presentation of the combined financial statements in
order to design audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Company's
internal control.  Accordingly, we express no such opinion.  An audit also includes evaluating the appropriateness of accounting policies used and the
reasonableness of significant accounting estimates made by management, as well as evaluating the overall presentation of the combined financial statements.  We
believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion.
 
Opinion
 
In our opinion, the combined financial statements referred to above present fairly, in all material respects, the financial position of National Security Solutions, a
business of L-3 Communications Holdings, Inc. , as of December 31, 2014 and 2013, and the results o f its operations and its cash flows f or each of the three years
in the period ended December 31, 2014 in accordance with accounting principles generally accepted in the United States of America .
 
Emphasis
of
Matter
 
As discussed in Notes 2 and 9 to the combined financial statements, the Company has entered into significant transactions with L-3 Communications Holdings, Inc.
, a related party. Our opinion is not modified with respect to this matter.
 
 

/s/ PricewaterhouseCoopers LLP
 
October 2, 2015
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N ational S ecurity Solutions

Combined Balance Sheet
(In
Thousands,
Except
Share
and
Per
Share
Amounts)

 
  December 31,  
  2014    2013  
ASSETS          
Current assets:          

Cash and cash equivalents  $ 3,997   $ 4,241 
Receivables, net   183,069    193,575 
Other current assets   13,478    13,909 

Total current assets   200,544    211,725 
Property, plant and equipment, net   26,622    14,552 
Goodwill   1,018,844    1,138,433 
Identifiable intangible assets   50,189    45,363 
Other assets   1,783    667 

Total assets  $ 1,297,982   $ 1,410,740 

LIABILITIES AND EQUITY          
Current liabilities:          

Accounts payable, trade  $ 48,384   $ 72,895 
Accrued employment costs   38,998    42,131 
Accrued expenses   33,230    38,397 
Deferred income taxes   20,168    22,163 
Advance payments and billings in excess of costs incurred   2,654    6,702 
Other current liabilities   4,406    3,021 

Total current liabilities   147,840    185,309 
Deferred income taxes   53,876    52,647 
Income taxes payable   26,707    26,423 
Other liabilities   10,157    4,290 

Total liabilities   238,580    268,669 
Commitments and contingencies (see Note 11)          
Equity:          

Parent company investment   1,059,402    1,142,111 
Accumulated other comprehensive loss   —    (40)

Total equity   1,059,402    1,142,071 
Total liabilities and equity  $ 1,297,982   $ 1,410,740

 

See notes to combined financial statements.
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National Sec urity Solutions

Combined Statements of Operations and Comprehensive Income
(In
Thousands)

 
    Year Ended December 31,  
  2014    2013    2012  
Revenues  $ 1,239,972   $ 1,290,484   $ 1,466,328 
Costs and expenses:               

Cost of revenues   (1,116,526)    (1,127,188)    (1,301,506)
Selling, general and administrative expenses   (62,690)    (81,469)    (94,011)
Goodwill impairment   (158,677)    —    — 

Total costs and expenses   (1,337,893)    (1,208,657)    (1,395,517)
Operating (loss) income   (97,921)    81,827    70,811 
Other income (expense), net   18    (6)    (70)
(Loss) income before income taxes   (97,903)    81,821    70,741 
Provision for income taxes   (17,591)    (32,435)    (28,240)
Net (loss) income  $ (115,494)   $ 49,386   $ 42,501 

Other comprehensive (loss) income:               
Unrealized gains (losses) on hedging instruments (1)   40    (157)    (693)
Comprehensive (loss) income  $ (115,454)   $ 49,229   $ 41,808

 

 
(1) Amounts are net of income tax expense of $26 for the year ended December 31, 2014, and income tax (benefit) of ($96) and ($425) for the years ended December 31, 2013

and 2012, respectively.

See notes to combined financial statements.
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National Security Solutions

Combined Statements of Changes in Equity
(In
Thousands)

 

  
Parent Company

Investment   

Accumulated
Other

Comprehensive
Income (Loss)    Total Equity  

Balance at December 31, 2011  $ 1,220,307   $ 810   $ 1,221,117 
Net income   42,501    —    42,501 
Unrealized loss on hedging instruments   —    (693)    (693)
Net transfers to parent   (128,585)    —    (128,585)
Balance at December 31, 2012  $ 1,134,223   $ 117   $ 1,134,340 
Net income   49,386    —    49,386 
Unrealized loss on hedging instruments   —    (157)    (157)
Net transfers to parent   (41,498)    —    (41,498)
Balance at December 31, 2013  $ 1,142,111   $ (40)   $ 1,142,071 
Net loss   (115,494)    —    (115,494)
Unrealized gain on hedging instruments   —    40    40 
Net transfers to parent   32,785    —    32,785 
Balance at December 31, 2014  $ 1,059,402   $ —   $ 1,059,402

 

See notes to combined financial statements .
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National Security Sol utions

Combined Statements of Cash Flows
(In
Thousands)

 
    Year Ended December 31,  
  2014    2013    2012  
OPERATING ACTIVITIES               
Net (loss) income  $ (115,494)   $ 49,386   $ 42,501 
Depreciation of property, plant and equipment   7,077    6,847    7,165 
Amortization of intangible assets   3,974    4,304    6,569 
Impairment of goodwill   158,677    —    — 
Deferred income tax (benefit) provision   (591)    4,706    (5,020)
Other non-cash items   527    (301)    163 
Changes   in operating assets and liabilities, excluding amounts
    from acquisitions:               

Receivables   19,251    822    65,802 
Other assets   271    1,468    5,986 
Accounts payable, trade   (25,992)    (757)    (1,776)
Accrued employment costs   (4,996)    (2,048)    (3,417)
Accrued expenses   (5,310)    (8,869)    (5,784)
Advance payments and billings in excess of costs incurred   (4,353)    (2,777)    8,055 
Other liabilities   (958)    (2,277)    5,294 

Net cash from operating activities   32,083    50,504    125,538 
INVESTING ACTIVITIES               
Business acquisitions, net of cash acquired   (56,547)    —    — 
Proceeds from the sale of a product line   —    375    3,000 
Capital expenditures   (8,565)    (5,307)    (4,880)
Dispositions of property, plant and equipment   —    —    54 

Net cash used in investing activities   (65,112)    (4,932)    (1,826)
FINANCING ACTIVITIES               
Net transfers from (to) parent   32,785    (41,498)    (128,585)

Net cash from (used in) financing activities   32,785    (41,498)    (128,585)
Net (decrease) increase in cash and cash equivalents   (244)    4,074    (4,873)
Cash and cash equivalents, beginning of the year   4,241    167    5,040 
Cash and cash equivalents, end of the year  $ 3,997   $ 4,241   $ 167

 

 
 
    Year Ended December 31,  
  2014    2013    2012  
Supplemental Cash Flow Disclosure               
Cash paid for taxes (see Note 2)  $ —   $ —   $ — 

Non-cash Transaction               
Acquisition of leasehold improvements and assumption of
    related liabilities  $ 8,522   $ —   $ —

 

See notes to combined financial statements.
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N ational S ecurity S olutions

 
Notes to Combined Financial Statements

(In
Thousands)

1. Description of Business

National
Security
Solutions
Divestiture
. On July 30, 2015, L-3 Communications Holdings, Inc. (“L-3 Holdings” or “L-3”) initiated a process to evaluate
strategic alternatives for its National Security Solutions (“NSS’ or the “Company”) business. These strategic alternatives could include, among other
possibilities, a potential sale, spin-off or other divestiture transactions for the business. The NSS business to be divested includes the National Security
Solutions and Data Tactics legal subsidiaries of L-3. Any divestiture transaction will be conditioned on, among other things, final approval of the
transaction by L-3’s Board of Directors.

Description
of
Business
. NSS provide enterprise and mission information technology (“IT”) solutions, cyber operations support, intelligence operations
support, integrated security and big data solutions. The Company’s customers include the United States (“U.S.”) Department of Defense (“DoD”), U.S.
Government intelligence agencies, federal civilian agencies and foreign governments.

The Company has the following five reportable segments: (1) Defense Solutions, (2) Intelligence Solutions, (3) Federal Solutions, (4) Global Solutions
and (5) Data Tactic. Defense Solutions delivers reliable Command, Control, Communications, Computers, Cyber, Intelligence, Surveillance and
Reconnaissance (“C5ISR”) infrastructure and services, intelligence analytics and operational solutions. By improving program efficiencies and delivering
secure, cost-effective, next-generation IT solutions, these services help solve the challenges of complex information environments. Intelligence Solutions
provides relevant, timely and cost-effective, mission-enabling solutions and mission-essential staff to help national and homeland security customers
manage, move and make sense of information to accomplish their missions. Federal Solutions delivers solutions that streamline operations, lower Total
Cost of Ownership, while increasing user satisfaction and improving overall performance. Global Solutions provides fully integrated, unique, low-risk
solutions and services that address security challenges in the areas of cybersecurity, critical infrastructure, command and control, and perimeter and border
protection. Data Tactics provides specialized large-scale data analytics, cybersecurity and cloud computing solution services. Financial information with
respect to each of our segments is included in Note 12.

The business headquarters and principal operations of NSS are located in Reston, Virginia.

2. Summary of Significant Accounting Policies

Principles
of
Combination
and
Basis
of
Presentation
. The accompanying combined financial statements of NSS are derived from the accounting records
of L-3 as if it operated on a stand- alone basis. The combined financial statements are prepared in conformity with accounting principles generally
accepted in the United States of America (“U.S. GAAP”) and reflect the combined financial position, results of operations and cash flows of L-3’s
National Security Solutions and Data Tactics legal subsidiaries.

All significant intercompany transactions between the combined businesses that comprise NSS have been eliminated.

The combined statements of operations include expense allocations for the corporate functions provided to the Company by L-3, including, but not limited
to, executive management, finance, legal, human resources, employee benefits administration, treasury, tax, internal audit, information technology,
communications, ethics and compliance, insurance, and stock-based compensation. These expenses have been allocated to the Company on the basis of
direct usage when identifiable, with the remainder allocated on the basis of revenue or headcount. Both L-3 and the Company believe these allocations
have been made on a consistent basis and are a reasonable reflection of the utilization of the services received by, or benefits provided to NSS by L-3
during the periods presented. However, these allocations may not be indicative of the actual expense that would have been incurred had the Company
operated as a separate entity apart from L-3. Actual expenses that may have been incurred, had NSS been a stand-alone company, would have depended
on a number of factors, including the stand-alone organizational structure, what functions were outsourced or performed by employees and strategic
decisions made in areas such as information technology and infrastructure.
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National Security Solutions
 

Notes to Combined Financial Statements (Continued)
 

Transactions between NSS and L-3 have been included in these combined financial statements, are considered to be effectively settled for cash at the time
the transaction is recorded, and therefore are included as financing activities in the combined statements of cash flows. The net effect of these transa
ctions is included in the combined balance sheets as Parent Company Investment.

L-3 uses a centralized approach to cash management and financing its operations. The majority of the Company’s cash receipts are transferred to L-3 daily
and L-3 funds the Company’s working capital and capital expenditure requirements as needed. Cash transfers to and from L-3’s cash management
accounts are recorded in Parent Company Investment in the combined balance sheets.

The combined financial statements include certain assets and liabilities that have been historically recorded at the L-3 corporate level but are specifically
identifiable or otherwise attributable to NSS.   L-3’s third party debt, and the related interest expense has not been allocated to NSS for any of the periods
presented because L-3’s borrowings and the related guarantees on such borrowings are not directly attributable to the combined businesses that comprise
NSS, and NSS is not expected to assume L-3’s debt presently or in connection with a divestiture transaction.

The businesses that comprise NSS guarantee L-3’s third party debt on a full and unconditional, joint and several basis, along with substantially all of L-3’s
other material domestic subsidiaries. Upon completion of a divestiture transaction, the businesses that comprise NSS will no longer guarantee L-3’s debt.

See Note 9 for a further description of the transactions between NSS and L-3.

Parent
Company
Investment
. Parent company investment in the combined balance sheets represents L-3’s historical investment in NSS, the net effect of
cost allocations from and transactions with L-3, net cash transfers to L-3, and NSS’s accumulated earnings.

Accounting
Estimates
. The preparation of financial statements in conformity with U.S. GAAP requires management 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 periods. The most significant of these estimates and assumptions relate to the
recoverability, useful lives and valuation of goodwill and identifiable intangible assets, income taxes and contingencies. Changes in estimates are reflected
in the periods during which they become known. Actual amounts will differ from these estimates and could differ materially.

Revenue
Recognition
. Substantially all of the Company’s revenues are generated from written contractual (revenue) arrangements. A substantial majority
of the Company’s contractual (revenue) arrangements have a period of performance of 12 months or less and, given their short duration, generally have
few contract modifications. The sales price for the Company’s revenue arrangements are generally either cost-plus fixed fee, cost-plus award fee, time-
and-material or fixed-price type. Depending on the contractual scope of work, the Company utilizes either accounting standards for revenue arrangements
with commercial customers or contract accounting standards for these contracts. For 2014, $1,220,576, or 98% of the Company’s revenues were covered
by accounting standards for revenue arrangements with commercial customers. These revenues are recognized when there is persuasive evidence of an
arrangement, delivery has occurred or services have been performed, the selling price to the buyer is fixed or determinable and collectability is reasonably
assured. The remaining $19,396, or 2% of revenues were generated from contracts (revenue arrangements) that are covered by contract accounting
standards. These revenues are recognized based on a percentage-of-completion method of accounting.

Revenues and profits on cost-plus type contracts are recognized as allowable costs are incurred on the contract, at an amount equal to the allowable costs
plus the earned fees on those costs as the Company becomes contractually entitled to reimbursement of the costs and the applicable fees. The fee on a cost-
plus type contract is fixed or variable based on the contractual fee arrangement. Cost-plus type contracts with award fee provisions are the Company’s
primary variable contract fee arrangement. Award fees provide for a fee based on actual performance relative to contractually specified criteria. Revenues
and profit on award fees are recorded when awarded by the customer.

Revenues and profits on time-and-material type contracts are recognized on the basis of direct labor hours expended multiplied by the contractual fixed
rate per hour, plus the actual costs of materials and other direct non-labor costs.
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Revenues for fixed-price service contracts that do not contain measurable units of work performed are generally recognized on a straight-line basis over
the contractual service period, unless evidence suggests that the revenue is earned, or obligations are fulfilled, in a different manner. Revenues on fixed
price service contracts that contain measur able units of work performed are generally recognized when the units of work are completed.

Revenues for fixed-price type contracts covered by contract accounting standards are recognized using a ratio of actual cumulative costs incurred to total
estimated costs at completion of the contract multiplied by the total estimated contract revenue, less cumulative revenue recognized in prior periods. A
single estimated total profit margin is used to recognize profit. Losses on contracts are recognized in the period in which they become evident. The impact
of revisions of contract estimates, which may result from contract modifications, performance or other reasons, are recognized on a cumulative catch-up
basis in the period in which the revisions are made. Aggregate net changes in contract estimates increased operating income by $437, or 1%, for the year
ended December 31, 2014, $6,760, or 8%, for the year ended December 31, 2013, and $3,671, or 5%, for the year ended December 31, 2012.

Revenues and profit in connection with contracts to provide services to the U.S. Government that contain collection risk because the contracts are
incrementally funded and subject to the availability of funds appropriated, are deferred until a contract modification is obtained, indicating that adequate
funds are available to the contract or task order.

Cost
of
Revenues
. Cost of revenues primarily consists of compensation expenses for program personnel, the fringe benefits associated with this
compensation, and other direct expenses incurred to complete programs, including cost of materials and subcontract efforts.

Selling,
General,
and
Administrative
Expenses
. Selling, general and administrative expenses are expensed as incurred.

Employee
Stock-Based
Compensation
. Certain key employees of NSS participate in L-3’s stock- based compensation plan. L-3 issues restricted stock
units, non-qualified stock options and performance units under its existing plan to employees of the Company.

The Company follows the fair value based method of accounting for stock-based employee compensation, which requires the Company to expense all
stock-based employee compensation.

Compensation expense for all restricted stock unit and stock option awards is recognized, net of estimated forfeitures, on a straight-line basis over the
requisite service period, which is generally three years, based on the grant date fair value. Compensation expense for performance units payable in L-3
common stock is based on the fair value of the units at the grant date (measurement date), adjusted each reporting period for progress towards the target
award, and recognized on a straight line basis over the requisite service period.

Income
Taxes
. The Company’s operations have historically been included in L-3’s U.S. federal and state income tax returns and all income taxes have
been paid by L-3. Income taxes are presented in these combined financial statements as if the Company filed its own tax returns on a stand-alone basis.
Current income tax liabilities are assumed to be immediately settled with L-3 against the parent company investment account.

The Company provides for income taxes using the liability method. Deferred income tax assets and liabilities reflect tax carryforwards and the net tax
effects of temporary differences between the carrying amounts of assets and liabilities for financial reporting and income tax purposes, as determined
under enacted tax laws and rates. The effect of changes in tax laws or rates is accounted for in the period of enactment. Valuation allowances for deferred
tax assets are provided when it is more likely than not that the assets will not be realized, considering, when appropriate, tax planning strategies.

Income tax accounting standards prescribe (1) a minimum recognition threshold that an income tax benefit arising from an uncertain income tax position
taken, or expected to be taken, on an income tax return is required to meet before being recognized in the financial statements and (2) the measurement of
the income tax benefits recognized from such positions. The Company’s accounting policy is to classify uncertain income tax positions that are not
expected to be resolved in one year as non-current income tax liabilities and to classify potential interest and penalties on uncertain income tax positions as
elements of the provision for income taxes on its financial statements.

Cas
h
and
Cash
Equivalents
. Cash and cash equivalents represent cash that is directly attributable to the Company. Cash equivalents consist of highly
liquid investments with an original maturity of three months or less at the time of purchase.
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Inventory
. Inventory is included in other current assets in the Combined Balance Sheets and is carried at the lower of cost or market. Cost is computed on
a specific identification basis. A provision for excess or inactive inventory is recorded based on an analysis that considers current inventory levels,
historical usage patterns and future revenue expectations. The Company had inventory balances of $2,590 at December 31, 2014 and $2,631 at December
31, 2013, substantially all of which relates to its Defense Solutions business.

Property,
Plant
and
Equipment
. Property, plant and equipment are stated at cost, less accumulated depreciation. Depreciation is computed by applying
the straight-line method to the estimated useful lives of the related assets. Useful lives for machinery, equipment, furniture and fixtures range from 2 to 10
years. Leasehold improvements are amortized over the shorter of the lease term or the estimated useful life of the improvements. Expenditures for
maintenance, repairs and minor improvements are charged to expense as incurred. When property or equipment is retired or otherwise disposed of, the net
book value of the asset is removed from the Company’s balance sheet and the net gain or loss is included in the determination of operating income.

Goodwill
. The Company records goodwill in connection with the acquisition of businesses when the purchase price exceeds the fair values of the assets
acquired and liabilities assumed. Generally, the largest intangible assets from the businesses that the Company acquires are the assembled workforces,
which includes the human capital of the management, administrative, marketing and business development, engineering and technical employees of the
acquired businesses. The success of the Company’s businesses, including their ability to retain existing business (revenue arrangements) and to
successfully compete for and win new business (revenue arrangements), is primarily dependent on the management, marketing and business development,
contracting, engineering and technical skills and knowledge of its employees, rather than on productive capital (plant and equipment, and technology and
intellectual property). Additionally, for a significant portion of its businesses, the Company’s ability to attract and retain employees who have U.S.
Government security clearances, particularly those of top-secret and above, is critical to its success, and is often a prerequisite for retaining existing
revenue arrangements and pursuing new ones. Therefore, because intangible assets for assembled workforces are part of goodwill in accordance with the
accounting standards for business combinations, the substantial majority of the intangible assets for the Company’s business acquisitions is recognized as
goodwill. Additionally, the value assigned to goodwill for the Company’s business acquisitions also includes the value that the Company expects to realize
from cost reduction measures that it implements for its acquired businesses.

The carrying value of goodwill is not amortized, but is tested for impairment annually as of November 30 and, additionally on an interim basis, whenever
events or changes in circumstances indicate that the carrying amount of the goodwill may not be recoverable. The accounting standards for goodwill allow
for the assessment of qualitative factors to determine whether it is more likely or not that the fair value of the reporting unit is less than its carrying
amount. The Company did not utilize a qualitative assessment approach for the November 30, 2014 goodwill impairment test, as the Company chose
instead to complete the quantitative two-step testing process for each reporting unit. The first step in the process is to identify any potential impairment by
comparing the carrying value of a reporting unit to its fair value. The Company determines the fair value of its reporting units using a discounted cash flow
valuation approach. If a potential impairment is identified, the second step is to measure the impairment loss by comparing the implied fair value of
goodwill with the carrying value of goodwill of the reporting unit.

Identifiable
Intangible
Assets
. Identifiable intangible assets represent assets acquired as part of the Company’s business acquisitions and include
customer contractual relationships, technology and favorable leasehold interests. The initial measurement of these intangible assets is based on their fair
values. The most significant identifiable intangible asset that is separately recognized for the Company’s business acquisitions is customer contractual
relationships. All of the Company’s customer relationships are established through written customer contracts (revenue arrangements). The fair value for
customer contractual relationships is determined, as of the date of acquisition, based on estimates and judgments regarding expectations for the estimated
future after-tax earnings and cash flows (including cash flows for working capital) arising from the follow- on sales on contract (revenue arrangement)
renewals expected from the customer contractual relationships over their estimated lives, including the probability of expected future contract renewals
and sales, less a contributory assets charge, all of which is discounted to present value.

Identifiable intangible assets are: (1) tested for impairment whenever events or changes in circumstances indicate that the carrying amount of these assets
may not be recoverable and (2) amortized over their estimated useful lives as the economic benefits are consumed. The Company reviews and updates its
estimates of the duration of its customer contractual relationships. If such estimates indicate that the duration of the Company’s customer contractual
relationships has decreased compared to the estimates made as of the date the Company acquired these intangible assets, the Company accelerates the
amortization period for its customer contractual relationships over their remaining economic life.
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Derivative
Financial
Instruments
. The Company’s derivative financial instruments include foreign currency forward contracts, which are entered into
for risk management purposes.

The Company enters into contracts with customers that are denominated in currencies other than its functional currency, the U.S. dollar. To protect the
functional currency equivalent cash flows associated with certain of these contracts, L-3 enters into foreign currency forward contracts on behalf of the
Company. The Company’s activities involving foreign currency forward contracts are designed to hedge the changes in the functional currency equivalent
cash flows due to movements in foreign exchange rates compared to the functional currency. The foreign currency hedged is the British pound. L-3
manages exposure to counterparty non-performance credit risk by entering into foreign currency forward contracts only with major financial institutions
that are expected to fully perform under the terms of such contracts. Foreign currency forward contracts are recorded in the Company’s balance sheets at
fair value and are generally designated and accounted for as cash flow hedges in accordance with the accounting standards for derivative instruments and
hedging activities. Gains and losses on designated foreign currency forward contracts that are highly effective in offsetting the corresponding change in
the cash flows of the hedged transactions are recorded net of income taxes in accumulated other comprehensive income (loss) (accumulated OCI) and then
recognized in income when the underlying hedged transaction affects income. Gains and losses on foreign currency forward contracts that do not meet
hedge accounting criteria are recognized in income immediately.

The Company had no outstanding derivative financial instruments as of December 31, 2014. The Company had derivative financial instruments recorded
at fair value of $207 as of December 31, 2013, which are included in other current assets on the combined balance sheet.

Accounting
Standards
Issued
and
Not
Yet
Implemented
. In July 2015, the Financial Accounting Standards Board (“FASB”) issued Accounting
Standards Update (“ASU”) 2015-11, which requires entities to measure most inventory “at the lower of cost and net realizable value,” thereby simplifying
the current guidance under which an entity must measure inventory at the lower of cost or market, with market defined as replacement cost, net realizable
value, or net realizable value less a normal profit margin. This update is effective for interim and annual periods beginning after December 15, 2016. The
adoption of this standard will not impact the Company’s financial position, results of operations or cash flows.

In April 2015, the FASB issued ASU 2015-5, which is meant to help entities evaluate the accounting for fees paid by a customer in a cloud computing
arrangement by providing guidance as to whether an arrangement includes the sale or license of software. This update is effective for interim and annual
periods beginning after December 15, 2015. The adoption of this standard will not materially impact the Company’s financial position, results of
operations or cash flows.

In February 2015, the FASB issued ASU 2015-2, which changes the analysis that a reporting entity must perform to determine whether it should
consolidate certain types of legal entities. This update is effective for interim and annual periods beginning after December 15, 2015, and early adoption is
permitted. The adoption of this standard will not have an impact on the Company’s financial position, results of operations or cash flows.

In January 2015, the FASB issued ASU 2015-1, which eliminates from U.S. GAAP the concept of extraordinary items. The update is effective for the
Company for interim and annual periods beginning after December 15, 2015. The adoption of this standard will not have an impact on the Company’s
financial position, results of operations or cash flows.

In June 2014, the FASB issued ASU 2014-12, which provides new guidance on accounting for share-based payments when the terms of an award provide
that a performance target could be achieved after the requisite service period. The update requires a reporting entity to treat a performance target that
affects vesting and that could be achieved after the requisite service period as a performance condition under Accounting Standards Codification (ASC)
718 Compensation – Stock Compensation , and apply existing guidance as it relates to awards with performance conditions that affect vesting to account
for such awards. The update is effective for the Company for the interim and annual periods beginning after December 15, 2015. The adoption of this
standard will not have an impact on the Company’s financial position, results of operations or cash flows.
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In May 2014, the FASB issued ASU 2014-9, Revenue from Contracts with Customers , which will replac e numerous requirements in U.S. GAAP,
includin g industry-specific requirements, provide companies with a single revenue recognition model for recognizing revenue from contracts with
customers and significantly expand the disclosure requirements for revenue arrangements. The new standard, as amended, will be effective for the
Company for interim and annual reporting periods beginning on January 1, 2018, with early application permitted beginning on January 1, 2017. The two
permitted transition methods under the new standard are the full retrospective method, in which case the standard would be applied to each prior reporting
period presented, or the modified retrospective method, in which case the cumulative effect of applying the standard would be recognized at the date of
initial application. The Company is currently evaluating the expected impact of the adoption of this standard on its consolidated financial statements and
related disclosures and the transition alternatives available. As the new standard will supersede substantially all existing revenue guidance, it could impact
revenue and cost recognition on substantially all of the Company’s contracts, in addition to the Company’s business processes and information technology
systems. As a result, the Company’s evaluation of the impact of the standard will extend over future periods.

3. Acquisitions

All business acquisitions are included in the Company’s results of operations from their respective acquisition dates.

On March 4, 2014, L-3 acquired Data Tactics Corporation, renamed L-3 Data Tactics, for a purchase price of $56,941, which was financed with cash on
hand, and assigned to L-3’s National Security Solutions segment. The purchase price and purchase price allocation for L-3 Data Tactics was finalized as of
December 31, 2014, with no significant changes from preliminary amounts. L-3 Data Tactics is a specialized provider of large-scale data analytics,
cybersecurity and cloud computing solution services, primarily to the DoD. Based on the final purchase price allocation, the aggregate goodwill
recognized for this business was $39,088, substantially all of which is expected to be deductible for income tax purposes. The goodwill was assigned to
the newly formed Data Tactics reportable segment.

The table below presents a summary of the fair value of the L-3 Data Tactics assets acquired and liabilities assumed.
 

Cash and cash equivalents  $ 394 
Receivables, net   8,746 
Other current assets   915 

Total current assets   10,055 
Property, plant and equipment, net   2,587 
Goodwill   39,088 
Identifiable intangible assets   8,800 

Total assets acquired   60,530 
Account payable, trade   1,481 
Accrued employment costs   1,863 
Other current liabilities   245 

Total liabilities assumed   3,589 
Net assets acquired  $ 56,941
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Unaudited Pro Forma Statements of Operations Data

The following unaudited pro forma Statements of Operations data presents the combined results of the Company and the Data Tactics business acquisition,
assuming that the Data Tactics business acquisition had occurred on January 1, 2013.
 

    Year Ended December 31,  
  2014   2013  
Pro forma net sales  $ 1,247,099  $ 1,335,168 
Pro forma net (loss) income  $ (115,952)  $ 49,424

 

The unaudited pro forma results disclosed in the table above are based on various assumptions and are not necessarily indicative of the results of operations
that would have occurred had L-3 completed the Data Tactics acquisition on January 1, 2013.

4. Receivables

The Company’s receivables principally relate to contracts with the U.S. Government and prime contractors or subcontractors of the U.S. Government.
Revenues from the U.S. Government under prime contracts and subcontracts, as compared to total revenues, were approximately 98% for the years ended
December 31, 2014, 2013, and 2012. The components of contract receivables are presented in the table below.
 

    December 31,  
  2014   2013  
Billed receivables  $ 50,410  $ 57,408 
Unbilled receivables:         

Amounts billable   114,320   119,537 
Revenues recorded in excess of milestone billings on
    fixed price contracts   19,922   18,074 

Allowance for doubtful accounts   (1,583)   (1,444)
Total receivables, net   $ 183,069   $ 193,575

 

Amounts billable consist principally of amounts to be billed within the next month, generally from cost-plus type contracts and time-and-material type
contracts due to the timing of preparation of invoices to customers. Revenues recorded in excess of milestone billings on fixed-price type contracts consist
of amounts not expected to be billed within the next month. Such amounts are converted to billed receivables when invoiced to customers according to
contractual billing terms, which generally occur when performance milestones are completed. The Company believes that substantially all of the unbilled
contract receivables at December 31, 2014 will be billed and collected within one year.

The Company does not believe it has significant exposure to credit risk as accounts receivable and the unbilled amounts are primarily due from the U.S.
Government. The allowance for doubtful accounts primarily represents the Company’s estimate for exposure to compliance, contractual issues and bad
debts related to prime contractors and commercial customers

5. Property, Plant and Equipment

The table below presents the components of property, plant and equipment.
 

    December 31,  
  2014   2013  
Machinery, equipment, furniture and fixtures  $ 37,478  $ 29,884 
Leasehold improvements   17,176   22,198 
Gross property, plant and equipment   54,654   52,082 
Accumulated depreciation and amortization   (28,032)   (37,530)
Property, plant and equipment, net   $ 26,622   $ 14,552
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6. Goodwill and Identifiable Intangible Assets

The table below presents the changes in goodwill allocated to the Company’s reportable segments, which are also reporting units.
 

  
Intelligence
Solutions   

Defense
Solutions   

Federal
Solutions   

Global
Solutions   Data Tactics   Total  

Balance at December 31, 2012  $ 448,708  $ 418,408  $ 165,609  $ 105,708  $ —  $ 1,138,433 
Balance at December 31, 2013  $ 448,708  $ 418,408  $ 165,609  $ 105,708  $ —  $ 1,138,433 
Business acquisitions   —   —    —    —    39,088    39,088 
Goodwill impairment    —    (103,941)    —    (54,736)    —    (158,677)
Balance at December 31, 2014  $ 448,708  $ 314,467  $ 165,609  $ 50,972  $ 39,088  $ 1,018,844

 

As discussed in Note 2, the carrying value of goodwill is tested for impairment annually as of November 30 as well as whenever events or changes in
circumstances indicate that the carrying amount may not be recoverable using a two - step process for each reporting unit.

The first step of the November 30, 2014 annual impairment test indicated that a portion of the $418,408 of goodwill for the Company’s Defense Solutions
reporting unit, and a portion of the $105,708 of goodwill for the Company’s Global Solutions reporting unit may not have been recoverable. The Company
performed the second step of the impairment tests to measure the impairment losses for 2014 and determined that the implied goodwill was (i) $103,941
lower than the respective carrying amount of goodwill for the Defense Solutions reporting unit, and (ii) $54,736 lower than the respective carrying amount
for the Global Solutions reporting unit. Accordingly, the Company recorded non-cash charges of $158,677 for the year ended December 31, 2014 for the
impairment of goodwill. The goodwill impairment charges were due to a decline in the estimated fair values of the Defense Solutions and Global Solutions
reporting units as a result of a decline in their projected future cash flows. The decline in Defense Solutions projected cash flows in 2014 was primarily due
to contract award losses and lower selling prices on certain re-competed programs and task orders caused by competitive pricing pressures. The decline in
Global Solutions projected cash flows in 2014 was primarily due to the delay of the next phase of a security solutions program for a foreign government,
and higher investments being made by the Company to capture new international business.

The Company’s accumulated goodwill impairment losses at December 31, 2014 were $158,677, of which $103,941 was recorded in the Defense
Solutions segment and $54,736 was recorded in the Global Solutions segment.

Information on the Company’s identifiable intangible assets that are subject to amortization is presented in the table below.
 
  December 31, 2014   December 31, 2013  

  

Weighted
Average

Amortization
Period   

Gross
Carrying
Amount   

Accumulated
Amortization  

Net
Carrying
Amount   

Gross
Carrying
Amount   

Accumulated
Amortization  

Net
Carrying
Amount  

  (in years)           (in thousands)          
Customer contractual
   relationships   28   $ 86,448  $ 40,201  $ 46,247  $ 81,948  $ 36,585  $ 45,363 
Technology   10    33,559    29,617    3,942    29,259    29,259    — 
Favorable leasehold interests     —      5,929    5,929    —    5,929    5,929    — 

Total   27   $ 125,936  $ 75,747  $ 50,189  $ 117,136  $ 71,773  $ 45,363
 

Amortization expense recorded by the Company for its identifiable intangible assets is presented in the table below.
 

    Year Ended December 31,  
  2014    2013    2012  
Amortization expense  $ 3,974   $ 4,304   $ 6,569
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Based on gross carrying amounts at December 31, 2014, the Company’s estimate of amortization expense for intangible assets for the years ending
December 31, 2015 through 2019 is presented in the table below.
 

    Year Ending December 31,  
  2015    2016    2017    2018    2019  
Estimated amortization expense  $ 4,419   $ 4,092   $ 3,958   $ 3,745   $ 3,553

 

7. Pension and Other Employee Benefits

Pension
Benefits
. Certain of the Company’s employees that were hired on or before October 31, 2005 participate in qualified defined benefit plans
sponsored by the Communications Systems West division of L-3 (“the DB Plans”). The Company’s employees participating in the DB Plans represent
approximately 10% of the total number of plan participants. On January 1, 2014, L-3 enacted a plan amendment which froze all benefit accruals for future
service provided by the Company’s employees. L-3 allocates pension costs to the Company based on the benefit obligations attributable to the Company’s
employees. Pension cost allocations are assumed to be immediately settled with L-3 against the parent company investment account. The Company
recorded pension (benefits) costs of ($306), $2,382 and $2,582 for the years ended December 31, 2014, 2013 and 2012, respectively.

Employee
Savings
Plan
. Under the L-3 Communications Master Savings Plan or the Data Tactics Corporation 401(K) Profit Sharing Plan, the
Company’s participating employees may receive Company matching or other contributions, in the form of L-3 common stock or cash, up to designated
levels. The extent and form of the Company contributions and the applicable vesting terms vary among the businesses that comprise NSS. Company
contributions are paid to the plan in cash, and for those employees who receive contributions in the form of L-3 common stock, the plan purchases shares
from L-3 at fair market value. The Company’s contributions under the plan were $12,429, $11,065 and $13,435 for the years ended December 31, 2014,
2013 and 2012, respectively.

8. Employee Stock-Based Compensation

Stock-Based
Compensation
Plans
. The Company’s employees participate in the L-3 Amended and Restated 2008 Long Term Performance Plan (“2008
LTPP”). The following disclosures represent the portion of the 2008 LTPP in which the Company’s employees participated. Awards under the 2008 LTPP
may be granted to any officer or employee of L-3 or any of its subsidiaries, non- employee directors, or to any other individual who provides services to or
on behalf of L-3 or any of its subsidiaries. To date, awards under the 2008 LTPP have been in the form of L-3 restricted stock units, performance units and
options to purchase L-3 common stock.

The Company’s stock-based compensation by form of award is presented in the table below.
 

    Year Ended December 31,  
  2014    2013    2012  
Stock options  $ 165  $ 153  $ 271 
Restricted stock units   2,098   2,158   2,900 
Performance units   35   24   127 

Total before income taxes   2,298   2,335   3,298 
Income taxes   (894)   (908)   (1,283)
Total after income taxes  $ 1,404  $ 1,427  $ 2,015

 

Stock
Options
. The exercise price of L-3 stock options under the 2008 LTPP may not be less than the fair market value of L-3 common stock on the date of
grant. Options expire after 10 years from the date of grant and vest ratably over a three-year period on the annual anniversary of the date of grant. All
unvested options are subject to forfeiture upon termination of employment (subject to customary exceptions for death or disability). All of the stock option
awards issued under the 2008 LTPP are non-qualified stock options for U.S. income tax regulations.
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The table below presents a summary of the Company’s stock option activity as of December 31, 2014 and changes during the year then ended.
 

  
Number of

Options   

Weighted
Average
Exercise

Price  

Weighted
Average

Remaining
Contractual

Term   

Average
Intrinsic

Value  
Number of L-3 shares under option  (in thousands)     (in years)      
Outstanding at January 1, 2014   93  $  77.42  5.5    $ 2,772  

Options granted   9  113.67          
Options exercised   (35)  73.85          
Options forfeited   —             

Outstanding at December 31, 2014   67  $  84.27   5.9    $ 2,813  

Vested and expected to vest at December 31, 2014 (1)    67   $  84.22   5.9    $ 2,802  
Exercisable at December 31, 2014   44  $  81.26    4.5    $ 1,990

 

 
(1) Represents outstanding options reduced by expected forfeitures for options not fully vested.

The weighted average grant date fair value of the stock options awarded during 2014, 2013 and 2012 was $20.02, $12.09, and $11.32, respectively. The
aggregate intrinsic value, disclosed in the table above, represents the difference between L-3’s closing stock price on the last trading day for the period,
and the exercise price, multiplied by the number of in-the-money stock options.

The total intrinsic value of stock options exercised, based on the difference between the L-3 stock price at the time of exercise and the related exercise
price, was $1,517, $378 and $96 for the years ended December 31, 2014, 2013 and 2012, respectively. At December 31, 2014, total unrecognized
compensation costs related to stock options was $200 ($122 after income taxes), which are expected to be recognized over a weighted average remaining
period of 1.8 years.

The actual income tax benefit realized related to compensation deductions arising from the exercise of stock options by the Company’s employees totaled
$549, $142 and $115 for the years ended December 31, 2014, 2013 and 2012, respectively.

Stock
Option
Fair
Value
Estimation
Assumptions
. The fair value of L-3 stock options are estimated at the date of grant using the Black-Scholes option-
pricing valuation model. The valuation model is affected by L-3’s stock price as well as weighted average assumptions for a number of subjective
variables described below.

 · Expected Holding Period . The expected holding period of stock options granted represents the period of time that stock options granted are
expected to be outstanding until they are exercised. L-3 uses historical stock option exercise data to estimate the expected holding period.

 

 · Expected Volatility . Expected volatility is based on L-3’s historical share price volatility over a period matching the expected holding period.  

 · Expected Dividend Yield . Expected dividend yield is based on L-3’s anticipated dividend payments and historical pattern of dividend increases over
the expected holding period.

 

 · Risk-Free Interest Rate . The risk-free interest rates for stock options are based on U.S. Treasuries for a maturity matching the expected holding period.
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Changes in assumptions can materially impact the estimated fair value of stock options. The weighted average assumptions used in the valuation model are
presented in the table below.
 

  
2014

Grants   
2013

Grants   
2012

Grants  
Expected holding period (in years)   5.5    5.6    5.4  
Expected volatility   24.4%    26.4%     27.0%  
Expected dividend yield   2.7%    3.6%     3.6%  
Risk-free interest rate   1.7%    1.0%     1.0%

 

Restricted
Stock
Units
. L-3 awards restricted stock units that automatically convert into shares of L-3’s common stock upon vesting. These awards
are subject to forfeiture until certain restrictions have lapsed, including a three year cliff vesting period starting on the date of grant. The weighted
average grant date fair value of the restricted stock units awarded during 2014, 2013 and 2012 was $113.67, $77.00 and $67.49, respectively. The
grant date fair value of the restricted stock unit awards is based on L-3’s closing stock price at the date of grant, and is generally recognized as
compensation expense on a straight-line basis over the vesting period. However, for employees who attain retirement eligibility status prior to the end
of the three year cliff vesting period, and who have provided at least one year of service after the date of grant, compensation expense is recognized
over the shorter period from the date of grant to the retirement eligibility date. Retirement eligible employees are those employees that have attained
the age of 65 and have completed at least five years of service (which service must be continuous through the date of termination except for a single
break in service that does not exceed one year in length).

The table below presents a summary of the Company’s nonvested restricted stock unit awards as of December 31, 2014 and changes during the year then
ended.

 

  
Number of

Shares   

Weighted
Average

Grant Date
Fair Value

  (in thousands)    
Nonvested balance at January 1, 2014   105  $  73.69

Granted   26  113.67
Vested   (35)  76.82
Forfeited   (8)  76.61
Transfers,  net   (2)  71.77

Nonvested balance at December 31, 2014   86  $  83.99

As of December 31, 2014, total unrecognized compensation costs related to nonvested restricted stock awards were $2,392 ($1,462 after income
taxes), and are expected to be recognized over a weighted average remaining period of 1.8 years. The total fair value of restricted stock unit awards
vested during the years ended December 31, 2014, 2013 and 2012 as of their vesting dates was $4,044, $2,512 and $3,212, respectively.

Performance Units. L-3 grants performance unit awards, with each unit having a value at the time of grant equal to a share of L-3’s common stock. The
number of units ultimately earned can range from zero to 200% of the original award based upon the level of performance achieved by L-3 over the
associated performance period in relation to pre-determined performance goals. Units earned under the program are converted into shares of L-3’s
common stock, or are paid in cash based on the closing price of L-3’s common stock at the end of the performance period, as determined at the time of
grant by the Compensation Committee of the Board of Directors of L-3.

During the years ended December 31, 2014, 2013 and 2012, the Company granted performance unit awards with a weighted average grant date fair value
per unit of $113.67, $77.00 and $67.49, respectively. All the awards granted in 2014, 2013 and 2012 have performance conditions based on L-3’s diluted
earnings per share (“EPS”). The performance periods for the awards began on January 1 of the applicable grant year and end on December 31 of the year
corresponding to a three-year performance period. Units earned under the award are convertible into shares of L-3’s common stock. As of December 31,
2014, total unrecognized compensation costs related to the awards were $86 ($52 after income taxes) and are expected to be recognized over a weighted
average remaining period of 1.7 years.
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The table below presents a summary of the Company’s performance unit awards based on expected performance as of December 31, 2014 and changes
during the year then ended .
 

    Payable in Shares (EPS)  

  
Number of

Units   

Weighted
Average

Grant Date
Fair Value  

  (in thousands)      
Outstanding at January 1, 2014   1.0  $ 77.00 
Granted   0.9  113.67 
Decrease due to expected performance   (0.3)  77.00 
Vested   —   — 
Outstanding at December 31, 2014   1.6  $ 97.61

 

The performance period for awards granted in 2012 ended on December 31, 2014. The performance award previously granted in the first quarter of 2012
was transferred out of the Company in the third quarter of 2012 because the executive who was the recipient of the award transferred their employment from
the Company to another subsidiary of L-3.

9. Related Party Transactions and Parent Company Investment

Allocation
of
Corporate
Expenses
. The combined statements of operations include L-3 corporate expense allocations for corporate functions provided to
the Company, which are reported within selling, general and administrative expenses, totaling $17,800, $17,900 and $19,000 for the years ended
December 31, 2014, 2013 and 2012, respectively. The remaining corporate allocations of $40,424, $41,614 and $45,757 for the years ended December 31,
2014, 2013 and 2012, respectively, represent direct corporate expenses. Direct corporate expenses include employee benefits, stock-based compensation,
insurance, and treasury expenses that have been allocated based on direct usage by the Company.

Related
Party
Revenues
and
Cost
of
Goods
Sold
. The Company is a party to transactions to purchase and sell products and services to and from other L-3
subsidiaries and divisions. Revenues earned from these affiliated entities were $5,117, $3,732 and $5,248 for the years ended December 31, 2014, 2013
and 2012, respectively. Purchases of products and services from these affiliated entities were $39,361, $16,062 and $110,352 for the years ended
December 31, 2014, 2013 and 2012, respectively, and are included within cost of revenues in the combined statements of operations.

The Company serves as prime contractor on contracts in which L-3 subsidiaries other than NSS perform all of the work under those contracts, except for
certain administrative tasks including contract management. The Company does not recognize any profit on these contracts, as all profits are attributed to
the L-3 subsidiary performing the work. The Company recognized revenues of $36,187 in 2014 and $99,790 in 2012 on these contracts, which are
reported as L-3 pass through revenues in the segment disclosures presented in Note 12.

Parent
Company
Investment
. Net transfers from/(to) parent are included within parent company investment on the combined statements of changes in
equity. The components of the Company’s net transfers from/(to) parent are presented in the table below.

    Year Ended December 31,  
  2014    2013    2012  
Intercompany revenues and purchases, net  $ 34,244  $ 12,330  $ 105,104 
Cash pooling and general financing activities   (76,319)   (138,953)   (323,964)
Corporate allocations   58,224   59,514   64,757 
Income taxes   16,636   25,611   25,518 

Total net transfer from/(to) parent  $ 32,785  $ (41,498)  $ (128,585)

The net effect of these transactions is included in the combined balance sheets as Parent Company Investment.
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1 0 . Income Taxes

The Company’s operations have historically been included in L-3’s U.S. federal and state income tax returns. Income taxes are presented in these
combined financial statements as if the Company filed its own tax returns on a standalone basis. These amounts may not reflect tax positions taken or to be
taken by L-3, and have been available for use by L-3 and may remain with L-3 after a separation from L-3.

The Company’s income is fully subject to U.S. federal income tax, including the income of its foreign branches, which is also subject to taxation by the
foreign countries in which the branches operate. Accordingly, all of the Company’s income is classified as domestic.

The components of the Company’s current and deferred portions of the provision for income taxes are presented in the table below.
 

    Year Ended December 31,  
  2014    2013    2012  
Current income tax provision:               
Federal  $ 12,039  $ 20,678  $ 25,529 
State and local   2,969   4,151   4,834 
Foreign   3,174   2,900   2,897 
Subtotal   18,182   27,729   33,260 
Deferred income tax provision (benefit):               
Federal   (387)   3,777   (4,439)
State and local   (204)   929   (581)
Foreign   —   —   — 
Subtotal   (591)   4,706   (5,020)
Total provision for income taxes   $ 17,591   $ 32,435   $ 28,240

 

A reconciliation of the statutory federal income tax rate to the effective income tax rate of the Company is presented in the table below.
 

    Year Ended December 31,  
  2014    2013    2012  
Statutory federal income tax rate   35.0%   35.0%  35.0%
State and local income taxes, net of federal income tax
   benefit   (1.8)   4.0   3.9 
Foreign income taxes   (0.8)   1.0   0.8 
Goodwill impairment   (49.8)   —   — 
Research and experimentation and other tax credits   0.1   (0.9)   (0.1)
Other, net   (0.7)   0.5   0.3 
Effective income tax rate   (18.0)%   39.6%  39.9%
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The significant components of the Company’s net deferred tax liabilities are presented in the table below.
 

    December 31,  
  2014   2013  
Deferred tax assets:         
Inventoried costs  $ 6,443  $ 2,846 
Compensation and benefits   9,090   10,808 
Loss carryforwards   513   254 
Fixed assets   —   1,417 
Other   10,427   11,310 

Gross deferred tax assets   26,473   26,635 
Less:  valuation allowance   (256)   (254)
Net deferred tax assets    26,217    26,381 

Deferred tax liabilities:           
Goodwill and other intangible assets  $ 57,348  $ 61,961 
Income recognition on contracts in process   37,732   39,112 
Property, plant and equipment   5,081   — 
Other   100   118 

Gross deferred tax liabilities   100,261   101,191 
Total net deferred tax liabilities   (74,044)   (74,810)

The following table presents the classification of the Company’s net deferred tax liabilities.
 

    December 31,  
  2014   2013  
Current deferred tax liabilities  $ (20,168)  $ (22,163)
Non-current deferred tax liabilities   (53,876)   (52,647)
Total net deferred tax liabilities  $ (74,044)  $ (74,810)

As of December 31, 2014, the total amount of unrecognized tax benefits was $21,396, which would not significantly reduce the effective income tax rate, if
recognized. A reconciliation of the change in unrecognized income tax benefits, excluding potential interest and penalties, is presented in the table below.
 

    Year Ended December 31,  
  2014    2013    2012  
Balance at January 1  $ 22,624   $ 22,214   $ 16,368 
Additions for tax positions related to the current year   4,077   341   5,869 
Addition for tax positions related to prior years   —   83   — 
Reductions for tax positions related to prior years   (5,294)   —   — 
Reduction for tax positions related to prior years as a result
    of a lapse of statute of limitations   (11)   (14)   (23)
Balance at December 31  $ 21,396   $ 22,624   $ 22,214

 

The Company has capital loss carryforwards of approximately $725 that expire beginning in 2017. The Company does not believe that it is more likely
than not that it will generate sufficient capital gain income to utilize this carryforward. The Company had $6,441 of state net operating losses that will
expire, if unused, between 2029 and 2034. The Company believes that it will generate sufficient taxable income, of the appropriate character, to utilize the
state net operating losses before they expire.
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The Company files its Federal and certain state tax returns on a consolidated or combined basis with L-3. In addition, the Company and its subsidiaries file
income tax returns in various state and foreign jurisdictions. The statutes of limitations for L-3’s U.S. Federal income tax returns for the years ended
December 31, 2010 through 2013 are open as of December 31, 2014. The U.S. Internal Revenue Service (“IRS”) commenced audits of L-3’s U.S. Federal
income tax returns for 2010 and 2011. L-3 cannot predict the outcome of the audits at this time. As of December 31, 2014, the Company anticipates that
the total a mount of unrecognized tax benefits will remain substantially the same over the next 12 months. The actual amount could vary significantly
depending on the ultimate timing and nature of any settlements.

As of December 31, 2014 and 2013, non-current income taxes payable includes accrued potential interest of $2,319 ($1,417 after income taxes) and $1,636
($1,000 after income taxes), respectively, and potential penalties of $2,992 and $2,163, respectively. With respect to the interest related items, the
Company’s income tax expense included an expense (benefit) of $417, $(15), and $28 for the years ended December 31, 2014, 2013 and 2012, respectively.

1 1 . Commitments and Contingencies

Non-Cancelable
Operating
Leases
.   The Company leases certain facilities and equipment under agreements expiring at various dates through 2023.
Certain leases contain renewal options or escalation clauses providing for increased rental payments based upon maintenance, utility and tax increases. No
lease agreement imposes a restriction on the Company’s ability to pay dividends, engage in debt or equity financing transactions, or enter into further lease
agreements. The following table presents future minimum payments under non-cancelable operating leases with initial or remaining terms in excess of one
year at December 31, 2014.

 
  Real Estate   Equipment   Total  
2015  $ 23,295  $ 970   $ 24,265 
2016   22,922   588    23,510 
2017   20,969   266    21,235 
2018   19,982   —    19,982 
2019   16,425   —    16,425 
Thereafter   32,479   —    32,479 
Total minimum payments required   136,072   1,824    137,896 
Less:  Sublease rentals under non-cancelable leases   3,567   —    3,567 
Net minimum payments required  $ 132,505  $ 1,824   $ 134,329

 

Rent expense was $24,056 for 2014, $23,978 for 2013 and $25,221 for 2012. Sublease rental income was $2,480 for 2014, $4,147 for 2013 and $4,264 for
2012.

Procurement
Regulations
.  A substantial majority of the Company’s revenues are generated from providing services and products under legally binding
agreements or contracts with U.S. Government and foreign government customers. U.S. Government contracts are subject to extensive legal and regulatory
requirements, and from time to time, agencies of the U.S. Government investigate whether such contracts were and are being conducted in accordance with
these requirements. The Company is currently cooperating with the U.S. Government on several investigations from which civil, criminal or administrative
proceedings have or could result and give rise to fines, penalties, compensatory and treble damages, restitution and/or forfeitures. The Company does not
currently anticipate that any of these investigations will have a material adverse effect, individually or in the aggregate, on its consolidated financial
position, results of operations or cash flows. However, under U.S. Government regulations, an indictment of the Company by a federal grand jury, or an
administrative finding against the Company as to its present responsibility to be a U.S. Government contractor or subcontractor, could result in the
Company being suspended for a period of time from eligibility for awards of new government contracts or task orders or in a loss of export privileges. A
conviction, or an administrative finding against the Company that satisfies the requisite level of seriousness, could result in debarment from contracting with
the federal government for a specified term. In addition, all of the Company’s U.S. Government contracts: (1) are subject to audit and various pricing and
cost controls, (2) include standard provisions for termination for the convenience of the U.S. Government or for default, and (3) are subject to cancellation if
funds for contracts become unavailable. Foreign government contracts generally include comparable provisions relating to terminations for convenience and
default, as well as other procurement clauses relevant to the foreign government.
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Litigation
Matters
.   The Company is also subject to litigation, proceedings, claims or assessments and various contingent li abilities incidental to its
businesses, including those specified below. Furthermore, in connection with certain business acquisitions, the Company has assumed some or all claims
against, and liabilities of, such acquired businesses, including both asserted and unasserted claims and liabilities.

In accordance with the accounting standard for contingencies, the Company records a liability when management believes that it is both probable that a
liability has been incurred and the Company can reasonably estimate the amount of the loss. Generally, the loss is recorded at the amount the Company
expects to resolve the liability. The estimated amounts of liabilities recorded for pending and threatened litigation are recorded in other current liabilities in
the combined balance sheets. Amounts recoverable from insurance contracts or third parties are recorded as assets when deemed probable. At December 31,
2014, the Company did not record any amounts for recoveries from insurance contracts or third parties in connection with the amount of liabilities recorded
for pending and threatened litigation. Legal defense costs are expensed as incurred. The Company believes it has recorded adequate provisions for its
litigation matters. The Company reviews these provisions quarterly and adjusts these provisions to reflect the impact of negotiations, settlements, rulings,
advice of legal counsel and other information and events pertaining to a particular matter. With respect to the litigation matters below for which it is
reasonably possible that an unfavorable outcome may occur, an estimate of loss or range of loss is disclosed when such amount or amounts can be
reasonably estimated. Although the Company believes that it has valid defenses with respect to legal matters and investigations pending against it, the
results of litigation can be difficult to predict, particularly those involving jury trials. Accordingly, our current judgment as to the likelihood of our loss (or
our current estimate as to the potential range of loss, if any) with respect to any particular litigation matter may turn out to be wrong. Therefore, it is possible
that the financial position, results of operations or cash flows of the Company could be materially adversely affected in any particular period by the
unfavorable resolution of one or more of these or other contingencies.

Department
of
Labor
Audit
. In 2009, the Department of Labor Wage and Hour Division began an audit of the Company’s Service Contract Act wage
determinations with respect to employees performing services on a contract with the Department of Labor Bureau of Labor Statistics. In connection with the
settlement of this matter in May 2014, the Company recorded charges of $1,033 in 2013 and $1,550 in 2012, of which $2,078 remained as a liability at
December 31, 2014.

Signature
Beach
Litigation
. On October 6, 2014, a subsidiary of the Company (among other defendants) was served with a complaint filed in the civil
division of the circuit court of the First Judicial Circuit in and for Okaloosa County, Florida. An amended complaint was filed on March 4, 2015, and
discovery has commenced. The dispute relates to work performed by the subsidiary as a general contractor for the construction of the Signature Beach
Condominium in Destin, Florida. The amended complaint alleges that the construction was deficient and defective, and seeks unquantified monetary
damages, interest, and fees and expenses. The Company is currently unable to reasonably estimate the amount or range of loss, if any, that may be incurred
in connection with this matter because: (1) the proceedings are in their early stages, (2) the plaintiff has not yet indicated the specific amount of damages
that will be sought at trial and (3) significant factual issues remain in dispute.

1 2. Segment Information

The Company has five reportable segments, which are described in Note 1. The Company’s segments are reported on the same basis used internally for
evaluating performance and for allocating resources. The Company evaluates the performance of its operating segments and reportable segments based on
their revenues and operating income. All corporate expenses are allocated to the Company’s operating segments on the basis of direct usage when
identifiable, with the remainder allocated on the basis of revenues or headcount. Accordingly, all costs and expenses, except for the goodwill impairment
charge in 2014 (which is not included in the Company’s segment performance measures), are included in the Company’s measure of segment profitability.

22



National Security Solutions
 

Notes to Combined Financial Statements (Continued)

The table below present revenues, operating income, depreciation and amortization, capital expenditures, and total assets by reportable segment .
 

    Year Ended December 31,  
  2014    2013    2012  
Revenues               

Defense Solutions  $ 528,529   $ 620,715   $ 668,718 
Intelligence Solutions   456,906    443,606    470,371 
Federal Solutions   142,806    186,374    187,908 
Data Tactics   38,503    —    — 
Global Solutions   38,292   41,160   39,560 
L-3 pass-thru revenues (see Note 9)   36,187   —   99,790 
Elimination of intercompany revenues   (1,251)   (1,371)   (19)

Total  $ 1,239,972   $ 1,290,484   $ 1,466,328 
Operating Income (Loss)               

Defense Solutions  $ 27,905   $ 44,453   $ 36,146 
Intelligence Solutions   25,429    24,892    26,366 
Federal Solutions   8,825    8,398    7,377 
Data Tactics   690    —    — 
Global Solutions   (2,093)   4,084   922 
Segment total  $ 60,756  $ 81,827  $ 70,811 
Goodwill impairment   (158,677)   —   — 

Total  $ (97,921)   $ 81,827   $ 70,811 
Depreciation and Amortization               

Defense Solutions  $ 4,401   $ 4,792   $ 5,805 
Intelligence Solutions   3,929    3,800    4,673 
Federal Solutions   1,322    1,553    1,846 
Data Tactics   509    —    — 
Global Solutions   890   1,006   1,410 

Total  $ 11,051   $ 11,151   $ 13,734 
Capital Expenditures               

Defense Solutions  $ 3,809   $ 2,547   $ 2,388 
Intelligence Solutions   3,298    1,824    1,680 
Federal Solutions   1,031    767    671 
Data Tactics   151    —    — 
Global Solutions   276   169   141 

Total  $ 8,565   $ 5,307   $ 4,880 
Total Assets               

Defense Solutions  $ 429,486   $ 554,909   $ 551,893 
Intelligence Solutions   542,756    536,610    538,905 
Federal Solutions   195,372    202,861    206,842 
Data Tactics   59,927    —    — 
Global Solutions   70,441   116,360   117,480 

Total  $ 1,297,982   $ 1,410,740   $ 1,415,120
 

Substantially all of the Company’s long-lived assets are located in North America.

Revenues from the U.S. Government under prime contracts and subcontracts were approximately 98% for the years ended December 31, 2014, 2013 and
2012. The Company considers revenues from U.S. Government customers as revenues within the United States regardless of where the services are
performed. The Company’s U.S. Government customers typically exercise independent contracting authority, and even offices or divisions within an
agency or department may directly, or through a prime contractor, use the Company’s services as a separate customer as long as the customer has
independent decision making and contracting authority within its organization.
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1 3 . Subsequent Events

The Company has evaluated all subsequent events through October 2, 2015 and did not identify any subsequent events.
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Exhibit 99.3

CACI International Inc
Unaudited Pro Forma Condensed Combined Financial Statements

As of and for the Three Months ended September 30, 2015
and for the Year ended June 30, 2015

UNAUDITED PRO FORMA CONDENSED COMBINED FINANCIAL STATEMENTS

On February 1, 2016, CACI International Inc (CACI or the Company) acquired L-3 National Security Solutions, Inc. and L-3 Data Tactics Corporation (together,
“NSS”).  NSS is a prime mission partner to the U.S. Department of Defense, U.S. government intelligence agencies, and U.S. federal civilian agencies.

The unaudited pro forma condensed combined balance sheet as of September 30, 2015 has been prepared as if the NSS acquisition had occurred on such date. The
unaudited pro forma condensed combined statements of operations for the three months ended September 30, 2015 and the twelve months ended June 30, 2015
have been prepared as if the NSS acquisition had occurred on July 1, 2014.

The historical consolidated financial information of CACI and the financial information of NSS have been adjusted in the unaudited pro forma combined financial
statements to give effect to pro forma events that are (1) directly attributable to the NSS acquisition, (2) factually supportable, and (3) with respect to the statements
of operations, expected to have a continuing impact on the combined results. The unaudited pro forma combined financial information should be read in
conjunction with the accompanying notes thereto. In addition, the unaudited pro forma combined financial information was based on and should be read in
conjunction with the:

 • historical audited consolidated financial statements for the year ended June 30, 2015 and the related notes and “Management’s Discussion and
Analysis of Financial Condition and Results of Operations” of CACI included in its Annual Report on Form 10-K;

 • historical unaudited interim consolidated financial statements and related notes of CACI included in its Quarterly Report on Form 10-Q for the three
months ended September 30, 2015; and

 • historical combined financial statements of NSS included as Exhibits 99.1 and 99.2 to this Current Report on Form 8-K/A.

The unaudited pro forma condensed combined financial statements are provided for informational purposes only and are not intended to represent or be indicative
of what the actual combined results of operations or the combined financial position of CACI would have been had the NSS acquisition been completed as of the
dates indicated. In addition, the unaudited pro forma condensed combined financial information does not purport to project the future financial position or operating
results of CACI nor does it reflect any operational efficiency that may have been achieved if the acquisition had occurred on July 1, 2014 or September 30, 2015.
NSS’ operating results included in the unaudited pro forma condensed combined statement of operations for the three months ended September 30, 2015 are not
intended to represent or be indicative of operating results for a full year.

The unaudited pro forma condensed combined financial statements have been prepared using the acquisition method of accounting which requires, among other
things, the assets acquired and liabilities assumed to be recognized at their fair values as of the acquisition date. We believe that the fair values assigned to the
assets acquired and the liabilities assumed, as reflected in the pro forma financial statements, are based on reasonable assumptions. However, all components of the
purchase price allocation are considered preliminary. CACI’s judgments used to determine the estimated fair value assigned to each class of assets acquired and
liabilities assumed can materially impact the results of operations.
 
 

 



 

CACI International Inc and Subsidiaries
Unaudited Pro Forma Condensed Combined Balance Sheet

As of September 30, 2015
(in thousands)

 

  

As of
September 30,

2015
CACI   

As of
September 25,

2015
NSS   

Pro Forma
Adjustments    

Pro Forma
Combined  

ASSETS                  
Current assets:                  

Cash and cash equivalents  $ 28,999  $ 3,483  $ (21,734) (a)  $ 10,748 
Accounts receivable, net   546,964   166,910   (2,175) (b)   711,699 
Deferred income taxes   8,327   —   —    8,327 
Prepaid expenses and other current assets   45,380   15,913   13,254 (c)   74,547 

Total current assets   629,670   186,306   (10,655)    805,321 
Goodwill   2,195,355   542,621   (117,725) (d)   2,620,251 
Intangible assets, net   187,895   46,875   63,625 (e)   298,395 
Supplemental retirement savings plan assets   87,080   —   —    87,080 
Property and equipment, net   61,290   24,796   —    86,086 
Accounts receivable, long-term   7,966   —   —    7,966 
Other long-term assets   35,806   3,968   —    39,774 
Total assets  $ 3,205,062  $ 804,566  $ (64,755)   $ 3,944,873 
LIABILITIES AND SHAREHOLDERS' EQUITY                  
Current liabilities:                  

Current portion of long-term debt  $ 38,965  $ —  $ 15,000 (f)  $ 53,965 
Accounts payable   48,392   50,087   (2,709) (b)   95,770 
Accrued compensation and benefits   178,469   45,084   (742) (b)   222,811 
Other accrued expenses and current liabilities   116,182   59,738   3,648 (g)   179,568 

Total current liabilities   382,008   154,909   15,197    552,114 
Long-term debt, net of current portion   954,913   —   525,710 (f)   1,480,623 
Supplemental retirement savings plan obligations   74,953   —   —    74,953 
Deferred income taxes   214,750   27,741   11,306 (h)   253,797 
Other long-term liabilities   69,486   40,288   (30,070) (i)   79,704 
Total liabilities   1,696,110   222,938   522,143    2,441,191 
COMMITMENTS AND CONTINGENCIES                  
Shareholders' equity:                  

Parent company investment   —   581,628   (581,628) (j)   — 
Common stock   4,168   —   —    4,168 
Additional paid-in capital   550,289   —   —    550,289 
Retained earnings   1,552,951   —   (5,270) (k)   1,547,681 
Accumulated other comprehensive loss   (22,404)   —   —    (22,404)
Treasury stock, at cost   (576,187)   —   —    (576,187)
Total CACI shareholders' equity   1,508,817   581,628   (586,898)    1,503,547 
Noncontrolling interest   135   —   —    135 

Total shareholders’ equity   1,508,952   581,628   (586,898)    1,503,682 
Total liabilities and shareholders’ equity  $ 3,205,062  $ 804,566  $ (64,755)   $ 3,944,873

 

See Notes to Unaudited Pro Forma Condensed Combined Financial Statements
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CACI International Inc and Subsidiaries
Pro Forma Condensed Combined Statement of Operations

Three Months Ended September 30, 2015
(in thousands except per share amounts)

 

  

Three Months
Ended

September 30,
2015

CACI   

Three Months
Ended

September 25,
2015
NSS   

Pro Forma
Adjustments    

Pro Forma
Combined  

Revenue  $ 822,442  $ 277,893  $ (7,107) (a)  $ 1,093,228 
Cost of revenue:                  

Direct costs   537,424   201,508   (5,557) (a)   733,375 
Indirect costs and selling expenses   205,700   62,365   (1,463) (b)   266,602 
Goodwill impairment   —   476,223   —    476,223 
Depreciation and amortization   14,811   2,952   1,313 (c)   19,076 

Total costs of revenue   757,935   743,048   (5,707)    1,495,276 
Income (loss) from operations   64,507   (465,155)   (1,400)    (402,048)
Interest expense and other, net   9,182   6   4,511 (d)   13,699 
Income (loss) before income taxes   55,325   (465,161)   (5,911)    (415,747)
Income tax expense (benefit)   21,523   (22,674)   (2,326) (e)   (3,477)
Net income (loss)   33,802   (442,487)   (3,585)    (412,270)
Noncontrolling interest   —   —   —    — 
Net income (loss) attributable to CACI  $ 33,802  $ (442,487)  $ (3,585)   $ (412,270)
Basic earnings per share  $ 1.40           $ (17.03)
Diluted earnings per share  $ 1.37           $ (17.03)
Weighted-average basic shares outstanding   24,208            24,208 
Weighted-average diluted shares outstanding   24,629            24,208

 

See Notes to Unaudited Pro Forma Condensed Combined Financial Statements
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CACI International Inc and Subsidiaries
Unaudited Pro Forma Condensed Combined Statements of Operations

Year Ended June 30, 2015
(in thousands except per share amounts)

 

  

Year Ended
June 30, 2015

CACI   

Year Ended
June 26, 2015

NSS   
Pro Forma

Adjustments    
Pro Forma
Combined  

Revenue  $ 3,313,452  $ 1,114,012  $ (26,119) (a)  $ 4,401,345 
Cost of revenue:                  

Direct costs   2,193,585   807,816   (19,863) (a)   2,981,538 
Indirect costs and selling expenses   817,403   251,823   (4,458) (b)   1,064,768 
Goodwill impairment   —   158,677   —    158,677 
Depreciation and amortization   66,083   11,180   5,748 (c)   83,011 

Total costs of revenue   3,077,071   1,229,496   (18,573)    4,287,994 
Income (loss) from operations   236,381   (115,484)   (7,546)    113,351 
Interest expense and other, net   34,758   (12)   18,304 (d)   53,050 
Income (loss) before income taxes   201,623   (115,472)   (25,850)    60,301 
Income tax expense (benefit)   75,327   10,525   (10,173) (e)   75,679 
Net income (loss)   126,296   (125,997)   (15,677)    (15,378)
Noncontrolling interest   (101)   —   —    (101)
Net income (loss) attributable to CACI  $ 126,195  $ (125,997)  $ (15,677)   $ (15,479)
Basic earnings per share  $ 5.27           $ (0.65)
Diluted earnings per share  $ 5.17           $ (0.65)
Weighted-average basic shares outstanding   23,948            23,948 
Weighted-average diluted shares outstanding   24,388            23,948

 

See Notes to Unaudited Pro Forma Condensed Combined Financial Statements
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CACI INTERNATIONAL INC

NOTES TO UNAUDITED PRO FORMA CONDENSED COMBINED FINANCIAL STATEMENTS

Note 1. Description of Transaction

On February 1, 2016, CACI, together with its subsidiary CACI, Inc. – Federal, completed the acquisition of NSS pursuant to the terms of the stock purchase
agreement for an aggregate purchase price of $550.0 million in cash, subject to an adjustment for working capital and certain other items.

CACI financed the transaction by borrowing $250.0 million under its existing revolving credit facility and by entering into an eighth amendment and first
incremental facility amendment to its credit agreement to allow for the incurrence of $300.0 million in additional term loans.

Note 2. Basis of Presentation

The unaudited pro forma condensed combined balance sheet as of September 30, 2015, and the unaudited pro forma condensed combined statements of operations
for the three months ended September 30, 2015 and for the year ended June 30, 2015, are based on the historical financial statements of CACI, after giving effect to
CACI’s acquisition of NSS and the assumptions and adjustments described in the notes herein. The unaudited pro forma condensed combined balance sheet as of
September 30, 2015 is presented as if the acquisition occurred on September 30, 2015. The unaudited pro forma condensed combined statements of operations for
the three months ended September 30, 2015 and for the year ended June 30, 2015, are presented as if the acquisition occurred on July 1, 2014.

The unaudited pro forma condensed combined financial statements are not intended to represent or be indicative of the results of operations or financial position of
CACI that would have been reported had the acquisition been completed as of the dates presented, and should not be taken as representative of the future results of
operations or financial position of CACI. The unaudited pro forma financial statements, including the notes thereto, do not reflect any potential operating synergies
that CACI may achieve with respect to the combined companies.  The unaudited pro forma condensed combined financial statements and notes thereto should be
read in conjunction with the historical financial statements of CACI included in the annual report on Form 10-K for the year ended June 30, 2015 filed with the
Securities and Exchange Commission (the SEC) on August 21, 2015 and the quarterly report on Form 10-Q for the three months ended September 30, 2015 filed
with the SEC on October 30, 2015, and in conjunction with the historical financial statements of NSS presented in Exhibits 99.1 and 99.2 of this Form 8-K/A.

CACI has a fiscal year end of June 30, whereas prior to the acquisition, NSS had a December 31 fiscal year end. In order to prepare the unaudited pro forma
condensed combined statement of operations for the year ended June 30, 2015, NSS’ operating results were derived from their historical audited financial
statements for the year ended December 31, 2014, deducting the six month period ended June 27, 2014 included in their historical unaudited financial statements,
and adding the six month period ended June 26, 2015 included in their historical unaudited financial statements.

Note 3. Accounting Policies

Based upon CACI’s review of NSS’ significant accounting policies, the pro forma financial statements assume there will be no adjustments required to conform
NSS’ accounting policies to CACI’s accounting policies. However, certain balances from the historical financial statements of NSS were reclassified to conform to
CACI’s financial statement presentation. At this time, CACI is not aware of any other differences that would have a material impact on the pro forma financial
statements.
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CACI INTERNATIONAL INC

NOTES TO UNAUDITED PRO FORMA CONDENSED COMBINED FINANCIAL STATEMENTS (continued)
 
Note 4. P reliminary P urchase Price Allocation  
CACI’s acquisition of NSS was accounted for using the acquisition method of accounting which requires, among other things, that the assets acquired and the
liabilities assumed be recognized at their fair values as of the acquisition date. The initial purchase consideration paid at closing to acquire NSS was $550.0 million
plus $11.2 million representing the estimated cash and net working capital adjustment, as defined in the agreement. Subsequent to closing, we estimated that a
refund of $13.3 million is due from the sellers based on cash and net working capital balances presented in the closing balance sheet.

CACI is in the process of finalizing its valuation of the assets acquired and liabilities assumed. Based on the Company’s preliminary valuation, the total estimated
consideration of $547.9 million has been allocated to assets acquired and liabilities assumed as of the acquisition date, as follows (in thousands):
 

Cash and cash equivalents  $ 2,596 
Accounts receivable, net   200,251 
Prepaid expenses and other current assets   8,629 
Property and equipment, net   21,938 
Intangible assets, net   110,500 
Goodwill   403,297 
Other long-term assets   437 
Accounts payable   (57,616)
Accrued compensation and benefits   (38,953)
Other accrued expenses and current liabilities   (37,855)
Deferred income taxes   (60,048)
Other long-term liabilities   (5,280)
Total estimated consideration  $ 547,896

 

The value attributed to customer contracts and related customer relationships is being amortized on an accelerated basis over approximately 15 years.
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CACI INTERNATIONAL INC

NOTES TO UNAUDITED PRO FORMA CONDENSED COMBINED FINANCIAL STATEMENTS (continued)
 
Note 5. Pro Forma Adjustments – Balance Sheet  

The following pro forma adjustments, which are based on preliminary estimates and assumptions that are subject to change, are included in the unaudited pro forma
condensed combined balance sheet:
 
 (a) To reflect the cash outflows as a result of the NSS acquisition, consisting of the following (in thousands):

 
Proceeds from additional borrowing  $ 550,000 
Payment of purchase consideration   (561,150)
Payment of financing fees   (9,290)
Payment of CACI transaction costs   (1,294)
Adjustment to cash and cash equivalents  $ (21,734)

 
 (b) To eliminate assets and liabilities related to contracts that were not acquired or assumed in the acquisition.

 
 (c) To reflect an estimated cash and net working capital refund to be received from sellers based on the closing balance sheet.

 
 (d) To eliminate NSS’ historical goodwill and record the estimated fair value of the goodwill that would have been recognized if the acquisition occurred

on September 30, 2015.
 

 (e) To eliminate NSS’ historical intangible assets and record the estimated fair value at the date of acquisition of the identifiable intangible assets
acquired.

 
 (f) To reflect changes in long-term debt, as follows (in thousands):

 

  
Current Portion of
Long-Term Debt   Long-Term Debt  

Additional borrowings  $ 15,000  $ 535,000 
Capitalized financing fees associated with additional borrowings   —   (9,290)
Adjustment to long-term debt  $ 15,000  $ 525,710
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CACI INTERNATIONAL INC

NOTES TO UNAUDITED PRO FORMA CONDENSED COMBINED FINANCIAL STATEMENTS (continued)
 
Note 5. Pro Forma Adjustments – Balance Sheet (continued)  

 
 (g) To reflect changes in other accrued expenses and current liabilities, as follows (in thousands):

 
Accrue transaction costs incurred after September 30, 2015 that were not
    paid as of closing  $ 5,656 
Reduce income tax payable for deductible portion of accrued transaction costs   (1,680)
Eliminate NSS' liabilities related to contracts that were not acquired in
    the acquisition   (328)
Adjustment to other accrued expenses and current liabilities  $ 3,648

 

 
 (h) To reflect changes in noncurrent deferred income taxes, as follows:

 
Eliminate NSS’ deferred tax liability associated with its historical
   intangible assets  $ (32,181)
Record deferred tax liability associated with future amortization of identifiable
    intangibles recognized in the acquisition, which are not deductible for
    income tax purposes   43,487 
Adjustment to deferred income taxes  $ 11,306

 

 
 (i) To eliminate NSS’ tax obligations not assumed as part of the acquisition.

 
 (j) To eliminate NSS’ historical equity balance.

 
 (k) To adjust for CACI transaction costs incurred after September 30, 2015, net of tax.
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CACI INTERNATIONAL INC

NOTES TO UNAUDITED PRO FORMA CONDENSED COMBINED FINANCIAL STATEMENTS (continued)
 
Note 6. Pro Forma Adjustments – Statements of Operations  

The following pro forma adjustments are included in the unaudited pro forma condensed combined statements of operations:
 
 (a) To eliminate revenues and costs related to contracts that were not acquired or assumed in the acquisition.

 
 (b) To reflect changes in indirect costs and selling expenses, as follows (in thousands):

 

  

Three Months
Ended

September 30,
2015   

Year Ended
June 30,

2015  
Elimination of non-recurring acquisition-related transaction costs  $ (328)  $ — 
Elimination of costs related to contracts not acquired in
    the NSS acquisition   (1,135)   (4,458)
Adjustment to indirect costs and selling expenses  $ (1,463)  $ (4,458)

 
 (c) To reflect changes in depreciation and amortization expense, as follows (in thousands):

 

 

Three Months
Ended

September 30,
2015   

Year Ended
June 30,

2015  
Estimated amortization expense of acquired intangible assets  $ 2,418  $ 10,025 
Eliminate NSS' historical intangible asset amortization expense   (1,105)   (4,277)
Adjustment to depreciation and amortization expense  $ 1,313  $ 5,748

 

 
 (d) To reflect changes in interest expense and other, net, as follows (in thousands):

 

  

Three Months
Ended

September 30,
2015   

Year Ended
June 30,

2015  
Estimated interest expense associated with additional CACI
   borrowings  $ 3,945  $ 16,056 
Amortization of deferred financing fees associated with
   additional CACI borrowings   566   2,248 
Adjustment to interest expense and other, net  $ 4,511  $ 18,304

 

 
Estimated interest expense associated with the additional borrowing was computed using the interest rate on the additional borrowing in effect on the
date of the borrowing.
 

 (e) To reflect the income tax effect of pro forma adjustments based on the blended statutory tax rate of 39.355%.
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CACI INTERNATIONAL INC

NOTES TO UNAUDITED PRO FORMA CONDENSED COMBINED FINANCIAL STATEMENTS (continued)
 
Note 7. Earnings per Share  

Because CACI paid cash to acquire NSS and did not issue any stock or stock-based awards in connection with the NSS acquisition, the number of weighted
average common shares outstanding used to compute pro forma basic and diluted earnings per share are the same as the CACI historical amounts. However, when a
pro forma combined net loss exists, diluted EPS is computed in the same manner as basic EPS.

 
Note 8. Non-cash items

NSS’ historical financial statements include $476.2 million and $158.7 million of non-cash (pre-tax) goodwill impairment charges for the three months ended
September 30, 2015 and the year ended June 30, 2015, respectively.  Pro forma combined basic earnings per share excluding these goodwill impairment charges
(after-tax) would be approximately $1.51 and $5.66 for the three months ended September 30, 2015 and the year ended June 30, 2015, respectively. Pro forma
combined diluted earnings per share excluding these goodwill impairment charges (after-tax) would be approximately $1.48 and $5.56 for the three months ended
September 30, 2015 and the year ended June 30, 2015, respectively.
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