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All references to “us,” “we,
Corporation, and its subsidiaries.

our,” the “Companydnd “Kratos” refer to Kratos Defense & Security Bains, Inc., a Delaware

FORWARD -LOOKING STATEMENTS

This Annual Report on Form 10-K (this “Annual Refipcontains “forward-looking statements” relatintp our future financial
performance, the market for our services and oyaesion plans and opportunities. In some casesgcgaudentify forwarrlooking statemen
by terminology such as “may,” “will,” “should,” “expect,” “plan,” “anticipate,” “believe,” “estimate,” “predict,” “potential,” or
“continue,” the negative of such terms or other garable terminology. These forward-looking statetagaflect our current beliefs,
expectations and projections, are based on assomgtand are subject to known and unknown risksusneértainties that could cause our
actual results or achievements to differ materifiltym any future results or achievements expressed implied by our forward-looking
statements. Many of these factors are beyond aiityatis control or predict. As a result, you shduiot place undue reliance on forward-
looking statements. The most important risk ancettamties that could cause our actual results ohi@vements to differ materially from the
results or achievements expressed in or impliedusyforward{ooking statements, include, but are not limitedhtose specifically addressec
Item 1A"Risk Factors” in this Annual Report, as well aste discussed elsewhere in this Annual Report.eTloesard-looking statements
reflect our views and assumptions only as of thte dach forward-looking statements are made. Exagpéquired by law, we assume no
responsibility for updating any forward-looking seents, whether as a result of new informatioruyréuevents or otherwise.

” o ” o ” " w ”oou ”

PART I.
Iltem 1. Business
Overview

We are a specialized security technology businesgdging mission critical products, solutions amahgces for domestic and
international customers, with our principal custosrigeing agencies of the U.S. Government. Our capabilities are sophisticated
engineering, manufacturing, technology developn®rgtem integration, and test and evaluation offerifor national security platforms and
programs. Our principal products and solutionsral&ed to Command, Control, Communications, ComgutCombat Systems, Intelligence,
Surveillance and Reconnaissance (“C5ISR”"). We ajtercustomers products, solutions, services apdréige to support their mission critical
needs by leveraging our skills across our coreioffeareas in C5ISR.

We design, engineer and manufacture specializetreléc components, subsystems and systems farahéc attack, electronic
warfare, radar, and missile system platforms; irgtgl technology solutions for satellite commuriara; products and solutions for unmannec
systems; products and services related to cybaigeand cyberwarfare; products and solutions falfitic missile defense; weapons systems
trainers; advanced network engineering and infoilonmaechnology services; weapons systems lifecygpgport and sustainment; military
weapon range operations and technical servicespabiit safety, critical infrastructure securitydasurveillance systems. We believe our st
customer base, strong customer relationships, aoag of contract vehicles, large employee bassgrsing specialized skills, extensive list
of past performance qualifications, and significas@nagement and operational capabilities positiofoucontinued growth.

We were incorporated in the state of New York oréeber 19, 1994 and began operations in March M@5eincorporated in the
state of Delaware in 1998.
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Industry Update

In August 2011, Congress and the Administratiorcerththe Budget Control Act of 2011 (the “Budgen@ol Act”) in order to
permit an increase in the federal government'somong limit while reducing projected net governmepending over the next ten years. The
Budget Control Act required $900 billion in immetdiauts to discretionary spending for 2012-2024ldb established a bi-partisan
congressional Joint Select Committee on DeficitiRéidn (the “Joint Committee”), which was chargeithwecommending legislation that
would reduce net government spending by $1.2 t6 8illion over the next 10 years, in addition ke t$900 billion in immediate discretionary
spending reductions referenced above. The Jointndtiee was unable to identify the required reduttjdhereby triggering a provision of the
Budget Control Act called “sequestration,” whiclguées very substantial automatic spending cutg, lsgtween defense and non-defense
programs, that started in 2013 and continue oveneryear period.

In January 2013, Congress enacted the AmericanayaxfRelief Act of 2012. It addressed a numbeswrfdode provisions and cert:
spending issues but left in place the sequestigrofah delaying its implementation to March 1, 20413d did not address other fiscal matters
such as the debt ceiling. Although debate on budgktctions continued through the first two mordh2013, no resolution was reached prior
to the March 1, 2013 sequester deadline. As atrebal President was required by law to issue deraranceling $85 billion in budgetary
resources across the U.S. Government for the refmaof FY 2013. The Office of Management and Budt@@MB”) in its report to Congress
of March 1, 2013, entitled OMB Report to the Congress on the Joint Commiteegi&stration; calculated that, over the course of the fiscal
year, the order required a 7.8 percent reductioroi-exempt defense discretionary funding and a 5.6qmemreduction in non-exempt non-
defense discretionary funding. The sequestratisa mquired reductions of 7.9 percent to non-exetafgnse mandatory programs. The
sequestration report provided calculations of theants and percentages by which various budgetagurces are required to be reduced, an
a listing of the reductions required for each n@arept budget account. Federal agencies were ditéatapply the same percentage reduction
to all programs, projects, and activities withinwadget account, as required by Section 256(k)(Baddnced Budget and Emergency Deficit
Control Act, as amended (“BBEDCA”), and to opefiat@ manner that is consistent with guidance predidy OMB in Memorandum 13-03,
Planning for Uncertainty with Respect to Fiscal i¥2@13 Budgetary Resources and Memorandum 13-0&né\gResponsibilities for
Implementation of Potential Joint Committee Seqadisin.

On April 10, 2013, the President delivered his pssal Fiscal Year ("FY") 2014 budget to Congres® Plesident's $527 billion FY
2014 defense budget is slightly lower than findedse appropriations for FY 2013. While it larged§lects defense spending plans in the FY
2013 budget, it does not reflect the reductionsdated by Part Il of the Budget Control Act. On einl7, 2013, H.R. 2775 the “Continuing
Appropriations Act of 2014%as signed into law by the President, extendingl#i ceiling through February 7, 2014 and temilgregstoring
funding for government agencies. The legislatiamdfufederal agencies only until January 15, 20id & the FY 2013 enacted levels, which
reflect the first sequestration cuts that tookffe March and a discretionary funding level o86%illion, the amount available to the
appropriators to fund FY 2014 federal governmengpams.

On December 19, 2013, Congress passed the BipaBisdget Act of 2013 (the "Bipartisan Budget"). TBipartisan Budget is a two-
year plan that sets spending for the Pentagon tired federal agencies at $1.012 trillion for fis@lL4. For fiscal 2015, overall spending wc
increase only slightly to $1.014 trillion. The plealls for extending part of the sequester into28ad 2023 to get an additional $23 billion in
planned savings.

On February 15, 2014 legislation was signed thiaes the U.S. debt limit through March 2015. Ididn appropriators passed
legislation that offsets a significant portion bétsequester cuts. This does translate to a loettieok for the defense industry than what was
generally expected for both this year and next. elmw, we still expect lower or delayed awards anesof our programs, with a related
negative impact on our revenues, earnings andftash.

Current Reporting Segments

We operate in two principal business segments:d§r@&overnment Solutions (“KGS”) and Public Safetpé&curity (“PSS”). We
organize our business segments based on the wditine services offered. Transactions between satmage generally negotiated and
accounted for under terms and conditions similath@r government and commercial contracts, angktirdercompany transactions are
eliminated in consolidation. The financial statetsan this Annual Report are presented in a manossistent with our operating structure.
additional information regarding our reportablersegts, see Note 14 of the notes to the Consolidétehcial Statements. From a customer
and solutions perspective, we view our businesmasntegrated whole, leveraging skills and asséisrawver possible.
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Kratos Government Solutions Segment

The KGS segment provides C5ISR products, solutimaksservices primarily for strategic mission catinational security programs
and priorities. Our primary end customers in theXsegment are U.S. Government agencies, inclulm@eépartment of Defense ("DoD"),
classified agencies, intelligence agencies, civiigencies, other national security agencies anmlamd security related agencies. Our C5ISF
products, solutions, and services include the fatg:

Electronic Warfare/Attack and Intelligence, Recassance and Surveillancé/e design, engineer and manufacture a wide vaoiety
radio frequency (“RF”) and microwave component ggbams and systems for use in command and conpstaras, flight instrumentation,
weapons sensors, radar, communication systemsraglgcwarfare and electronic attack systems. Qadpcts are integrated into many of the
DoD's ground, air, and sea-based electronic wapiatéorms. Key programs include the Trident Il Bitssile, EA-18G Growler, B Poseidon
E-2D Hawkeye, RC-135 Rivet Joint, F-15 Eagle, Gnige-16 Falcon, Eurofighter Typhoon, F-18 E/F Supernet and Firefinder Radar.

Satellite Command and Control, Satellite Commuioecet Support, Signal Monitoring, Interference Déit, and GeolocationVe
provide integrated solutions for the satellite camiations and reconnaissance markets. Our prodactsmpass satellite ground systems,
including specialized equipment and proprietaryvgafe for satellite command and control. Our prasland services are also focused on
assured command and control of satellite linkdpiiog monitoring links between satellites, basdishs, and mobile assets such as unmanne
vehicles; assuring quality of service; and detegtiocating and defending against interferenceaer attacks. Our solutions are also
deployed in support of many next-generation myitawational security related and civilian satelitestems including GPS (OCX),
environmental systems (GOES-R, NPP, NPOESS), gicatearning (SBIRS), communication systems (AEHFG® MUOS, TDRSS,

Iridium) and a majority of global commercial SATCOdyistems.

Unmanned Aerial Systems (“UAS”) and Unmanned GroBpstems (UGSYWe design, manufacture, test, and operate aergstta
drone systems and composite structures, such &Q3Me167A, BOQM-167i, and BQM-177A and BQM-177i. Véiéso supply UAS platforms
with sensors, avionics and electronic componemisidiing electro-optical/infrared sensors, traingygtems and ground shelters. We also
manufacture and provide avionics systems and grélighd control systems for certain UAS platfornidhiese products and solutions are used
on UAS platforms such as the MQ 1C Gray Eagle, MQSky Warrior, Gorgon Stare, MQ-8 Fire Scout, RQBIBad Area Maritime
Surveillance and the Persistent Threat Detecti@mtie®y ISR platform. We manufacture the air framettierMiniature Air Launched Decoy
(MALD) unmanned aerial system. We are currentlgévelopment of a high performance Unmanned CombaaASystem (UCAS) utilizing
our existing UAS technology, aircraft and assets. ake also a provider of UGS command and contsiksys, robotic systems, support
services and solutions.

Ballistic Missile Defense Test and Evaluatiivie have expertise in the area of ballistic missilt and evaluation services, primarily
dedicated to AEGIS Ballistic Missile Defense missioThis includes exclusive rights to the marketh¢he Oriole Rocket System for target
services, sounding rockets and suborbital reseflYehpossess both the intellectual property andestibbjatter expertise in sensors modeling
and simulation associated with a wide range of ifeisschnologies. This area of our business dewetopl produces low-cost ballistic missile
defense targets. These ballistic missile targefsif81S Readiness Assessment VehiclesARAV”) are a key test and evaluation component
for the U.S. AEGIS based Ballistic Missile Deferfiseces. We also provide technology, products, sesv/and solutions related to hypersonic
vehicles, directed energy weapons and the elecgoaii rail gun.

Cyber and ITWe provide a variety of cybersecurity productsutiohs and services to the DoD, intelligence comitywsmd
commercial customers. We offer NeuralStand dopplerVUE our proprietary software based network managemmuiuets, via software
license and maintenance sales, which also seragkdform for incremental network-based serviceskw\We have extensive experience
building complex and secure networks for the U.8v&nment and possess in-depth experience withankt@perations centers. We also scan
our customers' networks for cyber threats. Werarelved in a wide range of services, includingafistion, upgrade and maintenance of
command, control, computing, and surveillance sgstéor customers such as the Department of Homeéaadrity (‘DHS”), the U.S. State
Department and the Space and the Naval Warfare®gsCenter.

Learning, Performance and Training Solutio@ur learning, performance and training solutionssist of a broad range of products
and service capabilities. We design, manufactudenaarket full-scale training simulators for fixedng aircraft (Harrier and Prowler), rotary-
wing aircraft (UH-60 Blackhawk, CH-47 Chinook, a@#H-53 Sea Stallion) and ground combat vehicles Mddams Main Battle Tank,
M2/M3 Bradley fighting vehicles and High MobilityrAllery Rocket Systems or HIMARS). We deliver tiig solutions and web-enabled or
satellite-based interactive distance learning fmtemers in the DoD, other government agenciesgeusities and commercial organizations.
Our training solutions include services, productedepment, and tools addressing a wide range afaeldisciplines that include deep human
performance and competency-
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based needs analysis. We specialize in delivetitidjifecycle manpower, personnel and training sapior acquisition programs and a cross-
domain analysis program supporting program systatagration requirements. Our innovative design dedelopment group delivers training
solutions that span classroom, field, e-learnimgutation, mobile and serious gaming delivery mdagd as well as incorporating learning
management services in our own learning managephaifidrm or customer-based solutions.

Missile Range Operations and Technical Serviddsey area of differentiation for us is within th@ssile and gun range and technical
service areas. We have resources stationed at majay range locations throughout the U.S., inclgdime Naval Air Warfare Center Pt. Mu
the Hawaii Pacific Missile Range Facility, the Whgands Missile Range, New Mexico and the NavaliGeaWarfare Center Dahlgren
Division. Our services include aerial target opierat and maintenance, surface and undersea tgygettmns and maintenance, missile sys
operations and maintenance, range operations pigiamd support, test and evaluation target laupehations, hazardous materials
management, supply and logistics support, and naatwring.

Weapon Systems Lifecycle Sustainment, SupportxedstonWe provide weapons systems lifecycle sustainmepipart, and
extension services for the DoD and foreign govemsieThese services focus on maintaining, testimgrapairing certain weapons systems
such as the Chaparral and HAWK missile systemsta®H-58 Kiowa helicopter.

Manufacturing of Specialized Modular Systems, TattCombat Products, Shelters and Enclosures fd6855ystems, UAVS,
Modular Data Centers and Critical Infrastructure 8ters, Weapons Systems and WarfighWe provide tactical combat vehicle shelters for
C5ISR systems, UASs, weapons systems, missilersgsaed radars and Warfighters. Our tactical mylifacilities and products include
lightweight, high-strength enclosures for widelgagnized military programs and platforms such asLittoral Combat Ship and the DDG-
1000 Destroyer, as well as ruggedized and readihsported enclosures. Our modular data centersréiwdl infrastructure shelters are used
for commercial applications as well as for the petibn of U. S employees stationed in consulatédseambassies throughout the world. Man
our products include high altitude electromagnptitse protection and other types of electromagneléctronic warfare and other protections.
Our product design approach focuses on highly emged enclosures and facilities that have thelflkityi to be modified to very unique
customer specifications. We routinely design, irdég and install other components and systemsimt@tandard products, such as command
control and communication systems infrastructuaeks and cabinets and power distribution and lgfti

Public Safety & Security Segment (Critical Infrastcture Security)

Our PSS segment provides independent integrateditsesolutions for homeland security, public sgfetritical infrastructure, and
strategic assets for government, industrial andneemial customers. Our solutions include designémgiineering, installing, operating and
servicing physical security systems and technototfiat protect people, critical infrastructureatggic assets, and property and make facilitie:
more secure and efficient. We provide solutionsuch areas as the design, engineering and opeddtammmand and control centers; the
design, engineering, deployment and integratioacgkss control; building automation and controlnownications; digital and closed circuit
television security and surveillance; fire and B&fety; maintenance and services and product suppwices.

We provide solutions for customers in the criticditastructure, power generation, power transpuartlear energy, financial, IT,
healthcare, education, transportation and petroaata industries, as well as certain governmentraililary customers. For example, we
provide biometrics and other access control teagies to customers such as pipelines, electriégadégmunicipal port authorities, power
plants, communication centers, large data cergersgrnment installations and other commercial gniggs. We have comprehensive
experience providing engineering and design ses\at@ny phase of a project lifecycle, includingggam management, engineering design,
system engineering, operations and maintenancanggtated telecommunications.

Security Systems Integratioe have broad experience integrating security sesvand solutions across a number of network and
communications platforms. In particular, PSS hasresive experience and has developed significastbmer relationships by providing best-
in-class systems integration services on a vaageptatforms including digital (IP) surveillance@security, building automation systems and
controls, fire and life safety systems, accessrobanhd perimeter protection, and service and reasnice of the aforementioned systems.

Competitive Strengths

We believe we have robust intellectual propertpatsdlities, customer relationships, platform pasis and past performance
gualifications in our respective business areasuding a work force that is experienced with tlagious
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programs and platforms we support and the customeiserve. We believe the following key strengtissimguish us competitively:

Significant and highly specialized experientlrough existing customer engagements and the goment-focused acquisitions we
have performed on and completed over the pastaeyears, we have amassed significant and higldgiafized experience in areas directly
related to C5ISR, including cybersecurity, cybeffas, information assurance and situational awasmailitary range operations and
technical services; missile, rocket, and weapostesys test and evaluation; mission launch servioesieling and simulation; UAS and UGS
products and technology; advanced network engingemd IT services; and public safety, security sumyeillance systems integration. We
also produce products and provide solutions andcgr related to certain C5ISR platforms, unmarsystem platforms, weapons systems,
national security related assets and Warfightetesys. This collective experience, or past performeayualifications, is a requirement for the
majority of our contract vehicles and customer gegaents. Many of our approximately 3,800 employea& specialized national security
expertise. Many of the products that we produckides or contain our intellectual property. Manytloé program positions we have are on a
“sole source” basis. We believe these charactesiséipresent a significant competitive strengthosition us to win renewal or follow-on
business.

Specialized national security focus aligned witlssidn-critical national security prioritiesContinued concerns related to the threats
posed by certain foreign nations and terroristehlmused the U.S. Government to identify natioealidty as an area of functional and
spending priority. Budget pressures, particulaghated to DoD spending, have placed a premium weldeing and fielding relatively loweost
high-technology solutions to assist in nationausigg missions. Our primary capabilities and arebfocus, listed below, are strongly aligned
with the objectives of the U.S. Government:

. Intelligence, surveillance and reconnaiss:

. Satellite communications and radio frequency deta
. Command, control and combat syst

. Unmanned syster

. Ballistic missile defen:

. Electronic warfare and atta

. Cybersecurity and information assurs

Diverse base of key contracts with low concentratiany of our contracts are single-award, where Kgatahe only awardee by the
customer. In many cases, our ability to obtainlsimgvard, sole source contracts is due to ourl@utelal property, past performance
gualifications and relative experience. Additiogalis a result of our business development focuseonring key contracts, we are also a
preferred contractor on numerous multi-year, govemt-wide acquisition contracts (“GWACs") and mpii award contracts ("MACs"). Our
preferred contractor status provides us with th@oojinity to bid on billions of dollars of businesach year against a discrete number of othe
pre-qualified companies. We have a highly diverasebof contracts with no contract representing rtiae 6% of 2013 revenue. Our fixed-
price contracts, almost all of which are productiomtracts, represent approximately 80% of our 2@¥8nue. Our cost-plus-fee contracts anc
time and materials contracts represent approxima#do and 6% , respectively, of our 2013 revenue.B&ieve our diverse base of key
contracts and low reliance on any one contractigesvus with a stable, balanced revenue stream.

In-depth understanding of customer missiMis. have a reputation for providing mission-critipabducts, solutions and services to
our customers. Our longrm relationships with the U.S. Air Force, U.SnmAr, and U.S. Navy and other national security eglatustomers ar
agencies enable us to develop an in-depth unddrstaof their missions and technical requiremeimtsddition, the majority of our employees
are located at our customer sites, at secure metniifag facilities or at critical infrastructuredations, all of which provides valuable strategic
insight into our customers' ongoing missions ardriiprogram requirements. This understanding otaatomers' missions, requirements an
needs, in conjunction with the strategic locatiblwr employees, enables us to offer technicaltsnis tailored to our customers' specific
requirements and evolving mission objectives. Idioh, once we are on-site with a customer, weehasgtorically been successful in winning
new and recompete business.

Significant cash flow visibility driven by stabladilog.As of December 29, 2013, our total backlog Beeklog below) was
approximately $1.1 billion , of which approximaté$41.0 million was funded backlog. The majorityooi sales are from orders issued undel
long-term contracts, typically three to five yearsluration. Our contract backlog provides vistgiinto stable future revenue and cash flow
over a diverse set of contracts.

Highly skilled employees and an experienced managetaamWe deliver our services through a skilled and primaechnically
oriented workforce of approximately 3,800 employé®sr senior managers have significant experience
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with U.S. Government agencies, the U.S. militargt BhS. Government contractors. A significant numifesur employees hold National
Security clearances. Members of our management veam experience growing businesses both orgayiaad through acquisitions. We
believe that the cumulative experience and difféagéed expertise of our personnel in our core famess, coupled with our sizable employee
base allows us to qualify for and bid on largefjgxts in a prime contracting role.

Our Strategy

Our strategy is to continue to grow our business lesding provider of highly differentiated techowy, products, solutions and
services in our core areas of focus, as noted quslyi, by delivering comprehensive, leading techgglproducts, high-end engineering
services, technical solutions, product manufactyramd IT solutions to U.S. Government agenciesentiproving our margin rates, overall
profitability and operating cash flows. To achiewg objective, we intend to primarily focus on imtel growth and to eliminate costs where
possible.

Internal Growth

We are focused on generating internal growth bytaliging on our current contract base and customlationships, expanding
product, solution and service offerings providedtio existing technology, intellectual propertydgroduct,customers, and expanding our
overall customer and contract base.

Expand Technology Product, Solution and Servicer®ffs Provided to Existing customevge are focused on expanding the
technology products, solutions and services weigeoto our current customers by leveraging oumgtneelationships, technical capabilities
past performance record and by offering a widegeaof comprehensive products and solutions as wke elect investments in specialized
products and solutions we believe can be growtasaf@r us. In regard to new areas of specializatienhave expanded our product and se!
offerings to include manufacturing of specializedehse electronics products, integrated technadogiytions for satellite communications and
specialized unmanned aerial targets, unmanned agsims and unmanned ground systems. We believenalerstanding of customer
missions, processes, needs and requirements, amatbitity to deliver low cost, technology leadingpbducts and solutions, positions us well for
success in the current constrained budget envirohme

Capitalize on Current Contract Basé/e are pursuing new program and contract opporéisnitnd awards as we build the business
with our expanding technology base, contract pboifand product, solution and service offeringse We aggressively pursuing task orders
under existing contract vehicles to maximize owereie and strengthen our customer relationshipsaM/also aggressively pursuing several
new National Security programs, including SEWIP,NGMDR, SABR, F-35, directed energy systems, hypeic systems, electromagnetic
rail gun systems, unmanned combat aerial systemnsanned ground systems and robotics. We have gmabkeveral internal tools that
facilitate our ability to track, prioritize and wiask orders under these vehicles. Combining ttaede with our technical expertise, our strong
past performance record and our knowledge of ostoouers' needs should position us to win addititak orders.

Expand customer and Contract Bagée are also focused on expanding our customeribasareas with significant growth
opportunities by leveraging our technology captédi industry reputation, long-term customer fet&thips and diverse contract base. We
anticipate that this expansion will enable us hothursue additional higher value work and to ferttliversify our revenue base across the
Government and with international and commerciat@mers

Improve Operating MargindVe believe that we have opportunities to increageoperating margins and improve profitability by
capitalizing on our corporate infrastructure inveshts and internally developed tools, improvingcefhcies and reducing costs, and
concentrating our efforts on increasing the peagabf revenues generated from high value-addeiamis.

Capitalize on Corporate Infrastructure Investmetstecent periods, we have made significant investisiin our senior management
and corporate infrastructure in anticipation otifetrevenue growth and the current Federal Budgetarironment. These investments inclu
hiring senior executives with significant experieric the national security industry, strengtheronginternal controls over financial reporting
and accounting staff in support of public compagarting requirements, making significant investtaga enhance security for cyber attacks,
and expanding our backlog and bid and proposalipgéNe will be allocating additional resourcesiur pursuit of new, larger and highly
technical contract opportunities, leveraging oeréased scale and robust past performance qutbfisaWe believe our management
experience and corporate infrastructure are maoiedl/of a company with a much larger revenue Iltlage ours. We therefore anticipate that,
to the extent our revenue grows, we will be abllet@rage this infrastructure base and increaseperrating margins.
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Strategic Acquisitions
We have acquired and are integrating businessemet our primary strategic objectives of expagdiar customer relationships,

enhancing our current portfolio, increasing ourrallgpast performance qualifications and furtherng strategic positioning on national
security priority programs. Our key acquisitiongidg fiscal 2011 and 2012 are described below.
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Acquisitions in the KGS segment

e Composite Engineering, Inc. (“CEI"): We acquir€é&l in July 2012. CEl is a vertically integratedmufacturer and
developer of unmanned aerial target systems angasite structures used for national security pnogrdts drones are
designed to replicate some of the most lethal btrieats facing Warfighters and strategic assgfs's customers include
U.S. and foreign governments.

e Securelnfo Corporation (“Securelnfot)e acquired Securelnfo in November 2011. Basewbithern Virginia, Securelnfo
a leading cybersecurity company specializing instisg defense, intelligence, civilian governmend aommercial custome
to identify, understand, document, manage, mitigat protect against cybersecurity risks while ofay information
security costs and achieving compliance with applie regulations, standards and guidance.

* Integral Systems, Inc. (“Integral”): We acquiredegral in July 2011. Integral is a global prastiedf products, systems and
services for satellite command and control, teleynatd digital signal processing, data communicegj@nterprise network
management and communications information assurémegral specializes in developing, managing @perating secure
communications networks, both satellite and teria@dsts well as systems and services to deteatackerize and geolocate
sources of radio frequency interference. Integralsomers include U.S. and foreign commercial egoment, military and
intelligence organizations.

* Herley Industries, Inc. (“Herley”): We acquireterley in March 2011. Herley is a leading providémicrowave
technologies for use in command and control systélight instrumentation, weapons sensors, radanraunication system
electronic warfare and electronic attack systengsley has served the defense industry for appraeind5 years by
designing and manufacturing microwave devices $erin hightechnology defense electronics applications. Itdsdablishe:
relationships, experience and expertise in thetamjlielectronics, electronic warfare and electraitack industry. Herley's
products represent key components in the natiawalrgy efforts of the U.S., as they are employethission critical
electronic warfare, electronic attack, electronarfare threat and radar simulation, command antt@ametwork, and cyber
warfare/cybersecurity applications.

Acquisition in the PSS segment

»  Critical Infrastructure Business: We acquirettitical infrastructure security and public safegsstem integration business in
December 2011. The Critical Infrastructure Busirgssigns, engineers, deploys, manages and maistaécslty security
systems at some of the United States' most stcadesgiet and critical infrastructure locations. Aiddally, these security
systems are typically integrated into command amdrol system infrastructure or command center@réyximately 15% of
the revenues of the Critical Infrastructure Businae recurring in nature due to the operationntaaance or sustainment of
the security systems once deployed.

See Note 3 of the Notes to Consolidated Financd&ksents contained within this Annual Report fottier information regarding o
acquisitions.

Customers

A representative list of our customers in our K@greent during 2013 included the U.S. Air Force,.lABny, U.S. Navy, U.S.
Marines, Missile Defense Agency, the DHS, NASA, dign Military Sales (“FMS”), the U.S. Southern Colmamd, U.S. Intelligence
Community and certain classified customers. In 20&8resentative customers in the PSS segmentiedtiBort of Long Beach, Port Authority
of New York & New Jersey, Prudential, New York Ueisity, Fidelity, Scripps Clinic, PNC Bank, Hallitan, AT&T, Chevron, Mellon Bank,
Calpine Power Plants, Capital Health, DuPont FalB&sAmerica, University of Houston, Meridian Héa#tnd Memorial Hermann Hospital
System.

Revenue from the U.S. Government (which includeskMcludes revenue from contracts for which wetheeprime contractor as
well as those for which we are a subcontractorthadiltimate customer is the U.S. Government. Reggn
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from U.S. Government agency customers in aggreggateunted for approximately 74% , 65% and 64% il tevenues in 2011 , 2012, and
2013, respectively.

Backlog

As of December 30, 2012 and December 29, 2013 hacklog was approximately $1.3 billion and $1 llidn , respectively, of whic
$674.0 million was funded in 2012 and $541.0 millisas funded in 2013. Backlog is our estimate efamount of revenue we expect to
realize over the remaining life of awarded consautd task orders that we have in hand as of tlesunement date. Our total backlog consists
of funded and unfunded backlog. We define fundexklog as estimated future revenue under governomntacts and task orders for which
funding has been appropriated by Congress and @zelddor expenditure by the applicable agencys glur estimate of the future revenue we
expect to realize from our commercial contracts$ éna under firm orders. Our funded backlog doasmuude the full potential value of our
contracts because Congress often appropriates farmsused by an agency for a particular prograanamntract on a yearly or quarterly basis
even though the contract may call for performangs @ number of years. As a result, contracts llyi@are only partially funded at any point
during their term, and all or some of the work éoderformed under the contracts may remain unfundézss and until Congress makes
subsequent appropriation and the procuring agellmyases funding to the contract.

Unfunded backlog reflects our estimate of futuneereie under awarded government contracts and tdsksofor which either funding
has not yet been appropriated or expenditure hiagetdeen authorized. Our total backlog does mduile estimates of revenue from
government-wide acquisition contracts or GeneraiSes Administration schedules beyond awardedindéd task orders, but our unfunded
backlog does include estimates of revenue beyoraddes or funded task orders for other types offinde delivery, indefinite quantity
contracts based on our experience under such ctsiiad similar contracts. Unfunded backlog alstuihes priced options, which consist of
the aggregate contract revenues expected to bedeasma result of a customer exercising an op#oiog that has been specifically defined in
the original contract award.

Contracts undertaken by us may extend beyond care fecordingly, portions are carried forward frome year to the next as part of
backlog. Because many factors affect the schedolipgojects, no assurance can be given as to wehamue will be realized on projects
included in our backlog. Although funded backlogresents only business that is considered to bg fire cannot guarantee that cancellations
or scope adjustments will not occur. The majoritjumded backlog represents contracts with termaswould entitle us to all or a portion of
our costs incurred and potential fees upon cartaaildy the customer.

Management believes that year-to-year comparisbhaaklog are not necessarily indicative of futteeenues. The actual timing of
receipt of revenues, if any, on projects includebdacklog could change because many factors dffectcheduling of projects. In addition,
cancellation or adjustments to contracts may odgacklog is typically subject to large variatiomerfi quarter to quarter as existing contracts
are renewed or new contracts are awarded. Additjoradl U.S. Government contracts included in Hagk whether or not funded, may be
terminated at the convenience of the U.S. Goveramen

Employees
As of December 29, 2013 , we had a work force praximately 3,800 full-time, part-time and on-cathployees.

Competition

Our market is competitive and includes the fullgamf companies in the U.S. defense industry aadnflormation, services and
security integration industries. Many of the comiparthat we compete against have significantlytgremancial, technical and marketing
resources and generate greater revenues than @®ahpetition in the federal business segment ireduder one, large U.S. Government
contractors such as Northrop Grumman, LockheediMaeneral Dynamics, SAIC, ITT Systems, Compuigeces Corporation, Raytheon,
BAE Systems, L3, and CACI. While we view governmemtractors as competitors, we often team witsglmompanies in joint proposals or
in the delivery of our services for customers. Tieo competitors include smaller and mid-tier goweent contractors such as AeroVironment
API Technologies, iRobot and Mercury Computer Systelntense competition and long operating cydledath key characteristics of our
business within the defense industry. It is comimaiihe defense industry for work on major programbe shared among a number of
companies. A company competing to be a prime coturar subcontractor on an award may, upon fimalrd of the contract to another
competitor, become a subcontractor for the finmhprcontractor. It is not unusual to compete fepatract award with a peer company and,
simultaneously, perform as a supplier to or besiarner of that same competitor on other contractsice versa. The nature of major defense
programs, conducted under binding contracts,
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allows companies that perform well to benefit fraevel of program continuity not frequently fouindother industries. Competition in the
PSS segment includes Siemens Building Technolagysbn Controls, Diebold, and Convergint Techn@sgi

We believe that the principal competitive factorour ability to win new business include past parfance qualifications, customer
relationships, domain and technology expertise|ledtual property positions, the ability to re@amntract vehicles, the ability to deliver
results within budget (time and cost), reputataxgountability, staffing flexibility, and projectanagement expertise , and our ability to delive
low cost products, solutions and services that meetustomers’ requirements. We believe our ghiiitcompete also depends on a number ¢
additional factors, including the ability of ourstamers to perform the services themselves and etitinp pricing for similar services. The
current Federal Procurement environment is driwefidw price, technically acceptablebntract award decisions. Accordingly, innovatiowl
the ability for a contractor to quickly deliver@n cost, technically compliant solution or prodisctritical in the current competitive
environment.

In the U.S. defense industry, IT, and services etatkhe U.S. Government has stressed competitidmifiordability in connection
with its future procurement of products and serwidehis may lead to fewer sole source awards, dsasenore emphasis on cost
competitiveness. In addition, the DoD has annoumsesgral initiatives to improve efficiency, refoqusorities, modify contract terms, and
enhance DoD best practices including those uspdomure goods and services from defense contra@eesthe Industry Background sectio
Item 7 “Management's Discussion and Analysis ofiRaial Condition and Results of Operations” anchlfieA “Risk Factors” contained within
this Annual Report. These initiatives, when impleteel, together with planned reductions in defepsmding levels, are likely to result in
fewer new opportunities for our industry as a wheith more demanding terms. A reduced opporturetyislikely to intensify competition
within the industry as companies compete for a nlioriteed set of new programs.

Research and Development

We believe that our future success depends upoalhlilly to continue to develop new products andises, and enhancements to and
applications for our existing products and servi€sr research and development expenses were $8@n$17.8 million and $21.4 million,
respectively, in 2011, 2012, and 2013, respectiwdlg intend to continue our focus on research @&weldpment as a key strategy for growth,
which will focus on investments in those fieldsttha believe will offer the greatest opportunity fisowth and profitability. Our current
primary IR&D focus areas include unmanned systetestronic warfare, satellite communications amghal monitoring.

Intellectual Property

We believe that our continued success dependsga [zart on our proprietary technology, the intlial skills of our employees and
the ability of our employees to continue to inn@vat/e rely on a combination of patent, copyrigtitdémark and trade secret laws, as well as
confidentiality agreements, to establish and ptatec proprietary rights.

As of December 29, 2013, we held U.S. patents araggn patents. We do not consider our businebs tmaterially dependent upon
any individual patent. We will continue to file aptbsecute patent applications when and where pppte to attempt to protect our rights in
our proprietary technologies. We also encourageemployees to continue to invent and develop nelwtelogies so as to maintain our
competitiveness in the marketplace.

We own or have rights to use certain trademarksjcemarks and trade names that we use in conpmeiith the operation of our
business. Certain of our trademarks have also tegstered in selected foreign countries.

Government Regulation

We are subject to various government regulatiorduding various U.S. Government regulations asrdractor and subcontractor to
the agencies of the U.S. Government. Among the sigsificant U.S. Government regulations affecting business are:

the Federal Acquisition Regulations and supplemegancy regulations, which comprehensively regulaé formation,
administration, and performance under governmentraots;

the Truth in Negotiations Act, which requires dartition and disclosure of all cost and pricingadii connection with contract
negotiations;

the Cost Accounting Standards, which impose ac@ogiméquirements that govern our right to reimboreet under cost-based
government contracts;
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the Foreign Corrupt Practices Act, which prohikit$. companies from providing anything of valuatfmreign official to help obtait
retain or direct business, or obtain any unfaireedages;

the False Claims Act and the False Statementswkith, respectively, impose penalties for paymemasie on the basis of false facts
provided to the government, and impose penaltighemasis of false statements, even if they daewtlt in a payment; and

laws, regulations and executive orders restrictirguse and dissemination of information classif@chational security purposes and
the exportation of certain products and technieshd

We also need special security clearances to cantirarking on and advancing certain of our projedth the U.S. Government.
Classified programs generally will require that @eenply with various Executive Orders, federal lawsl regulations and customer security
requirements that may include restrictions on havdevelop, store, protect and share informatiod,raay require our employees to obtain
government clearances.

The nature of the work we do for the federal goweznt may also limit the parties who may investrimoquire us. Export laws may
keep us from providing potential foreign acquirerth a review of the technical data they would bguaring. In addition, there are special
requirements for foreign parties who wish to buyaoquire control or influence over companies thatiol technology or produce goods in the
security interests of the United States. There nme®d to be a review under the Exon-Florio provisiohthe Defense Production Act. Finally,
the government may require a prospective foreignemo establish intermediaries to actually runt et of the company that does classified
work, and establishing a subsidiary and its sepaspération may make such an acquisition less #ipgda such potential acquirers.

In addition, the export from the United States eftain of our products may require the issuanc lafense by the U.S. Department
Commerce under the Export Administration Act, agaded, and its implementing Regulations as kefurte by the International Emergency
Economic Powers Act of 1977, as amended. Somergfragucts may require the issuance of a licensady).S. Department of State under
the Arms Export Control Act and its implementinggRkations, which licenses are generally hardetbtaio and take longer to obtain than do
Export Administration Act licenses.

Our business may require the compliance with statecal laws designed to limit the uses of persasar information gathered onli
or require online services to establish privacyqies.

Material Availability

We procure critical material and subsystems froth lb@mestic and global supply partners. These gugpirces may be single
sources for certain components and the materiziged may have extended lead times. To supportontinuing customer needs, we have
taken steps to mitigate sourcing risks. This inekidiorking closely with our suppliers to ensureifatmaterial and subsystem availability to
support our manufacturing plans. In some casesiave elected to stock reserve material to enstuecfavailability.

Environmental

Our manufacturing operations are subject to magyirements under environmental laws. In the Un§&ates, the United States
Environmental Protection Agency and similar stagereies administer laws that restrict the emisefguollutants into the air, discharges of
pollutants into bodies of water and disposal ofyiahts on the ground. Violations of these laws iesult in significant civil and criminal
penalties and incarceration. The failure to obtaprermit for certain activities may be a violatmfrenvironmental law and subject the owner
and operator to civil and criminal sanctions. Mestironmental agencies also have the power toddhwh an operation if it is operating in
violation of environmental law. United States laalso typically allow citizens to bring private enfement actions in some situations. Outside
the United States, the environmental laws and #gfiorcement vary and may be more burdensome. Weerhanagement programs and
processes in place that are intended to minimigg@ttential for violations of these laws.

Other environmental laws, primarily in the Unitet®s, address the contamination of land and greatest and require the clean-up
of such contamination. These laws may apply nog tmthe owner or operator of an on going businiessalso to the owner of land
contaminated by a prior owner or operator. In addjtif a parcel is contaminated by the release bfzardous substance, such as through its
historic use as a disposal site, any person or aagnthat has contributed to that contamination,théreor not it has a legal interest in the land
may be subject to a requirement to clean up thespar
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Available Information

We file reports with the Securities and Exchangen@ission (“SEC”). We make available on our websiteer “Investor
Relations/SEC Filings,” free of charge, our anmeglorts on Form 10-K, quarterly reports on Form@,Gzurrent reports on Form 8-K and
amendments to those reports as soon as reasomabticable after we electronically file such maaésiwith or furnish them to the SEC. Our
website address wwww.kratosdefense.conYou may read and copy any materials we file \hith SEC at the SEC’s Public Reference Room &
100 F Street, NE, Washington, DC 20549. You magiobhformation on the operation of the Public Refeee Room by calling the SEC at 1-
800-SEC-0330. The SEC also maintains an Intertetlsat contains our reports, proxy and informastatements, and other information at
WWW.SEC.gov.

Iltem 1A. Risk Factors

You should carefully consider the following riskttas and all other information contained hereinveall as the information included
in this Annual Report and other reports and filimgade with the SEC in evaluating our business andpects. Risks and uncertainties, in
addition to those we describe below, that are mesently known to us or that we currently beliekeisnmaterial may also impair our busine
operations. If any of the following risks occurydusiness and financial results could be harmed #e price of our common stock could
decline. You should also refer to the other infaioracontained in this Annual Report, including d@wnsolidated Financial Statements and
related notes.

Risks Related to Our Business

The U.S. Government provides a significant portiohour revenue, and our business could be adversdfgcted by changes in the fiscal
policies of the U.S. Government and governmentalites.

In fiscal 2011 , 2012 and 2013 , we generated 78%84 and 64% , respectively, of our total reverfugs contracts with the U.S.
Government (including all branches of the U.S. tauili), either as a prime contractor or a subcotdralVe expect to continue to derive mos
our revenues from work performed under U.S. Govemmontracts. As a result, any reductions or aglogernment budgetary constraints anc
any changes in government contracting policiesccadversely affect our financial performance.

In August 2011, Congress enacted the Budget CoaAtiplwhich specified an immediate $917.0 billidncats over ten years,
including $487.0 billion from defense spending. Aiddhally, the Budget Control Act established tloénd Select Committee on Deficit
Reduction, or the “super committee,” to producedditional deficit reduction of at least $1.5 taii over the coming ten years that was to be
passed by December 23, 2011. Because Congregbtiaieoduce a bill with at least $1.2 trilliongnts, across the board cuts were triggered
through a “sequestration of appropriations” thas wqually split between defense and non defenggagre.

In January 2013, Congress enacted the AmericanayaxfRelief Act of 2012. It addressed a numbeawrfdode provisions and cert:
spending issues but left in place the sequestigrofaih delaying its implementation to March 1, 20413d did not address other fiscal matters
such as the debt ceiling. Although debate on budgktctions continued through the first two mordh2013, no resolution was reached prior
to the March 1, 2013 sequester deadline. As atrebal President was required by law to issue deraranceling $85 billion in budgetary
resources across the U.S. Government for the relmaof FY 2013. The OMB in its report to Congreé#arch 1, 2013, entitled “

OMB Report to the Congress on the Joint Commiteegi&stration; calculated that, over the course of the fiscalry¢he order requires a

7.8 percent reduction in non exempt defense discraty funding and a 5.0 percent reduction in naengpt non defense discretionary funding.
The sequestration also requires reductions of &8gnt to non exempt defense mandatory prograness@guestration report provides
calculations of the amounts and percentages byhwhdous budgetary resources are required todwecesl, and a listing of the reductions
required for each non exempt budget account. Fedgeacies were directed to apply the same pergemtduction to all programs, projects,
and activities within a budget account, as requing&ection 256(k)(2) of BBEDCA, and to operat@imanner that is consistent with guida
provided by OMB in Memorandum 13 03, Planning farcdrtainty with Respect to FY 2013 Budgetary Resesiand Memorandum 13 05,
Agency Responsibilities for Implementation of Pat&inJoint Committee Sequestration. On March 21,@ongress passed a modified
Continuing Resolution that included a number ofrikgotiated fiscal year 2013 spending bills, inaigddefense.

On April 10, 2013, the President delivered his pisgal FY 2014 budget to Congress. The Presiden?g.8%illion FY 2014 defense

budget is slightly lower than final defense appiatwns for FY 2013. While it largely reflects dafe spending plans in the FY 2013 budget, i
does not reflect the reductions mandated by Paitthe Budget Control Act. On

15




Table of Contents

October 17, 2013, H.R. 2775, the “Continuing Appiaiions Act of 2014 was signed into law by theditent, extending the debt ceiling
through February 7, 2014 and temporarily restofimgling for government agencies.

On December 19, 2013, Congress passed the BipaBisdget Act of 2013 (the "Bipartisan Budget"). TBipartisan Budget is a two-
year plan that sets spending for the Pentagon tired federal agencies at $1.012 trillion for fis@lL4. For fiscal 2015, overall spending wc
increase only slightly to $1.014 trillion. The plealls for extending part of the sequester into28@d 2023 to get an additional $23 billion in
planned savings.

On February 15, 2014 legislation was signed thHaesathe U.S. debt limit through March 2015. Inidd, appropriators passed
legislation that offsets a significant portion bétsequester cuts. This translates to a bettevadutbr the Defense Industry than what was
generally expected for both this year and next. elaw, we still expect some lower or delayed awardsome of our programs, with a related
negative impact to our revenues, earnings andftash. In addition, any future changes to the figmaicies of the U.S. Government and
foreign governmental entities may decrease ovgmlernment funding for defense and homeland sgcuesult in delays in the procurement
of our products and services due to lack of fundaagise the U.S. Government and government agetacieduce their purchases under
existing contracts, or cause them to exercise tigits to terminate contracts at-will or to abstiibom exercising options to renew contracts,
any of which would have an adverse effect on osirimss, financial condition, results of operatiand/or cash flows.

If we fail to establish and maintain important retinships with government agencies and prime comt@rs, our ability to successfull
maintain and develop new business may be advera#gcted.

Our reputation and relationship with the U.S. Goweent, and in particular with the agencies of tl®and the U.S. intelligence
community, are key factors in maintaining and depilg new business opportunities. In addition, fterpact as a subcontractor or in
“teaming” arrangements in which we and other canta bid together on particular contracts or paogs for the U.S. Government or
government agencies. We expect to continue to depemelationships with other prime contractorsdqguortion of our revenue for the
foreseeable future. Negative press reports regguabnflicts of interest, poor contract performaremployee misconduct, information security
breaches or other aspects of our business, regardi@ccuracy, could harm our reputation. Adddibn as a subcontractor or team member,
we often lack control over fulfillment of a conttaand poor performance on the contract could sarpur reputation, even when we perform a
required. As a result, we may be unable to sucaelgshaintain our relationships with government iagjes or prime contractors, and any
failure to do so could materially adversely affeat ability to maintain our existing business anthpete successfully for new business.

Many of our contracts contain performance obligatie that require innovative design capabilities, aechnologically complex, requir
state-of-the-art manufacturing expertise, or are dependeaupon factors not wholly within our control. Failre to meet these obligations
could adversely affect our profitability and futurprospects. Early termination of client contracts contract penalties could adversely affect
results of operations.

We design, develop, and manufacture technologiealiyanced and innovative products and serviceshadrie applied by our
customers in a variety of environments. Problentsdeiays in development or delivery as a resulssiies with respect to design, technology,
licensing and intellectual property rights, lakiogbility to achieve learning curve assumptionsnuofacturing materials or components could
prevent us from meeting requirements. Either wiercustomer may generally terminate a contraatfaterial uncured breach by the other. If
we breach a contract or fail to perform in accomawith contractual service levels, delivery schesluperformance specifications, or other
contractual requirements we could be terminatediéfault, and we may be required to refund moneyipusly paid to us by the customer or
to pay penalties or other damages. Even if we hat&reached, we may deal with various situatioosiftime to time that may result in the
amendment or termination of a contract. These stapsesult in significant current period charged/ar reductions in current or future
revenue. Other factors that may affect revenuepaofitability could be inaccurate cost estimatessign issues, unforeseen costs and expens
not covered by insurance or indemnification froma tlustomer, diversion of management focus in redipgrto unforeseen problems, and loss
of follow-on work.

If our subcontractors or suppliers fail to perforrtheir contractual obligations, our performance angputation as a contractor and ot
ability to obtain future business could suffer.

As a prime contractor, we often rely upon other panies as subcontractors to perform work we arigateld to perform for our
customers. As we secure more work under certafuotontract vehicles, we expect to require aneiasing level of support from
subcontractors that provide complementary and sapghtary services to our offerings. We are resptsn$or the work performed by our
subcontractors, even though in some cases we maited involvement in that work. If one or moreair subcontractors fails to satisfactorily
perform the agreed-upon services on a timely lasisolates
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U.S. Government contracting policies, laws or ragjahs, our ability to perform our obligations agrame contractor or meet our customers'
expectations may be compromised. In extreme cpsefrmance or other deficiencies on the part ofssbcontractors could result in a
customer terminating our contract for default. Antmation for default could expose us to liabilitgcluding liability for the agency's costs of
re-procurement, could damage our reputation anttidaut our ability to compete for future contracts

We also are required to procure certain materiadsparts from supply sources approved by the Udve@ment. The inability of a
supplier to meet our needs or the appearance oftedait parts in our products could have a maltedaerse effect on our financial position,
results of operations or cash flows.

We face intense competition from many competitdratthave greater resources than we do, which corddult in price reductions, reduced
profitability or loss of market share

We operate in highly competitive markets and gdhyeemcounter intense competition to win contréoten many other firms,
including mid-tier federal contractors with speizatl capabilities and large defense and IT senpcegiders. Competition in our markets may
increase as a result of a number of factors, satheaentrance of new or larger competitors, irolgithose formed through alliances or
consolidation, or the reduction in the overall nembf government contracts. We may also face catigpefrom prime contractors for whom
we currently serve as subcontractors or teammatikgse prime contractors choose to offer custoseerices of the type that we are currently
providing. Recently, procurement awards have besedbon lowest price, technically acceptable praijgoin addition, we may face
competition from our subcontractors who, from tilngime, seek to obtain prime contractor statusamtracts for which they currently serve
as a subcontractor to us.

Many of our competitors have greater financialhtécal, marketing and public relations resourcaggdr customer bases and greater
brand or name recognition than we do. These cotopetiould, among other things:

» divert sales from us by winning very largeale government contracts, a risk that is enhabgelde recent trend in
government procurement practices to bundle seriitedarger contracts and the recent trend of de/an a lowest price,
technically acceptable basis;

» divert sales from us by the award of governnoemtracts to our competitors who may be willindtd at substantially lower
prices;

» force us to charge lower prices

« adversely affect our relationships with curremstomers, including our ability to continue to wimmpetitively awarded
engagements in which we are the incumbent.

If we lose business to our competitors or are ftodower our prices, our revenue and our opegatiofits could decline.
Our business is dependent upon our ability to kemze with the latest technological changes.

The market for our services is characterized bydrapange and technological improvements. Failonespond in a timely and cost
effective way to these technological developmerdsldresult in serious harm to our business andatipg results. We have derived, and we
expect to continue to derive, a substantial portibaur revenues from providing innovative engimegiservices and technical solutions thal
based upon today's leading technologies and thatarable of adapting to future technologies. Assalt, our success will depend, in part, on
our ability to develop and market service offeritigat respond in a timely manner to the technollgidvances of our customers, evolving
industry standards and changing customer prefesence

We believe that, in order to remain competitivéhia future, we will need to continue to invest gigant financial resources to
develop new offerings and technologies or to adaptodify our existing offerings and technologiegluding through internal research and
development, acquisitions and joint ventures oeoteaming arrangements. These expenditures coudd dur attention and resources from
other projects, and we cannot be sure that thgseneitures will ultimately lead to the timely dempinent of new offerings and technologie:
identification of and expansion into new marketaelo the design complexity of our products, we fnatye future experience delays in
completing the development and introduction of mpeaducts. Any delays could result in increasedsostlevelopment or deflect resources
from other projects. In addition, there can be ssugance that the market for our offerings will @lep or continue to expand or that we will be
successful in newly identified markets as we cutyeamnticipate. The failure of our technology tdrganarket acceptance could significantly
reduce our revenues and harm our business. Furtherme cannot be sure that our competitors willdevelop competing technologies that
gain market acceptance in advance of our products.
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Additionally, the possibility exists that our contipers might develop new technology or offeringattimight cause our existing technology anc
offerings to become obsolete. If we fail in our ngreduct development efforts or our products ovises fail to achieve market acceptance
more rapidly than our competitors, our ability togure new contracts could be negatively impaatddch would negatively impact our results
of operations and financial condition.

Loss of our GSA contracts or GWACs would impair caiility to attract new busines:

We are a prime contractor under several GeneraicsrAdministration ("GSA") contracts and Govermtvade Acquisition
Contracts ("GWAC') vehicles. We believe that ouitighto provide services under these contracts @dghtinue to be important to our business
because of the multiple opportunities for new emgagnts each contract provides. If we were to lesgosition as prime contractor on one or
more of these contracts, we could lose substamti@nues and our operating results could suffeA &®tracts and other GWACs typically
have a one or two-year initial term with multipletions exercisable at the government customertsation to extend the contract for one or
more years. We cannot be assured that our govetreustomers will continue to exercise the opticemaaining on our current contracts, nor
can we be assured that our future customers wellaise options on any contracts we may receivherfuture.

Government contracts differ materially from standdcommercial contracts, involve competitive biddiagd may be subject to cancellation
or delay without penalty.

Government contracts frequently include provisitiveg are not standard in private commercial tratisas and are subject to laws and
regulations that give the U.S. Government rights memedies not typically found in commercial cootsaincluding provisions permitting the
U.S. Government to:

e terminate our existing contrac

» reduce potential future income from our existingtcacts

* modify some of the terms and conditions in our taxgscontracts

» suspend or permanently prohibit us from doing bessnwith the U.S. Government or with any specifiecegnment agenc

* impose fines and penalti

» subject us to criminal prosecutii

» suspend work under existing multiple year cartg@nd related task orders if the necessary farelsot appropriated by
Congress;

» decline to exercise an option to extend an existindfiple year contract; a

« claim rights in technologies and systems invertiedeloped or produced by

In addition, government contracts are frequentlpi@ed only after formal competitive bidding proasssvhich have been and may
continue to be protracted and typically impose fmions that permit cancellation in the event thetessary funds are unavailable to the
government agency. Competitive procurements impabstantial costs and managerial time and effastdier to prepare bids and proposals
for contracts that may not be awarded to us. Inyntaises, unsuccessful bidders for government aziatese provided the opportunity to
formally protest certain contract awards throughows agencies, administrative and judicial chaswiehe protest process may substantially
delay a successful bidder's contract performamseiltrin cancellation of the contract award enfigetd distract management. We may not be
awarded contracts for which we bid, and substadatdys or cancellation of purchases may followsugcessful bids as a result of such
protests.

Certain of our government contracts also contaimgdaizational conflict of interest” clauses thatilwblimit our ability to compete for
certain related follow-on contracts. For exampleewwe work on the design of a particular solutise,may be precluded from competing for
the contract to install that solution. While weiagely monitor our contracts to avoid these con$ljate cannot guarantee that we will be able tc
avoid all organizational conflict of interest issue

We may not receive the full amounts estimated unttex contracts in our backlog, which could reducerarevenue in future periods below
the levels anticipated and which makes backlog arcertain indicator of future operating results.

As of December 29, 2013, our total backlog wag@gmately $1.1 billion , of which $541.0 millionas funded. Funded backlog is
estimated future revenue under government conteactdask orders for which funding has been appatgu by Congress and authorized for
expenditure by the applicable agency, plus oumedt of the future revenue we expect to realizenfooir commercial contracts that are under
firm orders. Although funded backlog representy dmisiness which is considered to be firm, cantielia or scope adjustments may still
occur. The remaining $522.0 million of our totatkkng as of December 29, 20i3unfunded. Unfunded backlog reflects our estinsdtieiture
revenue under awarded
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government contracts and task orders for whicteeitimding has not yet been appropriated or experedhas not yet been authorized.
Unfunded backlog does not include estimates ofrmegdrom GWAC or GSA schedules beyond awardedmuaidd task orders but does inclt
estimates of revenue beyond awarded or fundedoraksks for other types of indefinite delivery, ifidée quantity contracts. The amount of
unfunded backlog is not exact or guaranteed abhdsed upon, among other things, management's erperunder such contracts and similar
contracts, the particular customers, the type akvemd budgetary expectations. Our management mwisgacurately assess these factors or
estimate the revenue we will realize from thesereats, and our funded, unfunded and total backiag not reflect the actual revenue
ultimately received from these contracts.

Backlog is typically subject to large variationsifr quarter to quarter and comparisons of backlog foeriod to period are not
necessarily indicative of future revenues. The @mi$ comprising our backlog may not result in actavenue in any particular period or at
and the actual revenue from such contracts magrdifbm our backlog estimates. The timing of reteffrevenues, if any, on projects incluc
in backlog could change because many factors dffiecscheduling of projects. Cancellation of owatthents to contracts may occur.
Additionally, all U.S. Government contracts incldde backlog, whether or not funded, may be terteidat the convenience of the U.S.
Government. The failure to realize all amountsun loacklog could adversely affect our revenuesginds margins. As a result, our funded,
unfunded and total backlog as of any particulae eha&y not be an accurate indicator of our futuraiegs.

A preference for minorit-owned, small and small disadvantaged businessesddcompact our ability to be a prime contractor arertain
governmental procurement:

As a result of the SBA set-aside program, the fdgsvernment may decide to restrict certain preswents only to bidders that
qualify as minority-owned, small, or small disadizged businesses. As a result, we would not békitp perform as a prime contractor on
those programs and in general would be restrictembtmore than 49% of the work as a subcontragtdhoese programs. An increase in the
amount of procurements under the SBA set-asidergnognay impact our ability to bid on new procureiseas a prime contractor or restrict
our ability to recompete on incumbent work thapleced in the set-aside program.

U.S. Government in-sourcing could result in loss lofisiness opportunities and personnel.

The U.S. Government has continued to reduce theeptage of contracted services in favor of morerfa@demployees through an
initiative called “in-sourcing.” Over time, in-soeing could have a material adverse affect on aginess, financial condition and results of
operations. Specifically, as a result of in-seug@overnment procurements for services coulcelesf and smaller in the future. In addition,
work we currently perform could be in-sourced by tederal government and, as a result, our revermudd be reduced. Moreover, our
employees working on contracts could also be Higethe government. This loss of our employees doglcessitate the need to retain and
train new employees. Accordingly, the effectrebburcing, or the continuation of in-sourcing dster than expected rate, could have a
materially adverse effect on our business, findramadition, and results of operations.

Our business could be negatively impacted by sdgutireats, including cybersecurity threats, andhet disruptions.

Many of the systems we develop, install and maintaiolve managing and protecting information irwes in intelligence, national
security and other sensitive or classified U.S. @oment functions. We face various security thréatduding cybersecurity threats, to gain
unauthorized access to this sensitive informatButh threats can come from external as well asnatsources. We also face threats to the
safety of our directors, officers, and employebgredts to the security of our facilities and infrasture; and threats from terrorist acts.
Although we utilize various procedures and conttolmonitor these threats and mitigate our exposuseich threats, there can be no assui
that these procedures and controls will be suffiicie preventing security threats from materialigitf any of these events were to materialize,
they could lead to the loss of sensitive informaticritical infrastructure, personnel or capal@btiessential to our operations and prevent us
from being eligible for further work on sensitive@dassified systems for U.S. Government custormtargher, any losses we incur from such a
security breach could exceed the policy limits urme errors and omissions and product liabilityurance. Any losses we incur, any damage
to our reputation or any limitations on our elidjtlyi for additional work resulting from a securityeach could materially reduce our revenue
and could have a material adverse effect on ounésss, financial condition and results of operagion

Cybersecurity attacks in particular are evolving arclude, but are not limited to, malicious softejsattempts to gain unauthorized

access to data, and other electronic security besathat could lead to disruptions in mission @aitsystems, unauthorized release of
confidential or otherwise protected information aadruption of data. We have experienced

19




Table of Contents

cybersecurity attacks and may experience themeriuture. These events could damage our reputatidread to financial losses from
remedial actions, loss of business, loss of prtgmjeand trade secret information or potentialiligh

If we experience systems or service failure, oupugation could be harmed and our customers coulg@s claims against us for damages
refunds.

We create, implement and maintain IT solutions #ratoften critical to our customers' operations. Wdve experienced, and may in
the future experience, some systems and servicedsj schedule or delivery delays and other problan connection with our work. If we
experience these problems, we may:

* lose revenue due to adverse customer rea

» berequired to provide additional services to aamsr at no charg

e cause customers to postpone, cancel or fail toreoatracts

* receive negative publicity, which could damage i@putation and adversely affect our ability tivaat or retain customers;
and

« suffer claims for substantial damag

We cannot ensure that provisions in our custometraots will be legally sufficient to protect usik are sued.
In addition, our errors and omissions and prodatility insurance coverage may not be adequatg,moacontinue to be available on
reasonable terms or in sufficient amounts to cover or more large claims, or the insurer may disctzoverage as to some types of future
claims. The successful assertion of any large ctajainst us could seriously harm our business. Evest successful, these claims could re
in significant legal and other costs, may be araigton to our management and may harm our reputati

Our products are complex and could have unknown &gt or errors, which may increase our costs, hasar reputation with customers,
give rise to costly litigation, or divert our resoees from other purpose.

Our products, including but not limited to unmannethicles, aerial targets, and ballistic missilgéds, are extremely complex and
must operate successfully with complex productsifather vendors. Despite testing, our products lcamained defects and errors and may i
the future contain defects, errors, or performaroblems when first introduced, when new versiansrancements are released, or even
these products have been used by our customeaspiriod of time. These problems could result ipemsive and time-consuming design
modifications or warranty charges, delays in theontuction of new products or enhancements, sicanifi increases in our service and
maintenance costs, diversion of our personnel&ntitin from our product development efforts, expedao liability for damages, damaged
customer relationships, and harm to our reputatiogn,of which could materially harm our resultopgrations. In addition, increased
development and warranty costs could be substatihcould reduce our operating margins.

The existence of any defects, errors, or failunesur products or the misuse of our products caldd lead to lawsuits against us,
result in injury, death, or property damage, agghisicantly damage our reputation and support forgroducts in general.

Although we maintain insurance policies, we carprovide assurance that this insurance will be adtegio protect us from all
material judgments and expenses related to potéatiae claims or that these levels of insurandélve available in the future at economical
prices or at all. A successful liability claim cdukesult in substantial cost to us. Even if wefally insured as it relates to a claim, the claim
could nevertheless diminish our brand and divemagament'’s attention and resources, which coulé havegative impact on our business,
financial condition, and results of operations.

Our financial results may vary significantly from warter to quatrter.

We expect our revenue and operating results tofvany quarter to quarter. Reductions in revenua jparticular quarter could lead to
lower profitability in that quarter because a reklly large amount of our expenses are fixed insthert-term. We may incur significant
operating expenses during the start-up and eatjestof large contracts and may not be able t@rére corresponding revenue in that same
quarter. We may also incur additional expenses vdoatracts are terminated or expire and are nawed.

In addition, payments due to us from our customeayg be delayed due to billing cycles or as a refuhilures of government

budgets to gain congressional and administratigmayal in a timely manner. The U.S. Governmenssdi year ends September 30. If a fec
budget for the next federal fiscal year has nohtagaproved by that date in each year, our
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customers may have to suspend engagements thaewaeking on until a budget has been approved. &rch suspensions may reduce our
revenue in the fourth quarter of the federal fiser or the first quarter of the subsequent yBae. U.S. Government's fiscal year end can als
trigger increased purchase requests from custofoleesjuipment and materials. Any increased purchegeests we receive as a result of the
U.S. Government's fiscal year end would serve ¢oeiase our third or fourth quarter revenue, butgaherally decrease profit margins for that
quarter, as these activities generally are notrafitgble as our typical offerings.

Additional factors that may cause our financiabtsto fluctuate from quarter to quarter incluede addressed elsewhere in these
Risk Factors and the following factors, among ather

» the terms of customer contracts that affect théngjnof revenue recognitio

« variability in demand for our services and solusi

e commencement, completion or termination of consralciring any particular quart

» timing of shipments and product deliver

« timing of award or performance incentive fee natjce

» timing of significant bid and proposal co:

» variable purchasing patterns under GSA Schedlileontracts, GWACSs, blanket purchase agreementstaer indefinite
delivery/indefinite quantity contracts;

» restrictions on and delays related to the expodedénse articles and servic

» costs related to government inquir

» strategic decisions by us or our competitorshsas acquisitions, divestitures, spiffis and joint venture

» strategic investments or changes in business g,

» changes in the extent to which we use subcontrs

» seasonal fluctuations in our staff utilization &

« changes in our effective tax rate including gemin our judgment as to the necessity of theati@n allowance recorded
against our deferred tax assets; and

» the length of sales cycli

Significant fluctuations in our operating results & particular quarter could cause us to fallafitompliance with the financial
covenants related to our debt, which if not waivamlld restrict our access to capital and cauge take extreme measures to pay down our
debt under the credit facility. In addition, fluations in our financial results could cause ouclstarice to decline. See the risks and
uncertainties related our ability to raise addigibcapital below in “We may need additional capitefund the growth of our business, and
financing may not be available on favorable termatall.”

Our margins and operating results may suffer if veaperience unfavorable changes in the proportionaufst-plus-fee or fixedprice
contracts in our total contract mix.

Although fixed-price contracts entail a greatek 1§ a reduced profit or financial loss on a coaticompared to other types of
contracts we enter into, fixed-price contractsagfly provide higher profit opportunities because may be able to benefit from cost savings
and operating efficiencies. In contrast, cost-ghescontracts are subject to statutory limits asfipmargins, and generally are the least
profitable of our contract types. Our U.S. Governtmaistomers typically determine what type of cacitive enter into. Cost-plus-fee and
fixed-price contracts in our federal business anted for approximately 14% and 80% , respectivelygur federal business revenues for the
year endeDecember 29, 2013 . To the extent that we enternmire cost-plus-fee or less fixed-price contraciroportion to our total
contract mix in the future, our margins and operatiesults may suffer.

Our cash flow and profitability could be reducedeikpenditures are incurred prior to the final reqstiof a contract.

We provide various professional services, speadljroducts, and sometimes procure equipment atetiala on behalf of our
customers under various contractual arrangemerdam Eme to time, in order to ensure that we satisfr customers' delivery requirements
schedules, we may elect to initiate procurementdvance of receiving final authorization from tlevernment customer or a prime contractor
If our government or prime contractor customertgiements should change or if the government@iptime contractor should direct the
anticipated procurement to a contractor other trgar if the equipment or materials become obsaletequire modification before we are
under contract for the procurement, our investmettie equipment or materials might be at risk & @annot efficiently resell them. This could
reduce anticipated earnings or result in a losgatieely affecting our cash flow and profitability.
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We have incurred and may continue to incur goodwithpairment charges in our reporting entities, whicould harm our profitability.

As of December 29, 2013 , goodwill represented @yprately 49% of our total assets. In accordandh Rinancial Accounting
Standards Board (“FASB”) Accounting Standards Cumdifion (“ASC”) Topic 350 Intangibles-Goodwill ardther (“Topic 350”), we
periodically review the carrying values of our gadtito determine whether such carrying values excthe fair market value. Our acquired
companies are subject to annual review for goodmiiairment. If impairment testing indicates tha tarrying value of a reporting unit
exceeds its fair value, the goodwill of the repagtunit is deemed impaired. Accordingly, an impa&nincharge would be recognized for that
reporting unit in the period identified.

The identification and measurement of impairmenbives the estimation of the fair value of repagtimits. Accounting for
impairment contains uncertainty because managemesit use judgment in determining appropriate assiongto be used in the measuren
of fair value. The estimates of fair value of repay units are based on the best information alkdlas of the date of the assessment,
incorporate management assumptions about expeadiee fcash flows and contemplate other valuatiohrtigues. Future cash flows can be
affected by changes in industry or market cond#tiamong other things.

In 2012, as a result of our annual review, we réedra goodwill impairment charge of $82.0 milli@hated to our KGS segment to
reflect the declining market valuations and theneeoic uncertainty in the U.S. defense industry essalt of uncertainty in our business
environment due to the substantial fiscal and egoochallenges facing the U.S. Government. Givenctlirrent market conditions and
continued economic uncertainty in the U.S. defendastry, including sequestration and issues suding the national debt ceiling, our future
revenues, profits and cash flows could be substintower than our current projections. In additionarket-based inputs to the calculations ir
the impairment test, such as weighted averageofasipital, and market multiples, could also beategly impacted. Such circumstances may
result in the future deterioration of the fair valof our reporting units and an additional impaintnaf our goodwill. Due to continual changes
in market and general business conditions, we dgmedict whether, and to what extent, our goodavildl long-lived intangible assets may be
impaired in future periods. Any resulting impairméss could harm our profitability and financiaralition.

Failure to properly manage projects may result idditional costs or claims.

Our engagements often involve large scale, higbiyex projects. The quality of our performancesanh projects depends in large
part upon our ability to manage the relationshifhwiur customers and to effectively manage thesptaind deploy appropriate resources,
including third-party contractors and our own parsel, in a timely manner. Any defects or errorgadlure to meet customers' expectations
could result in claims for substantial damagesregiais. Our contracts generally limit our liabilfr damages that arise from negligent acts,
error, mistakes or omissions in rendering servioasur customers. However, we cannot be sure liesetcontractual provisions will protect us
from liability for damages in the event we are suadaddition, in certain instances, we guarantestamers that we will complete a project k
scheduled date. If the project experiences a pegoce problem, we may not be able to recover tH#iadal costs we will incur, which could
exceed revenues realized from a project. Findllei underestimate the resources or time we needrtplete a project with capped or fixed
fees, our operating results could be seriously kdrm

We use estimates when accounting for contracts amg changes in such estimates could have an adveftxt on our profitability and our
overall financial performance.

When agreeing to contractual terms, our managemakés assumptions and projections about futureitbonsl and events, many of
which extend over long periods. These projecti@sess the productivity and availability of labamplexity of the work to be performed, cost
and availability of materials, impact of delayedfpemance and timing of product deliveries. Contr@acounting requires judgment relative to
assessing risks, estimating contract revenuesastd,@and making assumptions for schedule anditdhissues. Due to the size and nature of
many of our contracts, the estimation of total rexes and costs at completion is complicated angsuts many variables. For example,
assumptions are made regarding the length of tincemplete a contract since costs also includea®gdencreases in wages, prices for
materials and allocated fixed costs. Similarlyuaggtions are made regarding the future impact offficiency initiatives and cost reduction
efforts. Incentives, awards or penalties relatepgeidormance on contracts are considered in estimegvenue and profit rates and are reco
when there is sufficient information to assesscipaited performance. Suppliers' assertions areasisessed and considered in estimating cos!
and profit rates.

Because of the significance of the judgment anidhesion processes described above, it is posdillienhaterially different amounts

could be obtained if different assumptions wereduseif the underlying circumstances were to cha@@nges in underlying assumptions,
circumstances or estimates may have a materiatseleéfect upon the profitability of one
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or more of the affected contracts, future perio@ficial reporting and performance. See the Crificabunting Policies and Estimates section
in ltem 7 “Management's Discussion and Analysigiofncial Condition and Results of Operations” eamgd within this Annual Report.

Our ability to utilize our net operating loss carfgrwards and certain other tax attributes may benited.

Federal and state income tax laws impose restngtim the utilization of net operating loss (“NOIaid tax credit carryforwards in
the event that an “ownership change” occurs foiptasposes, as defined by Section 382 of the Inté&teeenue Code of 1986, as amended
(“Section 382"). In general, an ownership changeuos when shareholders owning 5% or more of a ‘tmsporation” & corporation entitled
use NOL or other loss carryovers) have increaseid tiwnership of stock in such corporation by mibtv@n 50 percentage points during any 3
year period. The annual base Section 382 limitatiaralculated by multiplying the loss corporat®walue at the time of the ownership cha
by the greater of the long-term tax-exempt ratemeined by the Internal Revenue Service in the mohthe ownership change or the two
preceding months. This base limitation is subje@adjustments, including an increase for built@ing recognized in the five year period after
the ownership change. In March 2010 , an “ownershgnge” occurred that will limit the utilizatiori NOL carryforwards. In July 2011 ,
another “ownership change”occurred. The March 20&fership change limitation is more restrictivephior years the company acquired
corporations with NOL carryforwards at the dateofuisition ("Acquired NOLs"). The Acquired NOLseasubject to separate limitations that
may further restrict the use of Acquired NOLs. Aesult the Company's federal annual utilizatioNGfL carryforwards will be limited to at
least $27 million a year for the first five yeateseeding the March 2010 ownership change andstt $11.6 million for each year thereafter
subject to separate limitations for Acquired NOIfshe entire limitation amount is not utilized ényear, the excess can be carried forward an
utilized in future years. For the year ended Decam29, 2013 , there was no impact of such limitegion the income tax provision since the
amount of taxable income did not exceed the animaahtion amount. In addition, future equity offiegs or acquisitions that have equity as a
component of the purchase price could also cauar filownership change.” If and when any other “oishé changebccurs, utilization of th
NOL or other tax attributes may be further limitéd. discussed elsewhere, deferred tax assetsuglatithe NOL and credit carryforwards
offset by a full valuation allowance. In additiartilization of state tax loss carryforwards is degent upon sufficient taxable income
apportioned to the states.

Risks Related to Our Operations
We may need additional capital to fund the growthaur business, and financing may not be availalde favorable terms or at all.

We currently anticipate that our available capigsiources, including our credit facility and opergicash flow, will be sufficient to
meet our expected working capital and capital edftere requirements for at least the next 12 morifesvever, these resources may not be
sufficient to fund the long-term growth of our busss. If we determine that it is necessary to radghtional funds, either through an expansiol
or refinancing of our credit facility or through lglic or private debt or equity financings, additdfinancing may not be available on terms
favorable to us, or at all. Disruptions in the t¢alpind credit markets may continue indefinitelyragensify, which could adversely affect our
ability to access these markets. Limitations onlmrrowing base contained in our credit facilityynianit our access to capital, and we could
fall out of compliance with financial and other emants contained in our credit facility which, dtrwaived, would restrict our access to caj
and could require us to pay down our existing deloter the credit facility. Our lenders may not &gie extend additional or continuing credit
under our credit facility or waive restrictions oar access to capital. If we were to conduct aipulprivate offering of securities, any new
offering would be likely to dilute our stockholdeegjuity ownership. If adequate funds are not abal or are not available on acceptable te
we may not be able to take advantage of availgp®unities, develop new products or otherwispoad to competitive pressures and our
business, operating results or financial conditounld be materially adversely affected.

Recent acquisitions and potential future acquisiti® could prove difficult to integrate, disrupt olrusiness, dilute stockholder value a
strain our resources

During 2011 and 2012, we acquired five companieshé future, we may acquire additional businetisatswe believe could
complement or expand our business or increaseustiomer base. Integrating the operations of acdiusinesses successfully or otherwise
realizing any of the anticipated benefits of actjwiss, including anticipated cost savings and tddal revenue opportunities, involves a
number of potential challenges. The failure to ntkese integration challenges could seriously haunfinancial condition and results of
operations. Realizing the benefits of acquisitidapends in part on the integration of operationsp@rsonnel. These integration activities are
complex and time-consuming, and we may encountexpected difficulties or incur unexpected costsluding:
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e ourinability to achieve the operating synergieticgmated in the acquisitior

« diversion of management attention from ongoinghess concerns to integration mati

» difficulties in consolidating and rationalizing flatforms and administrative infrastructu

« complexities associated with managing the gaatcaseparation of the combined businesses anakdasng multiple
physical locations where management may determineatidation is desirable;

» difficulties in integrating personnel from difént corporate cultures while maintaining focugpooviding consistent, high
quality customer service;

» difficulties or delays in transitioning U.S. Govearant contracts pursuant to federal acquisition legguns

» challenges in demonstrating to customers ofd&aind to customers of acquired businesses thatthesition will not result
in adverse changes in customer service standatussaoress focus;

» possible cash flow interruption or loss of revensa result of change of ownership transitionatensitan

* inability to generate sufficient revenue to offaetjuisition cost

Acquired businesses may have liabilities or advepsrating issues that we fail to discover throdga diligence prior to the
acquisition. In particular, to the extent that pwevners of any acquired businesses or propeditdfto comply with or otherwise violated
applicable laws or regulations, or failed to fulfiieir contractual obligations to the U.S. Goveaminor other customers, we, as the successor
owner, may be financially responsible for thesdations and failures and may suffer reputationairhar otherwise be adversely affected.
Acquisitions also frequently result in the recogdof goodwill and other intangible assets whichsarkject to potential impairment in the fut
that could harm our financial results. In additidrwe finance acquisitions by issuing convertidibt or equity securities, our existing
stockholders may be diluted, which could affectrisaket price of our stock. Acquisitions and/or thkated equity financings could also
impact our ability to utilize our NOL carryforwardas a result, if we fail to properly evaluate aisifions or investments, we may not achieve
the anticipated benefits of any such acquisitians, we may incur costs in excess of what we amtieipAcquisitions frequently involve
benefits related to integration of operations. Tdikeire to successfully integrate the operationstberwise to realize any of the anticipated
benefits of the acquisition could seriously harm @sults of operations.

If we are unable to manage our growth, our businemsd financial results could suffer

Sustaining our growth has placed significant dersanmdour management, as well as on our adminig;adperational and financial
resources. For us to continue to manage our gromghmust continue to improve our operational, ftiahand management information
systems and expand, motivate and manage our wogkfédditionally, our future financial results degen part on our ability to profitably
manage our growth on a combined basis with thenlessies we have acquired and those we may acqtire fature. If we are unable to
manage our growth while maintaining our qualitysefvice and profit margins, or if new systems thaimplement to assist in managing our
growth do not produce the expected benefits, osiniess, prospects, financial condition or operatasmlts could be adversely affected.

The loss of any member of our senior managementlddmpair our relationships with U.S. Government stomers and disrupt the
management of our business.

We believe that the success of our business andbilitly to operate profitably depends on the cmmtid contributions of the members
of our senior management. We rely on our senioragament to generate business and execute proguacessfully. In addition, the
relationships and reputation that many membersiosenior management team have established andaimaivith U.S. Government personnel
contribute to our ability to maintain strong custrmelationships and to identify new business opmities. The loss of any member of our
senior management could impair our ability to idfgrand secure new contracts, to maintain goodarust relations and to otherwise manage
our business.

If we fail to attract and retain skilled employe@s employees with the necessary national securigacances, we might not be able
perform under our contracts or win new busines

The growth of our business and revenue dependsge lpart upon our ability to attract and retaifficient numbers of highly
qualified individuals who have advanced IT andfogieeering skills. These employees are in greatashehand are likely to remain a limited
resource in the foreseeable future. In additiortage U.S. Government contracts require us, andesohour employees, to maintain national
security clearances. Obtaining and maintainingonafi security clearances for employees involvesngthy process, and it is difficult to
identify, recruit and retain employees who alrebdid national security clearances. Further, sonmuoftontracts contain provisions requiring
us to staff an engagement with personnel thatuktmer considers key to our successful performander the contract. In the event we are
unable to provide these key personnel or accepsaltistitutions, the customer may terminate theraohtAs a result, if we are unable to rec
and retain a sufficient number of qualified empleyewe may lose revenue and our ability to mairdaih grow our business could be limited.
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Moreover, in a tight labor market, our direct laloosts could increase or we may be required togmigage numbers of subcontractor
personnel, which could cause our profit marginsutffer. Conversely, if we maintain or increase staffing levels in anticipation of one or
more projects and the projects are delayed, redoceziminated, we may underutilize the additigmeisonnel, which would increase our
general and administrative expenses, reduce oninggrand possibly harm our results of operations.

We are subject to the requirements of the Natiohadustrial Security Program Operating Manual for aufacility security clearance, which
is a prerequisite to our ability to perform on clsi§ied contracts for the U.S. government.

A facility security clearance is required for a qmany to perform on classified contracts for the Daoidl certain other agencies of the
U.S. government. Security clearances are subjeeguaations and requirements including the Natiomdustrial Security Program Operating
Manual (NISPOM), which specifies the requirementstiie protection of classified information reledse disclosed to industry in connection
with classified U.S. government contracts.

We require certain facility and personnel securigarances to perform our classified U.S. governmalated business. As such, we
must comply with the requirements of the NISPOM ang other applicable U.S. government industrialisigy regulations. If we were to
violate the terms and requirements of the NISPOMrgr other applicable U.S. government industrialisiey regulations (which apply to us
under the terms of classified contracts), any ofabeared facilities could lose its facility seayrclearance. We cannot be certain that we wi
able to maintain our facility security clearandé$or some reason one or more of our facility ségiclearances is invalidated or terminated,
we would not be able to continue to perform onsiféed contracts at that facility and would notdide to enter into new classified contracts,
which could adversely affect our revenues. Faitareomply with the NISPOM or other security requients may subject us to civil or
criminal penalties, loss of access to classifiddrmation, loss of a U.S. government contract,aeptially debarment as a government
contractor.

We may be unable to realize any benefit from oustreduction and restructuring effort and our prdbility may be hurt or our business
otherwise might be adversely affected

We have engaged in cost reduction and restructactigities in the past and may engage in othetr rmkiction restructuring activiti
in the future. These types of cost reduction astrueturing activities are complex. If we do notsessfully manage our current cost reduction
and restructuring activities, or any other cosuihn and restructuring activities that we mayetakthe future, any expected efficiencies and
benefits might be delayed or not realized, andop@rations and business could be disrupted. Irtiaddihe costs associated with
implementing cost reduction and restructuring dti¢is might exceed expectations, which could reisudtdditional future charges.

We may engage in the divestiture of some of our femme product lines, which may have an adverse efffen our business.

Our business strategy involves assessing our fiordbproduct and service offerings with a viewdivesting those product and
service offerings that do not align with our objees. Any divestitures may result in a dilutive iagb to our future earnings, as well as
significant writeeffs, including those related to goodwill and oth@angible assets, which could have a materiatestveffect on our results
operations and financial condition. Divestituresildanvolve additional risks, including difficultsein the separation of operations, services,
products and personnel, the diversion of managématténtion from other business concerns, thaugigsn of our business and the potential
loss of key employees. We may not be successfalinaging these or any other significant risks weaencounter in divesting a product or
service offering.

Risks Related to Our International Operations
Revenues derived from our international busines®aubject to global economic downturn and hardst

Our international business represents 10.6% ofaiat revenue, which may be impacted by changésré@ign national priorities and
government budgets and may be further impacteddbageconomic conditions and fluctuations in fgrecurrency exchange rates.
Continued international economic uncertainty arttliotions in consumer spending may result in redastin our revenue. Additionally,
disruptions in international credit markets may enially limit consumer credit availability and rast credit availability of our customers. A
reduction in international sales of our solutiasulting from reductions in consumer spendingamtiaued disruption in the availability of
credit to retailers or consumers, could materiatig adversely affect our business, results of dp@saand financial condition.
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Our international business exposes us to additionigks.

Our operations outside of the United States argesulp risks that are inherent in conducting besgunder noknited States law
regulations and customs, including those related to

» foreign currency exchange rate fluctuationseptélly reducing the United States dollars we nexéor sales denominated in
foreign currency;

» the possibility that unfriendly nations or groupald boycott our solution

» political conditions in the markets in which we ogte

* potential increased costs associated with ovenapiaix structure

» importexport contro

* more limited protection for intellectual properights in some countrie

» difficulties and costs associated with staffing amahaging foreign operatiol

e unexpected changes in regulatory requirem

» the difficulties of compliance with a wide varietf foreign laws and regulatiot

» longer accounts receivable cycles in certairifpr countries, whether due to cultural differeneaghange rate fluctuation or
other factors;

» technology transfer restrictions; ¢

» changes to our distribution netwot

These risks, individually or in the aggregate, dduve an adverse effect on our results of operaémd financial condition. For
example, we are subject to compliance with the édhfitates Foreign Corrupt Practices Act and siraifdirbribery laws, which generally
prohibit companies and their intermediaries fronkimg improper payments to foreign government officifor the purpose of obtaining or
retaining business. While our employees and agestsequired to comply with these laws, we caneddire that our internal policies and
procedures will always protect us from violatiofisteese laws, despite our commitment to legal céangke and corporate ethics. The
occurrence or allegation of these types of riskg atdversely affect our business, performance, preispvalue, financial condition, and res
of operations. In addition, our international cats may include industrial cooperation agreemesatgiring specific in-country purchases,
investments, manufacturing agreements or othendiiahobligations, known as offset obligations, @mavide for penalties if we fail to meet
such requirements. The impact of these factor#fiswt to predict, but one or more of them cowaldversely affect our financial position,
results of operations, or cash flows.

Violations of ITAR or other applicable trade conguice regulations could result in significant samdiincluding fines, more onerous
compliance requirements, debarments from expovtl@ges or loss of authorizations needed to condspects of our international business. A
violation of ITAR or other applicable trade regiudats could materially adversely affect our businéssincial condition and results of
operations.

Risks Related to Our Outstanding Indebtedness

We significantly increased our leverage in connextiwith the financing of recent acquisitions and weve substantial indebtedness, which
could adversely affect our cash flow, financial cdition and business.

In connection with the acquisition of Herley andelgral, we incurred $285.0 million and $115.0 roilliof indebtedness, respectively.
As of December 29, 2013 , we had approximately $64dllion of total indebtedness outstanding, whintiudes $14.5 milliorof unamortizet
debt premium, and $0.4 million of capital leasegdtions. As a result of this increased indebtesinegr interest payment obligations have
increased significantly. The degree to which welaveraged could have adverse effects on our bssimecluding the following:

e it may limit our flexibility in planning for, or racting to, changes in our business and the in@ssitmiwhich we operai

e it may require us to dedicate a substantialipomf our cash flow from operations to paymentanindebtedness, thereby
reducing the availability of our cash flow to fumerking capital, capital expenditures and otheregeahcorporate purposes;

e it may restrict us from making strategic acquisii@r exploiting business opportunit

e it may place us at a competitive disadvantage coeapt® our competitors that have less ¢

e it may limit our ability to borrow additional fung
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e it may prevent us from raising the funds necgssarepurchase our outstanding Notes tendered tbthere is a change of
control, which would constitute a default under itgenture governing such notes and under our tcfadlity; and
* it may decrease our ability to compete effectivalpperate successfully under adverse economiénalndtry condition:

Our higher level of indebtedness increases thethizkwe may default on our debt obligations. We i@ unable to generate suffici
cash flow to pay the interest on our debt. If we amable to service our indebtedness, we will beebto adopt an alternative strategy that ma
include actions such as reducing capital expergbtireducing internal investments in research aveéldpment efforts, selling assets,
restructuring or refinancing our indebtedness eksgy additional equity capital. These alternastrategies may not be affected on satisfac
terms, if at all, and they may not yield sufficiéabhds to make required payments on our indebtednes

If, for any reason, we are unable to meet our debtice and repayment obligations, we would beeiiault under the terms of the
agreements governing our debt, which would allowaraditors at that time to declare certain outditagnindebtedness to be due and payable,
which would in turn trigger crosgacceleration or crosslefault rights between the relevant agreementaddtition, our lenders could compel
to apply all of our available cash to repay ourbaings or they could prevent us from making paytaem our indebtedness. If the amounts
outstanding under any of our indebtedness were tacbelerated, our assets may not be sufficierp@y in full the money owed to the lenders
or to our other debt holders.

We and our subsidiaries may incur more debt, whitlay increase the risks associated with our substreverage, including our ability to
service our indebtednes

The agreements governing our debt permit us, usmi®e circumstances, to incur certain additiona¢lmteldness or obligations. To 1
extent that we incur additional indebtedness oh @itber obligations, the risks associated withsubrstantial leverage described above,
including our possible inability to service our tlelsould increase.

Changes in our credit ratings or macroeconomic catiohs may affect our liquidity, increasing borrowp costs and limiting our financing
options.

Macroeconomic conditions, such as increased vityatit disruption in the credit markets, could achady affect our ability to
refinance existing debt or obtain additional finiawgcat terms satisfactory to us, thereby affectingresources to support operations or to fund
new initiatives. In addition, if our credit ratingse lowered, borrowing costs for future long-tetatt or short-term credit facilities may
increase and our financing options, including argess to the unsecured credit market, could bédimiVe may also be subject to restrictive
covenants that would reduce our flexibility.

A portion of our business is conducted through féage subsidiaries, and the failure to generate sufnt cash flow from these subsidiarie
or otherwise repatriate or receive cash from thesdsidiaries, could result in our inability to reyaour indebtedness.

As of December 29, 2013 , approximately 8% of aumrsolidated assets, based on book value, andf&¥r consolidated revenues
the year ended December 29, 2013, respectivelg hald by foreign subsidiaries, which do not gntea the Notes. Our ability to meet our
debt service obligations with cash from foreignsdiaries will depend upon the results of operaiohthese subsidiaries and may be subject
to legal, contractual or other restrictions anceotiusiness considerations. In addition, dividemdl iaterest payments to us from the foreign
subsidiaries may be subject to foreign withholdiaxes, which would reduce the amount of funds weive from such foreign subsidiaries.
Dividends and other distributions from our foregubsidiaries may also be subject to fluctuationsuimency exchange rates and legal and
restrictions on repatriation, which could furtheduce the amount of funds we receive from suchdorsubsidiaries.

In general, when an entity in a foreign jurisdioti@patriates cash to the U.S., the amount of sash is treated as a dividend taxable
at current U.S. tax rates. Accordingly, upon thetrdiution of cash to us from our foreign subsiidisy we will be subject to U.S. income taxes.
Although foreign tax credits may be available tduee the amount of the additional tax liabilityesle credits may be limited and only offset
tax paid in the foreign jurisdiction, not the exz@$ the U.S. tax rate over the foreign tax rateer€fore, to the extent that we must use cash
generated in foreign jurisdictions to make printimainterest payments on our debt, there may t@stassociated with repatriating the cash tc
the U.S.
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The agreements governing our debt impose significaperating and financial restrictions on us and osubsidiaries that may prevent us
and our subsidiaries from pursuing certain businespportunities and restrict our ability to operataur business.

The indenture and the amended credit and secuiigeanent governing our credit facility subjectarsd our subsidiaries, to several
financial and other restrictive covenants, inclgdimitations on liens or indebtedness, paymentiafiends, transactions with affiliates, and
mergers, sales or other dispositions of our assets.

Our credit facility also requires us to comply wibecified financial ratios, including a borrowibgse availability and minimum fixed
charge coverage ratio. Many factors, including ¢évéeyond our control, may affect our ability torgay with these covenants and financial
ratios. We cannot be sure we will meet our delsteel obligations or that lenders will waive anyufigé to meet those obligation. Any failure to
meet those debt related obligations could resunirvent of default under our other indebtedneddlae acceleration of such indebtedness.

The restrictions contained in the Indenture anouncredit facility will also limit the ability othe Company and its subsidiaries to |
for or react to market conditions, meet capitaldsear otherwise restrict their activities or bus@lans and adversely affect the ability to
finance their operations, enter into acquisitiontocengage in other business activities that woseldh their interest.

Risks Related to Our Intellectual Property
We may be unable to protect our intellectual properights.

We rely on a combination of patents, trademarkgyrights, trade secrets and nondisclosure agreant@ptrotect our proprietary
intellectual property. Our efforts to protect ontellectual property and proprietary rights may lbetsufficient. We cannot be sure that our
pending patent applications will result in the msce of patents to us, that patents issued te@mded by us in the past or in the future will not
be challenged or circumvented by competitors arttiese patents will remain valid or sufficientiyohd to preclude our competitors from
introducing technologies similar to those covergabr patents and patent applications. In additbam,ability to enforce and protect our
intellectual property rights may be limited in @nt countries outside the United States, whichdouhke it easier for competitors to capture
market position in such countries by utilizing teologies that are similar to those developed @néed by us. Competitors also may harm ou
sales by designing products that mirror the cajiisilof our products or technology without infring our intellectual property rights. If we do
not obtain sufficient protection for our intelleatyproperty, or if we are unable to effectively @mke our intellectual property rights, our
competitiveness could be impaired, which would fimir growth and future revenue.

Some of the technology that is developed by ug¥®lbped under contract for our DoD customers. Agiogly, such intellectual
property and rights to technology development avaenl by the U.S. Government.

We may be harmed by intellectual property infringent claims.

We may become subject to claims from our emplopedhird parties who assert that software and dibrens of intellectual property
that we use in delivering services and solutionsulocustomers infringe upon intellectual propeitgits of such employees or third parties.
Our employees develop some of the software and &thas of intellectual property that we use toypde our services and solutions to our
customers, but we also license technology fromroteadors. If our employees, vendors, or othedtparties assert claims that we or our
customers are infringing on their intellectual pedy rights, we could incur substantial costs tftedd those claims. If any such infringement
claims were ultimately successful, we could be meglto cease selling or using products or servicasincorporate the challenged software o
technology, obtain a license or additional licerfses our employees, vendors, or other third partie redesign our products and services the
rely on the challenged software or technology.

Disclosure of trade secrets could cause harm to business

We attempt to protect our trade secrets by enténitagconfidentiality and intellectual property apsment agreements with third
parties, our employees and consultants. Howevesgethgreements can be breached and, if they are,rtfay not be an adequate remedy
available to us. In addition, others may indepetigiatiscover our trade secrets and proprietaryrmgttion, and in such cases we could not
assert any trade secret rights against such gamfprcing a claim that a party illegally obtainewtds using our trade secret is difficult,
expensive and time consuming, and the outcome is
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unpredictable. If we are unable to protect ourliettual property, our competitors could markewsms or products similar to our services anc
products, which could reduce demand for our offggirAny litigation to enforce our intellectual peopy rights, protect our trade secrets or
determine the validity and scope of the proprietagiits of others could result in substantial castd diversion of resources, with no assuranc
of success.

Risks Related to Regulatory, Environmental and Legllssues
Our failure to comply with complex procurement lavesid regulations could cause us to lose businesd aabject us to a variety of penalti

We must comply with laws and regulations relatiaghte formation, administration and performanc&@&. Government contracts,
which affect how we do business with our customgrispe contractors, subcontractors and vendorsradimpose added costs on us. New
regulations or procurement requirements (includingexample regulations regarding counterfeit eodupt parts, supply chain diligence and
cyber security) or changes to current requiremenitd increase our costs and risk of non-complia@ee role as a contractor to agencies anc
departments of the U.S. Government results in eurdoroutinely subject to investigations and revdeelating to compliance with various la
and regulations, including those associated witfaoizational conflicts of interest, procuremenegrity, bid integrity and claim presentation,
among others. These investigations may be condwgtedut our knowledge. Adverse findings in thesesistigations or reviews can lead to
criminal, civil or administrative proceedings, amd could face civil and criminal penalties and agistrative sanctions, including termination
of contracts, forfeiture of profits, suspensiorpajyments, fines and suspension or debarment frang dosiness with U.S. Government
agencies. In addition, we could suffer serious htarwur reputation and competitive position if giidions of impropriety were made agains!
whether or not true. If our reputation or relatioipswith U.S. Government agencies were impairedf thre U.S. Government otherwise ceasec
doing business with us or significantly decreasedamount of business it does with us, our revamaeoperating profit would decline.

Our contracts and administrative processes and et are subject to audits and cost adjustmentshieyld.S. Government, which could
reduce our revenue, disrupt our business or othesevadversely affect our results of operations.

U.S. Government agencies, including the Defensdr@canAudit Agency (“DCAA”), routinely audit and wrestigate government
contracts and government contractors' adminisggirocesses and systems. These agencies revigerformance on contracts, pricing
practices, cost structure and compliance with apple laws, regulations and standards. They aldewehe adequacy of our compliance with
government standards for our accounting and manageof internal control systems, including: congalironment and overall accounting
system, general IT system, budget and planningsygiurchasing system, material management andiaiiag system, compensation system
labor system, indirect and other direct costs systglling system and estimating system used faiqy on government contracts. Both
contractors and the U.S. Government agencies ctindubese audits and reviews have come underaseckescrutiny. The current audits and
reviews have become more rigorous, and the stasdanahich contractors are being held are beingerstiictly interpreted, increasing the
likelihood of an audit or review resulting in arvagse outcome. During the course of its currenttauthe DCAA is closely examining and
guestioning several of our established and disdlgsactices that it had previously audited and piszk increasing the uncertainty as to the
ultimate conclusion that will be reached. In additibased on a DCAA audit, the U.S. Departmentusfide is currently investigating whether
one of our subsidiaries violated the federal F&lséms Act by overstating its labor and materiadtsdn a contract with the Department of
Defense prior to the Company's acquisition of thigsgliary. Under the False Claims Act, the Depantnodé Justice can seek civil penalties |
treble damages.

A finding of significant control deficiencies in paystem audits or other reviews can result inel@ented billing rates to our U.S.
Government customers until the control deficieneiescorrected and our corrections are accept@&diA. Government audits and reviews
may conclude that our practices are not consistéhtapplicable laws and regulations and resuftdjustments to contract costs and mandz
customer refunds. Such adjustments can be apgiszhctively, which could result in significant tamer refunds. Our receipt of adverse a
findings or the failure to obtain an “approved” éenination of our various accounting and managenmeeinal control systems, including our
changes to indirect cost and direct labor estingagiystems, from the responsible U.S. Governmema@geould significantly and adversely
affect our business, including our ability to bid mew contracts and our competitive position inkiltkling process. A determination of non-
compliance with applicable contracting and procwertiaws, regulations and standards could alsdtriestihe U.S. Government imposing
penalties and sanctions against us, including witlihg of payments, suspension of payments aneé#asad government scrutiny that could
delay or adversely affect our ability to invoicedaeceive timely payment on contracts, perform i@ots or compete for contracts with the U
Government.

While we have submitted incurred cost claims thfoR@12, the actual indirect cost audits by the DC#g&e not been completed for
fiscal 2006 and subsequent fiscal years. Althoughawe recorded contract revenues subsequent#b fis
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2006 based upon costs that we believe will be ayggtaipon final audit or review, we do not know theecome of any ongoing or future audits
or reviews and, if future adjustments exceed otimases, our profitability would be adversely atfst.

Our employees or others acting on our behalf mayage in misconduct or other improper activities, iwh could cause us to lose contracts.

We are exposed to the risk that employee fraudh@ranisconduct from our employees or others aatimgur behalf could occur.
Misconduct by employees or others could includeritibnal failures to comply with U.S. Governmensgurement regulations, engaging in
unauthorized activities or falsifying time recorfifisconduct by our employees or others acting anbetalf could also involve the improper
use of our customers' sensitive or classified migtion, which could result in regulatory sancti@gginst us, serious harm to our reputation, a
loss of contracts and a reduction in revenues. bt always possible to deter misconduct, angbteeautions we take to prevent and detect th
activity may not be effective in controlling unknowr unmanaged risks or losses, which could caside lose contracts or cause a reductic
revenues. In addition, alleged or actual misconByamployees or others acting on our behalf coeddlt in investigations or prosecutions of
persons engaged in the subject activities, whiehdceesult in unanticipated consequences or exgessg management distraction for us
regardless of whether we are alleged to have aporesibility.

If we fail to maintain an effective system of inteal controls, we may not be able to accurately repmur financial results or prevent fraud

Effective internal controls are necessary for ugrtvide reliable financial reports. If we cannotyide reliable financial reports, our
operating results could be misstated, our reputatiay be harmed and the trading price of our stockd be negatively affected. Our
management has concluded that there are no materéinesses in our internal controls over finangpbrting as of December 29, 2013 .
However, although we continue to devote substatitred and resources to the documentation and ¢esfiour controls, there can be no
assurance that our controls over financial proceasd reporting will be effective in the futuretbat material weaknesses or significant
deficiencies in our internal controls will not bisebvered in the future. Any failure to remediaty &éuture material weaknesses or implement
required new or improved controls, or difficultiescountered in their implementation, could harmaperating results, cause us to fail to mee
our reporting obligations or result in material st&gements in our financial statements or othefipdisclosures. Inferior internal controls
could also cause investors to lose confidence imeported financial information, which could hawv@egative effect on the trading price of
stock. In addition, from time to time we acquiresimesses which could have limited infrastructuré systems of internal controls.

We are subject to environmental laws and potengaposure to environmental liabilities. This may afft our ability to develop, sell or rent
our property or to borrow money where such propeigyequired to be used as collateral.

We use hazardous materials common to the industri@hich we operate. We are required to followefied, state and local
environmental laws and regulations regarding thelliiag, storage and disposal of these materiatyding the Clean Air Act, the Clean Wa
Act, the Resource Conservation and Recovery Aet(bmprehensive Environmental Response, Compensatib Liability Act (‘“CERCLA?),
and the Toxic Substances Control Act. We couldutgest to fines, suspensions of production, altenadf our manufacturing processes or
interruption or cessation of our operations if & fo comply with present or future laws or redigas related to the use, storage, handling,
discharge or disposal of toxic, volatile or othesavhazardous chemicals used in our manufacturmeepses. These regulations could requi
to acquire expensive remediation equipment or¢arigignificant other expenses to comply with emvimental regulations. Our failure to
control the handling, use, storage or disposabofdequately restrict the discharge of, hazardabstances could subject us to liabilities and
production delays, which could cause us to misscagtomers' delivery schedules, thereby reducimgales for a given period. We may also
have to pay regulatory fines, penalties or othsts¢including remediation costs), which could miatly reduce our profits and adversely
affect our financial condition. Permits are reqdifer our operations, and these permits are subjaenewal, modification and, in some cases
revocation.

In addition, under environmental laws, ordinancesegulations, a current or previous owner or ofperaf property may be liable for
the costs of removal or remediation of some kirfdsetroleum products or other hazardous substamtesnder, or in its property, adjacent or
nearby property, or offsite disposal locations hwiit regard to whether the owner or operator kngwracaused, the presence of the
contaminants, and regardless of whether the pesctieat resulted in the contamination were legtiatime they occurred. We have incurred,
and may incur in the future, liabilities under CHRCand other environmental laws at our currentasnfer facilities, adjacent or nearby
properties or offsite disposal locations. The castociated with future cleanup activities thatmay be required to conduct or finance may be
material. The presence of, or failure to remedptmerly, hazardous substances may adversely dffeebility to sell or rent the property or to
borrow
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funds using the property as collateral. Additiopalte may become subject to claims by third pati@sed on damages, including personal
injury and property damage, and costs resultingftioe disposal or release of hazardous substamethe environment.

New regulations related t“conflict minerals” may cause us to incur additiona@xpenses and could limit the supply and incredle cost of
certain metals used in manufacturing our products.

On August 22, 2012, the SEC adopted a new ruleniagudisclosures of specified minerals, known asftict minerals, that are
necessary to the functionality or production ofdarats manufactured or contracted to be manufactwyquuiblic companies. The new rule,
which is effective for calendar 2013 and requirefisalosure report to be filed by May 31, 2014 | welquire companies to perform due
diligence, disclose and report whether or not saaterals originate from the Democratic Republi¢hef Congo or an adjoining country. We
will have to apply diligence procedures to discowbether such minerals are used in the manufaofuvar products. The new rule could aff
sourcing at competitive prices and availabilitysufficient quantities of certain minerals usedha manufacture of our products, including
tantalum, tin, gold and tungsten. The number opseps who provide conflict-free minerals may baited. In addition, there may be material
costs associated with complying with the disclogermpirements, such as costs related to determthangource of certain minerals used in out
products, as well as costs of possible changesottupts, processes, or sources of supply as aqoasee of such verification activities. Since
our supply chain is complex, we may not be ableufficiently verify the origins of the relevant neirals used in our products through the due
diligence procedures that we implement, which mayrhour reputation. In addition, we may encounteilenges to satisfy those customers
who require that all of the components of our prigibe certified as conflict-free, which could @acs at a competitive disadvantage if we are
unable to do so.

Litigation may distract us from operating our busass.

Litigation that may be brought by or against uslda@ause us to incur significant expenditures asttatt our management from the
operation of our business. Furthermore, there eamobassurance that we would prevail in such fitigeor resolve such litigation on terms
favorable to us, which may adversely affect ouaficial results and operations. See Note 15 of tited\to the Consolidated Financial
Statements contained within this Annual Report om#10-K for a further discussion of our legal predings.

Natural disasters or severe weather conditions abdlsrupt our business and result in loss of revenor higher expense:

Our business depends on maintaining operationsrdtoilities and being able to operate at our@uetlr facilities and project
locations. A serious, prolonged interruption or dae due to power outage, telecommunications outagerist attack, earthquake, hurricane,
fire, flood or other natural disaster, or otheeimtiption could have a material adverse effectwrboisiness and financial results. While we
insure against certain business interruption risksh insurance may not adequately compensate asydosses incurred as a result of natural
or other disasters.

Risks Related to Our Common Stock
Some of our contracts with the U.S. Government afassified, which may limit investor insight intogstions of our business

We derive a portion of our revenues from prograriik the U.S. Government that are subject to secweitrictions (classified
programs) that preclude the dissemination of infdfam that is classified for national security pasps. We are limited in our ability to provide
details about these classified programs, theisr@kany disputes or claims relating to such pnograAs a result, investors and others might
have less insight into our classified programs thanother businesses and, therefore, less atulifylly evaluate the risks related to our
classified business.

The market price of our common stock may be vokatil

The price of our stock has been in the past, alicantinue to be, subject to fluctuations as aittesf a number of factors, including:
our operating results fail to meet market or artalyexpectations; general fluctuations in the stoekket; actual or anticipated fluctuations in
our operating results based on reduced and/or ellggvernment spending or the threat thereof;fhatadns in the stock prices of companie
our industry; changes in earnings estimated byrg@suanalysts or our ability to meet those estesaand domestic and foreign economic
conditions. Such volatility has had a significafieet on the market prices of many companies' seesifor reasons unrelated to their opera
performance and, in the past, has led

31




Table of Contents

to securities class action litigation. Securitiigation against us could result in substantigts@nd a diversion of our management's attentio
and resources, which could have an adverse effectipbusiness.

Your percentage of ownership in us may be dilutedfie future.

As with any publicly traded company, your percertag/nership in us may be diluted in the future beeadf equity issuances for acquisitions
capital market transactions or otherwise, includingity awards that we expect will be granted toditectors, officers and employees.

Certain provisions in our restated certificate afdorporation and seventh amended and restated bglaand of Delaware law, may prevent
or delay an acquisition of our company, which couttcrease the trading price of our common stock.

Our amended and restated certificate of incorpamathur second amended and restated bylaws anev@eldaw contain provisions
that are intended to deter coercive takeover gregi@nd inadequate takeover bids by making sudtigea or bids unacceptably expensive to
the raider and to encourage prospective acquioansgotiate with our board of directors rather ttmattempt a hostile takeover. These
provisions include, among others:

. the inability of our stockholders to callgesial meeting;

» rules regarding how stockholders may present padp@s nominate directors for election at stockkolgeetings
. the right of our board to issue preferrectktwithout stockholder approval,

. a super-majority requirement to amend outifteate of incorporation or bylaws; and

the ability of our directors, and not stoclders, to fill vacancies on our board of directors.

Delaware law also imposes some restrictions on ensrand other business combinations between uargnkolder of 15% or more
our outstanding common stock.

We believe these provisions may help protect aelkstolders from coercive or otherwise unfair taleaactics by requiring potential
acquirers to negotiate with our board of directnmd by providing our board of directors with mdmed to assess any acquisition proposal.
These provisions are not intended to make our cagnpamune from takeovers. In addition, althoughhedéieve these provisions collectively
provide for an opportunity to receive higher bigsrequiring potential acquirers to negotiate withr board, they would apply even if the offer
may be considered beneficial by some stockholdérsse provisions may also frustrate or preventadtgmpts by our stockholders to replace
or remove our current management team by makimgie difficult for stockholders to replace membefreur board, which is responsible for
appointing the members of our management.

Iltem 1B. Unresolved Staff Comments
None.
Item 2. Properties

At December 29, 2013 , we owned or leased apprdrisna.7 million square feet of floor space at apgmately 97 separate
locations, primarily in the U.S., for manufacturjvgarehousing, research and development, admitiistrand various other uses. At
December 29, 2013 , we leased to third partiescqipately 150,826 square feet of our leased fasljitand had vacant floor space of
approximately 153,015 square feet. We continualBlate our current and future space capacitylatiom to current and projected future
staffing levels. We maintain our properties in goperating condition and believe that the prodectigpacity of our properties is adequate to
meet current contractual requirements and thosthéoforeseeable future.

We have major operations at the following locations

Kratos Government Solutions: Huntsville, AL; San Diego and Sacramento, CA;datlo Springs, CO; Fort Walton Beach and
Orlando, FL; Woburn, MA; Lanham, MD; Lancaster dballastown, PA; Charleston and Walterboro, SC; Batigren, Alexandria and
Chantilly, VA. Locations outside the U.S. includefce, Israel and the United Kingdom.
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Public Safety and Security. Fullerton, CA; Newport, DE; Fairlawn, NJ and Htarg TX.
Corporate and other locations: San Diego, CA.

The following is a summary of our floor space atBmber 29, 2013 :

Square feet (in thousands) Owned Leased Total
Kratos Government Solutions 621 89t 1,51¢
Public Safety and Security — 15C 15C
Corporate (includes San Diego operations of KGSR®BS segments) — 34 34
Total 621 1,07¢ 1,70(

See Note 6 of the Notes to Consolidated Finand&tkeghents contained within this Annual Report om#&0-K for information
regarding commitments under leases.

Item 3. Legal Proceedings

See Note 15 of the Notes to the Consolidated Finh8tatements contained within this Annual ReporfForm 10-K for a further
discussion of our legal proceedings

Item 4. Mine Safety Disclosures
None.
PART Il
Item 5. Market For Registrant's Common Equity, Related Sktolder Matters and Issuer Purchases of Equity Seities
Market Information
Our common stock is listed on the NASDAQ GlobaleseMarket and is traded under the symbol “KTOS.”

The following table sets forth the high and lowesgprices for our common stock for the periodsdatdid, as reported by NASDAQ:

High Low

Year Ended December 30, 2013:

Fourth Quarter $ 8.74% 6.4z
Third Quarter $ 9.07 % 6.5C
Second Quarter $ 6.65 $ 4.7¢
First Quarter $ 51C$ 4.1¢€
Year Ended December 30, 2012:

Fourth Quarter $ 5.9t $ 4.27
Third Quarter $ 6.04 % 4,71
Second Quarter $ 5.9C $ 4.77
First Quarter $ 7.5¢$ 5.9C
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Holders of Record

On March 7, 2014 , the closing sale price of ounegmn stock as reported by the NASDAQ Global Seléatket was $8.15 per share.
On March 7, 2014 , there wed@8 shareholders of record of our common stock.

Dividend Policy

We have not declared any cash dividends since hagaapublic company. We currently intend to retainy future earnings to
finance the growth and development of the busiaess therefore, do not anticipate paying any caglehds in the foreseeable future. In
addition, our ability to pay dividends is restrittey both the indenture entered into in conneatigh the issuance of our 10% Senior Secured
Notes due 2017 and our amended credit and seagnigement, each as discussed in the section di“Liquidity and Capital Resources” in
Item 7 “Management's Discussion and Analysis ofiRaial Condition and Results of Operations” andeN®bf the Notes to Consolidated
Financial Statements contained within this Annuap&t. Any future determination to pay cash diviiewill be at the discretion of our board
of directors and will be dependent upon our fufimancial condition, results of operations and talpiequirements, general business condi
and other relevant factors as determined by ourcboidirectors.
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Performance Graph

The following performance graph and related infotimia shall not be deemed “soliciting material” oo be “filed” with the SEC, nor
shall such information be incorporated by refereimte any future filing under the Securities Actl&B3, as amended (the “Securities Act,
the Exchange Act of 1934 as amended (the “Exchawng®, except to the extent that we specifically incorpeiitiby reference into such filin

The following performance graph presents a compari the five year cumulative stockholder retumomir common stock against
the cumulative total return of a broad equity maikdex, the Russell 2000 Stock Index, and an itigiusdex, including an old peer group
composed of AeroVironment Inc., CACI Internatiohat., General Dynamics Corp., L3 Communicationsditals Inc., Lockheed Martin
Corp., Mantech International Corp., NCI Inc., SAIE., SRA International Inc., and WPCS Internatidna., and a new peer group of
AeroVironment, API Technologies, American Scienc&gBgineering Inc., Comtech Telecommunications GdkproVironment, Inc., AAR
Corp., iRobot, and Mercury Computer Systems forpeod commencing December 28, 2008 and endingi@ber 29, 2013. The new peer
group reflects the change in products and solutiemsffer as a result of our acquisitions beginimg011 and 2012. The performance graph
assumes an initial investment of $100 in our comstook and in each of the Russell 2000 Stock Iradekthe peer groups, and further
assumes that all dividends were reinvested anetaiins are market-cap weighted. The historicarimtion set forth below is not necessarily
indicative of future stock price performance.

COMPARISON OF &5 YEAR CUMULATIVE TOTAL RETURN®

Amoang kratos Defense & Security Solutions, Ing, the Russell 2000 Index,
01d Peer Group, and Mew Peer Graup
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$0
12108 12109 1210 1211 1212 1213

—&— Kratos Defense & Security Solutions, Inc —+— Russell 2000

---2+--- Ol Peer Group —#— New Peer Group

*5100 invested on 1203108 in stock or index, including reinvestment of dividends.
Fizcal year ending December 31.

Copyright® 2014 Russell Investment Group. A1 rights reserved.

Recent Sales of Unregistered Securities; Use of Reeds from Registered Securities

None.
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Purchases of Equity Securities by the Issuer and Afiated Purchasers
None.
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Iltem 6. Selected Financial Data

The following selected consolidated financial dgttauld be read in conjunction with our Consoliddtathncial Statements and
related notes thereto and with Iltem 7 “Managemd&issussion and Analysis of Financial Condition &webults of Operations” contained
within this Annual Report. Our historical resulte aot necessarily indicative of operating resudtbe expected in the future.
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Amounts in millions except per share amounts

December 27, December 26, December 25, December 30, December 29,
2009 2010 2011 2012 2013
Consolidated Statements of
Operations Data:
Revenues $ 334t % 408t $ 713.¢ % 969.2 $ 950.¢
Gross profit 63.€ 84.c 191.2 257.2 240.(
Operating income (loss) 27.0 23.1 29.t (49.7) 31.¢
Provision (benefit) for income
taxes 1.C (12.9) 1.¢ (2.€) —
Income (loss) from continuing
operations (38.9) 14.€ (23.5) (112.9 (31.9)
Loss from discontinued
operations (3.2 (0.2) (0.7) (2.5 (5.9
Net income (loss) $ 415 $ 145 $ (24.2) % (114.9) $ (37.2)
Income (loss) from continuing
operations per common share
Basic $ 2.7¢) $ 08¢ $ (0.8¢) $ (241 $ (0.5€)
Diluted $ (2.7¢) $ 087 $ (0.8¢) $ (241 % (0.5¢)
Loss from discontinued
operations per common share
Basic $ (029 ¢ (0.0) $ (0.02) ¢ (0.09 $ (0.09)
Diluted $ 0.29) $ 0.0 $ (0.02) % (0.09) $ (0.09)
Net income (loss) per common
share
Basic $ (299 $ 087 $ (0.8¢) $ (2449 $ (0.65)
Diluted $ (299 $ 08¢ $ (0.89 $ (2449 $ (0.65)
Weighted average shares:
Basic 13.¢ 16.€ 27.4 46.€ 56.¢
Diluted 13.¢ 16.€ 27.2 46.€ 56.¢
December 27, December 26, December 25, December 30, December 29,
2009 2010 2011 2012 2013
Consolidated Balance Sheet
Data:
Cash and cash equivalents $ 9¢ § 106 $ 69.6 $ 49.C $ 55.7
Working capital 37.1 65.¢ 207.2 176.€ 179.:
Total assets 241.¢ 535.7 1,216.( 1,284.( 1,216.¢
Short-term debt 4.7 0.€ 1.€ 1kt 1.2
Long-term debt 51.€ 226.] 631.t 630.1 628.¢
Long-term debt premium — — 22.¢ 18.7 14t
Total stockholders' equity $ 124¢ $ 169.¢ $ 312.¢ $ 324.1 $ 295.¢

The 2011 and 2012 Consolidated Statements of Opesaand Comprehensive Loss Data and ConsolidadéahBe Sheet Data have
been impacted by the acquisitions we completedsé periods. See Note 3 to our Consolidated FabBtatements for a discussion of these
acquisitions. The Consolidated Statements of Ojpermtind Comprehensive Loss Data reflects thetseson operations for each of the
acquired companies from the date of acquisitionfandard, which contributed an aggregate $375.lioniland $287.3 million increase in
revenues from 2010 to 2011; and 2011 to 2012,
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respectively. We incurred acquisition related exgesmof $12.5 million for fiscal 2011 and a benefi$(2.7) million related to acquisition items
for fiscal 2012. In 2012, we incurred an impairmehgoodwill and intangible assets of $96.6 million

The 2011 and 2012 Consolidated Balance Sheet Bigats the impact of our acquisitions as welltasissuance of $625 million in
Senior Secured Notes and the issuance of approaiyr2@.3 million common shares which were useditalfthe acquisitions. See Notes 2, 3
and 5 of our Consolidated Financial Statementsfiarther discussion of these items.

Item 7. Management’s Discussion and Analysis of Rancial Condition and Results of Operations.

In addition to historical information, the followgndiscussion contains forward-looking statemends #ne subject to risks and
uncertainties. Our actual results may differ subsilly from those expressed in or implied by asyard-looking statements herein due to a
number of factors, including but not limited to tieks and uncertainties described in this ltenm7atem 1A Risk Factors and elsewhere in this
Annual Report. These forwelooking statements reflect our views and assumptanly as of the date such forward-looking statemare
made. Except as required by law, we assume no megplity for updating any forward-looking statentenwhether as a result of new
information, future events or otherwise.

The following discussion should be read in conjiomcwith our audited Consolidated Financial Stateseand the related notes and
other financial information appearing elsewheretiis Annual Report and other reports and filingsdmaavith the SEC.

Overview

We are a specialized security technology businesgdging mission critical products, solutions amahgces for domestic and
international customers, with our principal custosrigeing agencies of the U.S. Government. Our capabilities are sophisticated
engineering, manufacturing, technology developm®rgtem integration, and test and evaluation offerifor national security platforms and
programs. Our principal products and solutionsral&ed to Command, Control, Communications, ComgutCombat Systems, Intelligence,
Surveillance and Reconnaissance (“C5ISR”"). We ajftercustomers products, solutions, services apdréige to support their mission-critical
needs by leveraging our skills across our coreioffeareas in C5ISR.

We design, engineer, and manufacture specializzdrehic components, subsystems and systems fadraiée attack, electronic
warfare, radar, and missile system platforms; irgtsgl technology solutions for satellite commuri@ra; products and solutions for unmannec
systems; products and services related to cybaigeand cyberwarfare; products and solutions falfitic missile defense; weapons systems
trainers; advanced network engineering and infoilomaechnology services; weapons systems lifecygpgport and sustainment; military
weapon range operations and technical servicespablit safety, critical infrastructure securitydasurveillance systems.

Our primary end customers are U.S. Government aggriacluding the DoD, classified agencies, ingeihce agencies, other national
security agencies and homeland security relatedcéege We also conduct business with local, statefareign governments and domestic anc
international commercial customers. In fiscal 202012 and 2013, we generated 74% , 65% and 648pectvely, of our total revenues from
contracts with the U.S. Government (including allriches of the U.S. military), either as a primetaactor or a subcontractor. We believe our
stable customer base, strong customer relationdhipad array of contract vehicles, large empldyese possessing specialized skills,
extensive list of past performance qualificaticars significant management and operational capiakilosition us for continued growth.

We were incorporated in the state of New York oréeber 19, 1994 and began operations in March M@5.eincorporated in the
state of Delaware in 1998.
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Industry Background

In August 2011, Congress and the Administratiorcezththe Budget Control Act of 2011 (the “Budgen@ol Act”) in order to
permit an increase in the federal government'somong limit while reducing projected net governmepending over the next ten years. The
Budget Control Act required $900 billion in immetdiauts to discretionary spending for 2012-2024ldb established a bi-partisan
congressional Joint Select Committee on DeficitiRéidn (the “Joint Committee”), which was chargethwecommending legislation that
would reduce net government spending by $1.2 t6 8illion over the next 10 years, in addition ke t$900 billion in immediate discretionary
spending reductions referenced above. The Jointndtiee was unable to identify the required reduttjdhereby triggering a provision of the
Budget Control Act called “sequestration,” whiclguées very substantial automatic spending culg, lsgtween defense and non-defense
programs, that started in 2013 and continues ovémexyear period.

In January 2013, Congress enacted the AmericanayaxfRelief Act of 2012. It addressed a numbeawrfdode provisions and cert:
spending issues but left in place the sequestirofaih delaying its implementation to March 1, 20413d did not address other fiscal matters
such as the debt ceiling. Although debate on budgktctions continued through the first two mordh2013, no resolution was reached prior
to the March 1, 2013 sequester deadline. As atrebal President was required by law to issue deraranceling $85 billion in budgetary
resources across the U.S. Government for the refmaof FY 2013. The Office of Management and Budt@@MB”) in its report to Congress
of March 1, 2013, entitled OMB Report to the Congress on the Joint Commiteegi&stration; calculated that, over the course of the fiscal
year, the order required a 7.8 percent reductioroi-exempt defense discretionary funding and a 5.6qmemreduction in non-exempt non-
defense discretionary funding. The sequestratisa mquired reductions of 7.9 percent to non-exetafgnse mandatory programs. The
sequestration report provided calculations of theants and percentages by which various budgetagurces are required to be reduced, an
a listing of the reductions required for each n@arept budget account. Federal agencies were ditéatapply the same percentage reduction
to all programs, projects, and activities withinwadget account, as required by Section 256(k)(Baddnced Budget and Emergency Deficit
Control Act, as amended (“BBEDCA”), and to opefiat@ manner that is consistent with guidance predidy OMB in Memorandum 13-03,
Planning for Uncertainty with Respect to Fiscal iY2@13 Budgetary Resources and Memorandum 13-0&né\gResponsibilities for
Implementation of Potential Joint Committee Seqadisin.

On April 10, 2013, the President delivered his pssal Fiscal Year ("FY") 2014 budget to Congres® Plesident's $527 billion FY
2014 defense budget is slightly lower than findedse appropriations for FY 2013. While it larged§lects defense spending plans in the FY
2013 budget, it does not reflect the reductionsdated by Part |l of the Budget Control Act. On einl7, 2013, HR. 2775 the “Continuing
Appropriations Act of 2014%as signed into law by the President, extendingl#i ceiling through February 7, 2014 and temilgregstoring
funding for government agencies. The legislatiamdfufederal agencies only until January 15, 20id & the FY 2013 enacted levels, which
reflect the first sequestration cuts that tookffe March and a discretionary funding level o86%illion, the amount available to the
appropriators to fund FY 2014 federal governmengpams.

On December 19, 2013, Congress passed the BipaBisdget Act of 2013 (the "Bipartisan Budget"). TBipartisan Budget is a two-
year plan that sets spending for the Pentagon tired federal agencies at $1.012 trillion for fis@lL4. For fiscal 2015, overall spending wc
increase only slightly to $1.014 trillion. The plealls for extending part of the sequester into28@d 2023 to get an additional $23 billion in
planned savings.

On February 15, 2014 legislation was signed whid$es the U.S. debt limit through March 2015.ddidon, appropriators passed
legislation that offsets a significant portion bétsequester cuts. This does translate to a loeitiok for the Defense Industry than what was
generally expected for both this year and next. elaw, we still expect some lower or delayed awardsome of our programs with a related
negative impact on our revenues, earnings andftash.

Current Reporting Segments

We operate in two principal reportable segmentst®s Government Solutions and Public Safety & SgculVe organize our
reportable segments based on the nature of thesemffered. Transactions between segments aeralgnnegotiated and accounted for ur
terms and conditions similar to other governmeit @mmercial contracts and these intercompanydidiosis are eliminated in consolidation.
The Consolidated Financial Statements in this AhRagoort are presented in a manner consistentautioperating structure. For additional
information regarding our reportable segments Nite 14 of Notes to Consolidated Financial Stateéseontained within this Annual Report.
From a customer and solutions perspective, we vi@gwbusiness as an integrated whole, leveraginlg skid assets wherever possible.
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Kratos Government Solutions Segment

Our KGS segment provides C5ISR products, soluttmsservices primarily for strategic mission catinational security programs
and priorities. Our primary end customers in theXsegment are U.S. Government agencies, inclulm@eépartment of Defense ("DoD"),
classified agencies, intelligence agencies, civiigencies, other national security agencies anelamd security related agencies. Our work
includes electronic warfare/attack and intelligemeeonnaissance and surveillance; satellite cordraad control, satellite communications
support, signal monitoring, interference detectod geolocation; unmanned aerial systems and uredagnound systems; ballistic missile
defense test and evaluation; cyber and IT; learympegormance and training solutions; missile rangerations and technical services; weapor
systems lifecycle sustainment, support and extensimanufacturing of specialized tactical combatpiis, shelters and enclosures for C5ISR
systems, UAVs, modular data centers and critidahgtructure shelters, weapons systems and waefigiht

Public Safety & Security Segment

Our PSS segment provides independent integrateudityesolutions for homeland security, public sgfetritical infrastructure, and
strategic assets for government, industrial andneemial customers. Our solutions include designémgiineering, installing, operating and
servicing physical security systems and technokotiat protect people, critical infrastructureatgic assets, and property and make facilitie:
more secure and efficient. We provide solutionstioh areas as the design, engineering and operdtammmand and control centers, the
design, engineering, deployment and integratioacagss control, building automation and contralcmunications, digital and closed circuit
television security and surveillance, fire and §fety, maintenance, services and product sugporices. We provide solutions for customers
in the critical infrastructure, power generatioower transport, nuclear energy, financial, IT, bezdre, education, transportation and petro-
chemical industries, as well as certain governmeadtmilitary customers. For example, we providertgtrics and other access control
technologies to customers such as pipelines, &atgrids, municipal port authorities, power pgntommunication centers, large data center
government installations and other commercial @nises.

Strategic Acquisitions

We have supplemented our organic growth by ideintifyacquiring and integrating businesses that meeprimary objective of
providing us with enhanced capabilities to purstrecader cross section of the DoD, DHS and otheegonent and critical infrastructure
markets, complement and broaden our existing custd@se and expand our primary service offerings.g@nior management team has
significant acquisition experience. Since March 20&e have acquired five companies and selectedsaska critical infrastructure security
and safety system integration business, each aessdisd below.

Acquisitions in the KGS segment

On July 2, 2012, we completed the acquisition ofm@osite Engineering, Inc. (“CEI") for approximate$64.0 million. The purchas
price, including an adjustment for working capéald cash to be paid to the shareholders for amit®evenue Service ("IRC") Section 338
(h)(10) election, includes $135.0 million in caahd 4.0 million shares of the Company's commorkstealued at $5.94 per share on July 2,
2012, or $23.8 million . $10.7 million of the cgs&id was placed into an escrow account as sedori@El's indemnification obligations as set
forth in the CEI purchase agreement and was redog&d .0 million for the working capital adjustmegaid to the Company in July 2013, at
which time the remaining escrow was released t&CfBeshareholders. In addition, we paid $2.5 millio retire certain pre-existing CEI debt
and settle pre-existing accounts receivable frorha s carrying and fair value of $3.0 milliomhe Company made an election under
Section 338(h)(10) of the IRC, which resulted ix deductible goodwill related to this transactiand paid approximately $1.6 million in
additional tax liability incurred by the sharehalslef CEi for this election. The Company estimadkeg the tax deductible goodwill and
intangibles is approximately $136.3 million and tendeducted for federal and California state ine¢axes over a 15-year period.

In connection with the CEI acquisition certain G¥rsonnel entered into long-term employment agreésmeith us. On July 2, 2012,
we granted restricted stock units (“RSUs”) for gigreegate 2.0 million shares of our common stodkiag-term retention inducement grants to
certain employees of CEl who have joined Kratoe R$Us had an estimated value of $11.9 millionhengrant date, cliff vest on the fourth
anniversary of the closing of the CEI acquisitiongarlier upon the occurrence of certain evemtd,aae being accounted for as compensation
expense over this four year period.
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To fund the acquisition of CEI, on May 14, 2012, seéd 20.0 million shares of our common stock ptiechase price of $5.00 per
share in an underwritten public offering. We reeeigross proceeds of approximately $100.0 milliodh met proceeds of approximately $97.0
million after deducting underwriting fees and otb#fering expenses. We used the net proceeds tanoffering to fund a portion of the
purchase price for the acquisition of CEl. In adit we borrowed $40.0 million from our revolvirige of credit to partially fund the purchase
price of CEL.

CEl is a vertically integrated manufacturer andedeper of unmanned aerial target systems and cdtesisictures used for national
security programs. Its drones are designed toaatglisome of the most lethal aerial threats fadiagfighters and strategic assets. CEl's
customers include U.S. and foreign governments.

On November 15, 2011, we acquired Securelnfo Catjmr (“Securelnfo”) for $20.3 million in cash, vehi included a $1.5 million
earn-out payment made in the first quarter of 2@H&ed in northern Virginia, Securelnfo is a legdigbersecurity company specializing in
assisting defense, intelligence, civilian governtreerd commercial customers to identify, understalodument, manage, mitigate and protect
against cybersecurity risks while reducing inforimatsecurity costs and achieving compliance withligable regulations, standards and
guidance. Securelnfo offers strategic advisoryatenal cybersecurity and cybersecurity risk mamagnt services and is a recognized leade
in the rapidly evolving fields of cloud securitygrtinuous monitoring and cybersecurity trainings@mers include the DoD, DHS and large
commercial customers, including market-leading dloamputing service providers.

On July 27, 2011, we acquired Integral Systems, (fthategral”) in a cash and stock transaction ealat $241.1 million. As
consideration for the acquisition of Integral, wado$131.4 million in cash and issued approximaiély} million shares of our common stock
valued at $108.7 million. The cash portion of thguasition was substantially funded with the grpesceeds from the sale of our 10% Senior
Secured Notes due 2017 in the aggregate principatat of $115.0 million issued on July 27, 2011.

In addition, upon completion of the merger (i) eacditstanding Integral stock option with an exergisee less than $13.00 per share
was, if the holder thereof had so elected in wgiticanceled in exchange for an amount in cash e¢quhé product of the total number of she¢
of Integral common stock subject to such in-the-ayooption, multiplied by the aggregate value ofaikeess, if any, of $13.00 over the
exercise price per share subject to such optiss,tlee amount of any tax withholding, (ii) eachstaniding Integral stock option with an
exercise price equal to or greater than $13.0GIpare and each Integral in-the-money option thedradf which had not made the election
described in (i), above, was converted into anoopttd purchase our common stock, with the numbshafes subject to such option adjuste
equal the number of shares of Integral common stablect to such out-of-the-money option multiplid0.9559, rounded up to the nearest
whole share, and the per share exercise price wadérsuch option adjusted by dividing the pereskaercise price under such option by
0.9559, rounded up to the nearest whole cent,i@pdgch outstanding share of restricted stocktgd under an Integral equity plan or
otherwise, whether vested or unvested, was canealédonverted into the right to receive $13.06s ke amount of any tax withholding.

Integral is a global provider of products, systemd services for satellite command and contragnmeltry and digital signal
processing, data communications, enterprise netwanrkagement and communications information assarantegral specializes in
developing, managing and operating secure commtimmsanetworks, both satellite and terrestrialwad as systems and services to detect,
characterize and geolocate sources of radio fraxyuaterference. Integral's customers include Erfl foreign commercial, government,
military and intelligence organizations. For alIm88tyears, customers have relied on Integral tdemnd deliver innovative commercially-
based products, solutions and services that ateeffestive and reduce delivery schedules and risk.

On March 25, 2011, we acquired Herley Industries, (“Herley”) in a cash tender offer to purchaBe®fthe outstanding shares of
Herley common stock. The shares of Herley commocksivere purchased at a price of $19.00 per shaeardingly, we paid total aggregate
cash consideration of $270.7 million in respedhef shares of Herley common stock and certainénntioney options, which were exercised
upon the change in control of Herley. In additioppn completion of the merger, all unexercisedarito purchase Herley common stock
were assumed by us and converted into optionsrzhpee our common stock, entitling the holdersetbieto receive 1.3495 shares of our
common stock for each share of Herley common stoclerlying the options. Herley is a leading providemicrowave technologies for use in
command and control systems, flight instrumentatioeapons sensors, radar, communication systeewrahic warfare and electronic attack
systems. Herley has served the defense industapfmoximately 45 years by designing and manufaunicrowave devices for use in high-
technology defense electronics applications. Itdstablished relationships, experience and expdrtithe military electronics, electronic
warfare and electronic attack industry. Herleytdpicts represent key components in the nationarisgefforts of the U.S., as they are
employed in mission critical electronic warfareeatonic attack, electronic warfare threat and radaulation, command and control network,
and cyber warfare/cybersecurity applications.
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Acquisition in the PSS segment

On December 30, 2011, we acquired selected adstis Gritical Infrastructure Business for approately $18.8 million, which
includes a final agreement on the working capitfistment. The Critical Infrastructure Businessigies engineers, deploys, manages and
maintains specialty security systems at some oUifited States' most strategic asset and critidedstructure locations. Additionally, these
security systems are typically integrated into canthand control system infrastructure or commamdecs. Approximately 15% of the
revenues of the Ciritical Infrastructure Businegsracurring in nature due to the operation, masmer or sustainment of the security systems
once deployed.

Key Financial Statement Concepts
As of December 29, 2013, we consider the followfagiors to be important in understanding our feiahstatements.

KGS' business with the U.S. Government and prinméraotors is generally performed under cost reirsélle, fixedprice or time an
materials contracts. Cost reimbursable contractthiU.S. Government provide for reimbursemerdasits plus the payment of a fee. Some
cost reimbursable contracts include incentive thasare awarded based on performance on the corithader time and materials contracts,
we are reimbursed for labor hours at negotiatedihdilling rates and reimbursed for travel andestlirect expenses at actual costs plus
applied general and administrative expenses. lawuating for our long-term contracts for productmfproducts and services provided to the
U.S. Government and provided to our PSS segmetdrmgss under fixed-price contracts, we utilize baotlst-to-cost and units delivered
measures under the percentage-of-completion methadcounting in accordance with the provisiongiofncial Accounting Standards Board
(“FASB") Accounting Standards Codification (“ASCTopic 605, Revenue Recognitiodnder the units delivered measure of the pergenta
of-completion method of accounting, sales are reizagl as the units are accepted by the customeragnusing sales values for units in
accordance with the contract terms. We estimatét @®the difference between total estimated reeesnd total estimated cost of a contract
and recognize that profit over the life of the cant based on deliveries or as computed on the bashe estimated final average unit costs
plus profit. We classify contract revenues as pobd@ales or service revenues depending upon tlimieant attributes of the relevant
underlying contracts.

We consider the following factors when determinifngpllection of a receivable is reasonably assuocednprehensive collection
history; results of our communications with custosnéhe current financial position of the custonaarg the relevant economic conditions in
the customer's country. If we have had no prioregemce with the customer, we may review repodmfwarious credit organizations to ens
that the customer has a history of paying its ¢oeslin a reliable and effective manner. If thefinial condition of our customers were to
deteriorate and adversely affect their financidlitylio make payments, additional allowances wobédrequired. Additionally, on certain
contracts whereby we perform services for a prieeégal contractor, a specified percentage of thei¢ged trade accounts receivable may be
retained by the customer until we complete theqmtojWe periodically review all retainages for eothbility and record allowances for
doubtful accounts when deemed appropriate, basedioassessment of the associated risks.

We monitor our policies and procedures with respeour contracts on a regular basis to ensureistens application under similar
terms and conditions as well as compliance witlapfilicable government regulations. In additiorstsancurred and allocated to contracts
the U.S. Government are routinely audited by théeBge Contract Audit Agency.

We manage and assess the performance of our bsesineased on our performance on individual costi@atl programs obtained
generally from government organizations with coasation given to our Critical Accounting Principlaisd Estimates discussed below. Due to
the Federal Acquisition Regulation rules that govaur business, most types of costs are allowabig we do not focus on individual cost
groupings (such as cost of sales or general anéhé&drative costs) as much as we do on total cohtrasts, which are a key factor in
determining contract operating income. As a resulévaluating our operating performance, we lookprily at changes in sales and service
revenues, and operating income, including the tffetsignificant changes in operating income. @gann contract estimates are reviewed ot
a contract-by-contract basis, and are revised gieatly throughout the life of the contract suchtthdjustments to profit resulting from
revisions are made cumulative to the date of thsien in accordance with GAAP. Significant managaimjudgments and estimates, incluc
the estimated costs to complete the project, wiiétbrmine the project's percentage complete, neustdrle and used in connection with the
revenue recognized in any accounting period. Matelifferences may result in the amount and tinehgur revenue for any period if
management makes different judgments or utilizéeréint estimates.
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Results of Operations
Comparison of Results for the Year Ended December03 2012 to the Year ended December 29, 2013

RevenuesRRevenues by reportable segment for the years dbdeeimber 30, 2012 and December 29, 28¥&3as follows (in millions’

2012 2013 $ Change % Change
Kratos Government Solutions
Service revenues $ 264 $ 233¢ $ (30.0) (11.9%
Product sales 519.2 507.( (12.2) (2.39%
Total Kratos Government Solutions 783.2 740.¢ (42.9) (5.9%
Public Safety & Security
Service revenues 186.( 209.7 23.7 12.7%
Product sales — — —
Total Public Safety & Security 186.( 209.7 23.7 12.7%
Total revenues $§ 9692 $§ 950.€ $ (18.6) (1.9%

Revenues decreased $18.6 million from $969.2 milii2012 to $950.6 million in 2013 . Included iar@013 revenues are increasec
revenues of $33.6 million generated from the adtjosof CEl in 2012. Organic increases in our waaprange support work of $4.0 million
were offset by continued reductions and compressianir legacy government service revenues of appately $14.5 million, which have
continued to be negatively impacted by increasedpatitive pricing pressures, and continued in-sagrof our employees by the U.S.
Government. In addition, expected reductions dubeacompletion of production and subsequent mimgmab the maintenance phase of certair
of our satellite communications projects resultededuced annual revenues of $18.3 million. FinaHg delay of contract awards and
shipments caused by the uncertainty in the DoD btaty environment impacted revenues primarily ingnound equipment, ballistic missile
target and our electronic warfare products busibgsan aggregate amount of $28.0 million. PSS segnmeeenue increased by $23.7 million ,
which was primarily due to strong demand for segwand surveillance systems primarily in our trasrggtion and utility vertical within our
critical infrastructure business.

Product sales, which are all from the KGS segnuetreased $12.2 million from $519.2 million for fear endedecember 30, 201
to $507.0 million for the year ended December Z4,2. As a percentage of total revenue, produemees were 53.6% for the year ended
December 30, 2012 as compared to 53.3% for thegreded December 29, 2013 . An increase in produes primarily related to the
acquisition of CEI, was offset by reduced orders timing on shipments in our ground equipment dedtsnic warfare businesses. Service
revenues decreased by $6.4 million from $450.0anilfor the year ended December 30, 2012 to $44@l®n for the year ended
December 29, 2013 . The decrease was primarilyectta the reductions in service revenue in otlusirtess units in the KGS segment as
discussed above.

As described in our “Critical Accounting Principlasd Estimates” below and in the Notes to Constddi&inancial Statements
contained within this Annual Report, we utilize bohe cost-to-cost and units delivered measuresnihe percentage-abmpletion method «
accounting for recognizing revenue as providedrfdropic 605. When revenue is calculated using the percentégeropletion method, total
costs incurred to date are compared to total etitneosts to complete the contract. These estinaa¢geieviewed monthly on a contract-by-
contract basis, and are revised periodically thhowg the life of the contract such that adjustmémisrofit resulting from revisions are made
cumulative to the date of the revision. Significem@nagement judgments and estimates, includingdtimated costs to complete projects,
which determine the project's percentage of corigietmust be made and used in connection withélerrue recognized in any accounting
period. Material differences may result in the amtaand timing of our revenue for any period if mg@aent makes different judgments or
utilizes different estimates. During the reportpeyiods contained herein, we did experience reveandamargin adjustments on certain proj
based on the aforementioned factors, but the effestich adjustments, both positive and negativesnevaluated in total were determined to
be immaterial to our Consolidated Financial Stateisie

Cost of revenues.Cost of revenues decreased from $712.0 millioniHfe year ended December 30, 2012 to $710.6 miliothe yea
ended December 29, 2013 . The $1.4 million decreasest of revenues was primarily a result of an
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increase resulting from our 2012 acquisition of Gffset by reductions in cost of revenues in ourX&egment as a result of decreased reven
as discussed above.

Gross margin declined from 26.5% for the year erfdedember 30, 2012 compared to 25.2% for the yedec December 29, 2013 .
Margins on services increased from 22.0% for ther y@ded December 30, 2012 to 24.4% for the yededeBDecember 29, 2013 , primarily
reflecting the impact of cost reduction actionshage taken. Margins on products decreased forehe gnded December 30, 20d2compare
to December 29, 2013 from 30.4% to 26.0% , resp&lytias a result of a change in mix of productd.ddargins in the KGS segment
decreased from 26.5% for the year ended Decemh@03@ to 25.1% for the year ended December 2B péitnarily as a result of change in
mix of products sold as well as due in part to raxttdesign retrofit costs of approximately $7.@iom recorded in 2013 as a result of an
unsuccessful flight test failure of one of our aktargets. Margins in the PSS segment decreasedZ6.5% for the year ended December 30,
2012 to 25.8% for the year ended December 29, 268E3result of the mix of revenue and due to thgaonof certain larger projects that were
awarded at more competitive margins.

Selling, general and administrative expenseelling, general and administrative expenses &8G decreased $0.1 million from
$193.1 million for the year ended December 30, 201$193.0 million for the year ended DecemberZf@3 . The decrease was primarily a
result of the additional SG&A expenses associatiéll thve CEI business offset in part by cost reductictions we have made. As a percentag
of revenues, SG&A increased from 19.9% for fisdal2to 20.3% for fiscal 2013 . Excluding amortieatof intangibles of $43.9 million for
the year ended December 30, 2012 and amortizatioriamgibles of $36.2 million for the year endedd@mber 29, 2013 , SG&A increased as
a percentage of revenues from 15.4% to 16.5% ®oyé#ar ended December 30, 2012 and December 23, 28dpectively, primarily reflectir
a full year of the SG&A of our acquisition of CE¥hich currently operates at a higher SG&A infrastuwe support than our other businesses.

Merger and acquisition related itemsMerger and acquisition expenses decreased $1liamirom $2.7 million to a benefit of $3.8
million for the years ended December 30, 2012 aedeinber 29, 2013 , respectively. Acquisition expsirelated to our acquisitions of the
Critical Infrastructure Business and CEl in 201Zeveffset by a reduction in liabilities of $4.5 tiwh as a result of reaching an agreement ove
previously disputed fees, a change in estimateipfralemnity obligations related to former direstand officers of Integral as a result of the
settlement of the matter against one of the offiteMNovember 2012 and an adjustment to the esttnaintingent acquisition consideration
owed to Southside Container & Trailer, LLC ("SCTSee Notes 3 and 15 of the Notes to the Consotidéteancial Statements for a further
discussion of contingent consideration and ournmuigy obligations. The benefit of $3.8 million i®23 was due to the reduction in a $3.1
million liability as a result of our final settlemeof our obligations related to former officergdatirectors of Integral on July 1, 2013, as well a
a $2.7 million settlement, net of associated légas, arising from a contract dispute with a forsw@scontractor of the Company pursuant to a
settlement agreement executed in December 2018.@dhese benefits were offset partially by lefgals and settlements related to prior
acquisitions.

Research and development expensBesearch and development expenses increasediro® million for the year ended
December 30, 2012 to $21.4 million for the yeareshBecember 29, 2013 primarily related to the agitions of CEl, as well as due to select
investments we are making to enhance certain gatalectronic warfare/electronic attack produartsl unmanned systems.

Impairment of goodwill and intangible assdts2012, as a result of reduced defense spendiaghteat of sequestration and a
decrease in current market multiples and our spoide and the corresponding negative impact orfdinevalue of the KGS reporting unit, we
incurred a non-cash goodwill impairment charge&%.8 million . We also incurred a non-cash intategésset charge of $14.6 million related
to the decision to minimize the use of the Chanledflarine Containers, Inc. and Henry Bros. Eledt®nnc. ("HBE"), trade names as part of
our overall branding strategy. For a further disows of impairment charges, see Note 2 of the Nimté¢ise Consolidated Financial Statements
and our Critical Accounting Principles and Estinsatger in this section.

Unused office space and oth&he expense of $2.1 million for the year ended Ddaey 30, 2012 was a result of an increase in our
excess facility accrual due to consolidation ofaaffspace at our Lanham, Maryland and HuntsvillapAma administrative facilities. The
credit of $4.7 million for the year ended Decem®@r2013was due to a reduction in the excess facility sedonfi office space at the Columb
Maryland administrative facilities, primarily offsby expenses related to workforce reductionsrasualt of cost reduction initiatives we have
implemented across the Company.

Other expense, netOther expense, net decreased from $64.8 milid68.7 million for the years ended December 30224nd

December 29, 2013 , respectively. The decreasepiense of $1.1 million was mainly due to a decredsk2.4 million in the net interest
income/expense, partially offset by a decreaseharancome of $1.3.
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Provision (benefit) for income taxéBhe provision for income taxes decreased from a&fiteof $1.6 million on a loss of $114.5
million from continuing operations before incomeda for the year ended December 30, 2012 to ndgioovon a loss before income taxes of
$31.9 million for the year ended December 29, 20h® benefit for the year ended December 30, 2td2piimarily due to the impairment of
goodwill and intangible assets offset by state inedaxes. The zero provision for the year endeceBéer 29, 2013 was primarily comprised
of a provision for foreign and state taxes offsetdx benefit related to a statute of limitatioxpieation of unrecognized tax benefits. See Note
8 of the Notes to the Consolidated Financial Stat@mfor a further discussion of our income taxes.

Loss from discontinued operatioh®ss from discontinued operations increased frorb #dillion to $5.3 million for the year ended
December 30, 2012 and December 29, 2013, resplyctine?012 and 2013, the loss was primarily dutgheoperations of the non-core
businesses from the Integral acquisition that hmen classified as held for sale. Revenues geddgitthese businesses were approximately
$18.5 million and $3.7 million for the year endedd@mber 30, 2012 and December 29, 2013, respsctiveds before income taxes was $1.8
million and $5.3 million for the years ended DecemB0, 2012 and December 29, 2013, respectivetjudied in the loss for December 30,
2012 is a goodwill impairment charge of $1.5 milli&Ve recognized a tax benefit of $0.3 milliontie tyear ended December 30, 2012
primarily related to the expiration of the statafdimitations for certain domestic and foreign @ontingencies.

The following table presents the results of distaréd operations (in millions):

Year ended Year ended
December 30, December 29,
2012 2013
Revenue $ 185 $ 3.7
Loss before taxes (1.9 (5.3
Benefit for income taxes 0.3 —
Net loss $ (15 $ (5.3

See Note 9 of the Notes to the Consolidated FimdStatements for a further discussion of discamthoperations.
Comparison of Results for the Year Ended Decembers? 2011 to the Year ended December 30, 2012

RevenuesRkevenues by reportable segment for the years dbdeeimber 25, 2011 and December 30, 2012 are asvio({in millions):

2011 2012 $Change % Change
Kratos Government Solutions
Service revenues $ 238¢& $ 264.C $ 25.2 10.6%
Product sales 362.¢ 519.2 156.: 43.1%
Total Kratos Government Solutions 601.7 783.2 181.t 30.2%
Public Safety & Security
Service revenues 112.2 186.C 73.€ 65.£%
Product sales — — —
Total Public Safety & Security 1122 186.( 73.8 65.8%
Total revenues $ 713¢ $ 969 $255.2 35.6%

Revenues increased $255.3 million from $713.9 amilin 2011 to $969.2 million in 2012. Included imr@012 revenues are net
aggregate increased revenues of $287.3 millionrgée from the businesses we acquired in 2011 @bhd. 2Approximately $245.0 million of
the increase in the KGS segment was related taeggtg net increased revenues from the acquireddssss. In addition, an increase of
approximately $7.0 million was related to orgar@ganue growth in our ballistic missile defense bess, our business in which we provide
specialty support services at certain weapons gsragel our learning and training business. Thegeeggte increases were partially offset by
reductions of $37.4 million in our legacy governmservice revenues, which have continued to betivedyaimpacted by increased
competitive pricing pressures, the
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completion of the remaining small business consrfrcim companies we acquired and continued in-sogiaf our employees by the U.S.
Government, as well as reduced orders and timinghggments in our ground equipment business aratjegeapons systems sustainment
business, resulting in an aggregate net reducfiapmroximately $33.1 million. PSS segment reveingeeased by $73.8 million, which was
primarily due to the acquisition of the Criticafdastructure Business on December 30, 2011 asaseallganic growth in our legacy PSS
business.

Product sales, which are all from the KGS segnirateased $156.3 million from $362.9 million foetiiear ended December 25,
2011 to $519.2 million for the year ended Decender2012. As a percentage of total revenue, prodwvenues were 50.8% for the year er
December 25, 2011 as compared to 53.6% for thegreded December 30, 2012. The increase in prodiest sas primarily related to the
acquisitions of Integral, Herley and CEl, partiaifffset by the reduced orders and timing on shigs&nour ground equipment business.
Service revenues increased by $99.0 million fro1$3 million for the year ended December 25, 2@1$450.0 million for the year ended
December 30, 2012. The increase was primarilyedl&d the acquisitions of Integral, Securelnfo trelCritical Infrastructure Business,
partially offset by the reductions in service rewefin other business units in the KGS segmentsasigised above.

Cost of revenues.Cost of revenues increased from $522.7 milliarifie year ended December 25, 2011 to $712.0 mifbo the yea
ended December 30, 2012. The $189.3 million in@@asost of revenues was primarily a result of aeguisitions partially offset by
reductions in cost of revenues in our KGS segmeiat i@sult of decreased revenue as discussed above.

Gross margin remained fairly flat at 26.8% for ylear ended December 25, 2011 compared to 26.5%dorear ended December 30,
2012. Margins on services decreased from 25.7%héoyear ended December 25, 2011 to 22.0% forehe gnded December 30, 2012, due
primarily to a reduction in profit of $3.2 milliorelated to a close-out settlement on a previousiyised contract, the acquisition of the Critical
Infrastructure Business, as well as the continuathin pressure experienced in our service busihéagyins on products increased for the y
ended December 25, 2011 as compared to Decemb2038D from 27.8% to 30.4%, respectively, as a tadithe acquisitions of CEl, Integral
and Herley. Margins in the KGS segment increaseioh f26.2% for the year ended December 25, 2011 .&%26or the year ended
December 30, 2012 primarily as a result of the digitross margins from our CEl, Integral, Herleyd &=curelnfo acquisitions. Margins in the
PSS segment decreased from 30.0% for the year éwmzinber 25, 2011 to 26.5% for the year ended ibbee 30, 2012 as a result of the
of revenue and due to the acquisition of the Giitinfrastructure Business, for which cost reduttations were not fully implemented until
the fourth quarter of 2012.

Selling, general and administrative expenseelling, general and administrative expenses &8G increased $52.5 million from
$140.6 million for the year ended December 25, 2014193.1 million for the year ended December2812. The increase was primarily a
result of the acquisitions of Securelnfo, Integkgyley, the Critical Infrastructure Business artel As a percentage of revenues, SG&A
increased from 19.7% for fiscal 2011 to 19.9% fecdl 2012. Excluding amortization of intangiblés88.0 million for the year ended
December 25, 2011 and amortization of intangibfe®48.9 million for the year ended December 30,2@G&A increased as a percentage of
revenues from 14.4% to 15.4% for the year endecdber 25, 2011 and December 30, 2012, respectiedlgcting the SG&A of our
acquisitions of Securelnfo, Integral, Herley, thdti€al Infrastructure Business and CEIl, which haigher SG&A as a percentage of revenues
and corresponding higher gross margin percentages.

Merger and acquisition related itemsMerger and acquisition expenses decreased $1i8i@nfrom $12.5 million to a benefit of $2
million for the years ended December 25, 2011 aedeinber 30, 2012, respectively. Acquisition experase related primarily to our
acquisitions of Herley and Integral in 2011. Expeneelated to our acquisitions of the Critical &structure Business and CEIl in 2012 were
offset by a reduction in liabilities of $4.5 millicas a result of reaching an agreement over preljialisputed fees, a change in estimate of out
indemnity obligations related to former directonslafficers of Integral as a result of the settlab@f the matter against one of the officers in
November 2012 and an adjustment to the estimatetihgent acquisition consideration owed to SCT. Betes 3 and 15 of the Notes to
Consolidated Financial Statements for a furthesudision of contingent consideration and our indégyrotligations.

Research and development expensBgsearch and development expenses increaseds&@nmillion for the year ended
December 25, 2011 to $17.8 million for the yeareshBecember 30, 2012 primarily related to the aitions of CEl, Integral and Herley, as
well as due to select investments we are makirgnh@ance certain satellite and electronic warfazefednic attack products.

Impairment of goodwill and intangible assdts2012, as a result of reduced defense spendieghteat of sequestration and a
decrease in current market multiples and our spoide and the corresponding negative impact orfdinezalue of the KGS reporting unit, we
incurred a non-cash goodwill impairment charge&%.% million. We also incurred a non-
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cash intangible asset charge of $14.6 million egldb the decision to minimize the use of the Gsoin Marine Containers, Inc. and Henry
Bros. Electronics, Inc. ("HBE"), trade names ag p&our overall branding strategy. For a furthiscdssion of impairment charges, see Note :
of the Notes to the Consolidated Financial Statésmand the Application of Critical Accounting Padis later in this section.

Unused office space and oth&he expense of $2.1 million for the year ended Demr 30, 2012 was a result of an increase in our
excess facility accrual due to consolidation ofa&fspace at our Lanham, Maryland and HuntsvillabAma administrative facilities.

Other expense, netOther expense, net increased from $51.1 milllo§64.8 million for the years ended December 28124nd
December 30, 2012, respectively. The increaseperse of $13.7 million is primarily related to acrease in interest expense as a result
Notes issued in March 2011 and July 2011, primaeilfund the Herley and Integral acquisitions. 012, the interest expense was parti
offset by other income of $1.3 million primarilylaged to foreign currency transaction gains.

Provision (benefit) for income taxekhe provision for income taxes decreased from aeese of $1.9 million on a loss of $21.6
million from continuing operations before incomaea for the year ended December 25, 2011 to a ivené&1.6 million on a loss before
income taxes of $114.5 million for the year endet&nber 30, 2012. The provision for the year emdstember 25, 2011 was primarily
comprised of taxes of $3.1 million and $0.4 millfmm state and foreign current taxes, respectiyedytially offset by a tax refund settlement of
$2.1 million. The benefit for the year ended Decen0, 2012 was primarily due to the impairmeng@bdwill and intangible assets offset by
state income taxes. See Note 8 of the Notes tG@dmsolidated Financial Statements for a furthecwdision of our income taxes.

Loss from discontinued operatioh@ss from discontinued operations increased frorid #tillion to $1.5 million for the year ended
December 25, 2011 and December 30, 2012, resplyctine?011 and 2012 the loss was primarily duéh®operations of the non-core
businesses from the Integral acquisition that lmen classified as held for sale. Revenues geddgitthese businesses were approximately
$9.2 million and $18.5 million for the year endedd@mber 25, 2011 and December 30, 2012, respsctiveds before income taxes was $1.3
million and $1.8 million for the years ended Decem®5, 2011 and December 30, 2012, respectivetjudied in the loss for December 30,
2012 is a goodwill impairment charge of $1.5 millig-or the years ended December 25, 2011 and Dexe30b2012, we recognized a tax
benefit of $0.6 million and $0.3 million, respedly, primarily related to the expiration of thetsta of limitations for certain domestic and
foreign tax contingencies.

The following table presents the results of distaréd operations (in millions):

Year ended Year ended
December 28 December 3(

2011 2012
Revenue $ 92 $ 18.t
Loss before taxes 1.3 (1.9
Benefit for income taxes (0.6) 0.3
Net loss $ (0.7 % (1.5)

See Note 9 of the Notes to the Consolidated Filsh&tatements for a further discussion of discarthoperations.

Liquidity and Capital Resources

As of December 29, 2013, we had cash and cashatqots of $55.7 million compared with cash anchaeguivalents of $49.0
million as of December 30, 2012 , which include§ $Imillion and $15.2 million , respectively, ofstaand cash equivalents held by our
foreign subsidiaries. We are not presently awarngfrestrictions on the repatriation of these fymbwever, they are essentially considered
permanently invested in these foreign subsidialfdbese funds were needed to fund our operatorsstisfy obligations in the U.S. they co
be repatriated, and their repatriation into the.Wn8y cause us to incur additional U.S. incomegaxedoreign withholding taxes. Any
additional taxes could be offset, in part or in Vehdy foreign tax credits. The amount of such saxed application of tax credits would be
dependent on the income tax laws and other ciramss at the time these amounts are repatriatesgdBm these variables, it is not
practicable to
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determine the income tax liability that might beurred if these earnings were to be repatriatedd@d/ieot currently intend to repatriate these
earnings.

Our total debt, including capital lease obligatiomsncipal due on the Notes, other term debt, thedoremium of $14.5 million
received on Notes issued, decreased by $5.6 mfii@n $650.3 million on December 30, 2012 to $644illion on December 29, 2013 . The
decrease in debt was primarily the result of therization of the premium on the Notes of approxieha$4.2 million and a $1.0 million
principal payment on a ten-year term loan with akbia Israel assumed in connection with our actjoisiof Herley.

Our operating cash flow is used to finance tradmats receivable, fund necessary increases imioge fund capital expenditures
and our ongoing operations, service our debt arkkrmtategic acquisitions. Financing trade accoreusivable is necessary because, on
average, our customers do not pay us as quickiyegsay our vendors and employees for their goodssarvices. As our mix of revenues has
become more product rather than service focusedjays sales outstanding on our receivables hase ipgpacted by contractual billing
milestones under which we are unable to bill antecbcertain amounts until the milestones haventssgisfied. Financing increases in
inventory balances is necessary to fulfill shipm@gjuirements to meet delivery schedules of outoosrs. Cash from continuing operations is
primarily derived from our customer contracts iogness and associated changes in working capitaponents. Our accounts receivable
balance of $265.8 million at December 29, 2013udek $1.2 million of receivables due from a Greet@mer under a subcontract
arrangement Gichner Holdings, Inc. ("Gichner") eatieinto with the Greek Ministry of Defense (GMoiR)2004 prior to our acquisition of
Gichner in 2010. We do not have any significanédirexposure to European government receivabldspancustomers do not rely heavily on
European government subsidies or other Europea@rgment support. We will continue to monitor oupesure to risks relating to European
sovereign debt.

A summary of our net cash provided by operating/giets from continuing operations from our Conslalied Statements of Cash
Flows is as follows (in millions):

Year Ended
December 25, 201 December 30, 2012 December 29, 2013

Net cash provided by operating activities from
continuing operations $ 52 % 52.2 $ 22.¢

Our cash provided by operating activities was inpaby interest and transaction expenses we plaitkdeto the completion of
strategic acquisitions in 2011, and 2012. We pd@l& million , $64.0 million , and $63.8 million interest expense in 2011 , 2012 , and 2013
respectively. The increase in interest expensefpam 2011 to 2012 was a result of the $285.0 omiliin 10% Senior Secured Notes we issuec
on March 25, 2011 to fund the acquisition of Hereyl the issuance of $115.0 million in 10% Sen&xuBed Notes we issued on July 27, 2
to fund the acquisition of Integral, as well asithyears impact of the $225.0 million of 10% Serfsecured Notes we issued in May 2010.
Cash provided by operating activities in 2011 ,28#hd 2013 also includes $27.8 million , $5.4 milli and $0.6 million , respectively, in
transaction costs paid related to our acquisiti®eg Note 3 and Note 5 of the Notes to Consolidateancial Statements contained within this
Annual Report for a further discussion of our asgigns and debt. Excluding the payment of trarieaatxpenses, cash provided by operating
activities was $33.0 million , $57.7 million , aB@3.2 million in 2011 , 2012 , and 2013 , respeatjiv
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Our cash used in investing activities from contiguoperations is summarized as follows (in milljons

Year Ended
December 25, 201 December 30, 2012 December 29, 2013

Investing activities:
Cash paid for acquisitions, net of cash acquired $ (391.) $ (149.9) % 2.2
Cash paid for contingent acquisition consideration — — —
Proceeds from the disposition of discontinued

operations — 0.3 1.2
Change in restricted cash 3.C 0.€ 0.4
Capital expenditures (7.5) (16.¢) (16.6€)
Net cash used in investing activities from contigui
operations $ (395.6 $ (165.0) $ (22.%)

Cash paid for acquisitions accounted for the migsiificant outlays for investing activities for tlyears ended December 25, 2011 an
December 30, 2012 , in each case as a result aitilementation of our strategy to diversify ousimess through strategic acquisitions.

In 2011, we acquired three companies in cash anidyetgansactions. We paid cash of approximatey852 million for Herley, net of
cash acquired of $21.8 million. We paid approxire$d24.6 million for the cash portion of the puaske of Integral common stock and opti
and to retire Integral's existing debt and capéases, net of cash acquired of $6.8 million. Wd ppproximately $17.3 million in cash, net of
cash acquired of $1.4 million for the acquisitidrSecurelnfo. In addition, we also paid $0.3 miilim the SCT shareholders as SCT's
indemnification obligations as set forth in the S&Jreement were met.

On December 30, 2011, we acquired selected adsts Gritical Infrastructure Business for approately $20.0 million which is
reflected in our fiscal 2012 investing activiti€mn July 2, 2012, we completed the acquisition of &l paid approximately $135.0 million for
the cash portion of the purchase of CEI commonksamd to retire CEl's existing debt and capitatésa We reached settlements of total
working capital adjustments owed to us for thespiaitions of $2.2 million, which we received in1I23)

Capital expenditures consist primarily of investim@mmachinery, computer hardware and software ianovement of our physical
properties in order to maintain suitable conditiong/hich to conduct our business. The increasapital expenditures of $9.1 million from
$7.5 million in 2011 to $16.6 million in 2012 isimarily related to the full year's activity for Hey and Integral Systems as well as the 2012
activity for CEI. Capital expenditures in 2013 ezfled a full years impact of CEl, and investmergshave made for certain machinery, test
equipment, and demonstration units in our unmameeidl systems business.
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Cash provided by financing activities from contimglioperations is summarized as follows (in milljpns

Year Ended
December 25, 2011 December 30, 2012 December 29, 2013

Financing activities:

Proceeds from the issuance of long-term debt $ 4257 $ — 8 —
Proceeds from the issuance of common stock 61.1 97.C —
Cash paid for contingent acquisition consideration — (2.5 (2.
Borrowings under credit facility — 50.C —
Repayment under credit facility (2.7 (51.0 (1.0
Purchase of treasury stock (20.9 — —
Debt issuance costs paid (22.7) (1.2 —
Proceeds from the exercise of restricted stockspaimployee stock
options, and employee stock purchase plan 2.C — iz
Other (0.79) (1.9 (0.9
Net cash provided by financing activities from éoning operations $ 452.¢  $ 90.¢ $ (2.0)

During the year ended December 25, 2011, cashgedwy financing activities was primarily relatedgroceeds from equity and d
offerings which we used to finance our acquisitidndarch 2011, to finance the acquisition of légrlwe issued notes in the aggregate
principal amount of $285.0 million and received epgmately $20.0 million in premium for an effeatiinterest rate on this issuance of 8.5%.
In July 2011, to finance the acquisition of Intdgvee issued notes in the aggregate principal amolL$115.0 million and received
$5.7 million in premium for an effective intereste of 8.9%. See Note 3 of the Notes to ConsolitlBirancial Statements contained within
this Annual Report for a further discussion of thasquisitions. We also paid debt issuance cosipmioximately $22.1 million related to th
notes and the amendments to our credit facilitpudised below.

In February 2011, we sold approximately 4.9 millgfrares of our common stock at a purchase prig@ 225 per share in an
underwritten public offering. We received grossqaeds from the equity offering of approximately $6#hillion and, after deducting
underwriting and other offering expenses, recemggroximately $61.1 million in net proceeds.

On December 1, 2011, we paid $10.9 million for@ckltransaction to repurchase 2.0 million sharesuoftcommon stock in the open
market from an institutional investor for $5.45 gbare.

In April 2012, we paid $2.5 million in contingentquisition consideration related to the DEI Sersi€@®rporation performance
milestones achieved in 2011.

On May 15, 2012, we sold 20.0 million shares of own stock at a purchase price of $5.00 per shase imderwritten public
offering. We received gross proceeds of $100.0anillAfter deducting underwriting and other offeriexpenses, we received approximately
$97.0 million in net proceeds. We used the netgeds from this offering as well as borrowings o®$4million from our revolving line of
credit to fund the cash consideration paid to tbekdolders of CEl in connection with our acquimitin July 2012. In September 2012, we
repaid the $40.0 million borrowed on our revolviitg of credit for the acquisition of CEl.

See “Contractual Obligations and Commitments” féurgher discussion of our Senior Secured NotesQryadit Facility and debt
obligations.
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Cash provided by (used in) discontinued operatiessimmarized as follows (in millions):

Year Ended
December 25, 201 December 30, 2012 December 29, 2013

Net cash flows provided by (used in) discontinued
operations $ 27 ¢ 1.

(¢6)

$ (2.9
Cash flow from discontinued operations is primaréjated to non-core businesses we acquired imtkegral acquisition.
10% Senior Secured Notes due 2017

In order to fund our acquisitions in 2011 and 20Kissued equity as discussed above and increasdelverage through a series of
financing transactions.

On May 19, 2010, we entered into an Indenture wighguarantors set forth therein and Wilmingtonst RSB (“Wilmington Trust”),
as trustee and collateral agent (as amended, riideriture”) to issue 10% Senior Secured Notes dlig gDlotes”). As of December 29, 2013,
we have issued $625.0 million in aggregate prin@paount of Notes under this Indenture. The Notesevissued in three separate offerings,
each as described more fully below. The Notes haen used to fund acquisitions and for generalaratp purposes. They are secured by a
lien on substantially all of our assets and thetsssf the guarantors thereunder, subject to cegtedeptions and permitted liens. The holdel
the Notes have a first priority lien on substamfiall of our assets and the assets of the guarsregcept accounts receivable, inventory,
deposit accounts, securities accounts, cash, §eswaind general intangibles (other than intellgigouoperty) where the holders of the Notes
have a second priority lien to the $110.0 milligadit facility described below.

We pay interest on the Notes seamirually, in arrears, on June 1 and December adf gear. The Notes include customary covetr
and events of default as well as a consolidateztifoharge ratio of 2.0:1.0 for the incurrence diti@hal indebtedness. Negative covenants
include, among other things, limitations on additibdebt, liens, negative pledges, investmentsdelnds, stock repurchases, asset sales and
affiliate transactions. Events of default includmong other events, non-performance of covenargach of representations, cross-default to
other material debt, bankruptcy, insolvency, matgudgments and changes in control. As of Decer@Be013 , we were in compliance with
the covenants contained in the Indenture govertiadNotes.

On or after June 1, 2014, we may redeem some of Hie Notes at 105% of the aggregate principadamof such Notes through
June 1, 2015, 102.5% of the aggregate principauatnaf such Notes through June 1, 2016 and 100#techggregate principal amount of s
Notes thereafter, plus accrued and unpaid intévase date of redemption. Prior to June 1, 20k3may redeem up to 35% of the aggres
principal amount of the Notes at 110% of the agaregrincipal amount of the Notes, plus accruedwuarphid interest to the redemption date,
with the net cash proceeds of certain equity aifgsi In addition, we may, at our option, redeemeomall of the Notes at any time prior to
June 1, 2014, by paying a “make whole” premiumsacrued and unpaid interest, if any, to the dhtedemption. The Company may also a
any time purchase outstanding Notes traded onpghe market.

$225 Million 10% Senior Secured Note Offering, N28i0

On May 19, 2010, we issued Notes in the aggregateipal amount of $225.0 million in an unregis@@&fering pursuant to
Rule 144A and Regulation S under the Securities #&ud on August 11, 2010, we completed an exchafigefor such Notes pursuant to a
registration rights agreement entered into in cotioe with the issuance thereof. The proceeds wenearily used to finance the acquisitions
of Gichner, DEI and SCT.

$285 Million 10% Senior Secured Note Offering, MaR911

On March 25, 2011, we issued Notes in the aggregateipal amount of $285.0 million in an unregisig offering pursuant to
Rule 144A and Regulation S under the Securities Wet received approximately $314.0 million in casbceeds from the issuance of such
Notes, which includes an approximate $20.0 miliidissuance premiums and $9.0 million of accruaerast, which proceeds were us
together with our cash contributions of $45.0 raillj to finance the acquisition of all of the outsteng shares of common stock of Herley, to
pay related fees and expenses and for generalredegaurposes.
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The effective interest rate on this issuance wa%80n July 29, 2011, we completed an exchange fifféhese Notes pursuant to a
registration rights agreement entered into in cotioe with the issuance thereof.

$115 Million 10% Senior Secured Note Offering, 0y 1

On July 27, 2011, we issued Notes in the aggrggateipal amount of $115.0 million in an unregist@offering pursuant to
Rule 144A and Regulation S under the Securities Wet received approximately $122.5 million in casbceeds from the issuance of such
Notes, which includes an approximate $5.8 millidissuance premiums and $1.7 million of accruedrist. These proceeds were use
finance, in part, the cash portion of the purchagee for the acquisition of Integral, to refinaredsting indebtedness of Integral, to make
certain severance payments in connection with ¢eiaition of Integral and to pay related fees axplenses. The effective interest rate on thi:
issuance was 8.9%. On December 2, 2011, we cordpetexchange offer for these Notes pursuant égiatration rights agreement entered
into in connection with the issuance thereof.

Other Indebtedness
$110.0 Million Credit Facility

On July 27, 2011, we entered into a credit andritgcagreement with KeyBank National AssociatioK€yBank”), as lead arranger,
sole book runner and administrative agent, and B&stt Bank and Bank of the West, as the lendees"®@11 Credit Agreement”). The 2011
Credit Agreement amends and restates in its eptinetcredit and security agreement, dated as gf Ma 2010, by and among the Company,
KeyBank and the lenders named therein (as ament@led)2011 Credit Agreement establishes a five-geaior secured revolving credit
facility in the amount of $65.0 million (as amendexldescribed below, the “Amended Revolver”). TineeAded Revolver is secured by a lien
on substantially all of our assets and the asgdateaquarantors thereunder, subject to certaiemgians and permitted liens. The Amended
Revolver has a first priority lien on accounts feable, inventory, deposit accounts, securitie®ants, cash, securities and general intangible
(other than intellectual property). On all othesets, the Amended Revolver has a second prioeityjlinior to the lien securing the Notes.

Borrowings under the Amended Revolver are subgeatandatory prepayment upon the occurrence ofineteents, including the
issuance of certain securities, the incurrenceetghin debt and the sale or other disposition abaeassets. The Amended Revolver includes
customary affirmative and negative covenants araesvof default, as well as a financial covenalattiry to a minimum fixed charge covere
ratio of 1.25. Negative covenants include, amomgiothings, limitations on additional debt, lienegative pledges, investments, dividends,
stock repurchases, asset sales and affiliate thosa. Events of default include, among other &vemon-performance of covenants, breach o
representations, cross-default to other materibd, dmnkruptcy and insolvency, material judgmemis eéhanges in control.

On November 14, 2011, we entered into a first ammemd (the “First Amendment”) to the 2011 Credit A&gment. Among other
things, the First Amendment: (i) increased the ambofithe Amended Revolver from $65.0 million to0$® million; (ii) added to and modified
the definitions of certain terms contained in tl0& 2 Credit Agreement; (iii) added PNC Bank, Natlokssociation as a lender under the 2011
Credit Agreement; and (iv) updated certain schedide¢he 2011 Credit Agreement.

On May 4, 2012, we entered into a second amend(ttentSecond Amendment”) to the 2011 Credit AgreatnAmong other things,
the Second Amendment (i) increased the amounteofthended Revolver from $90.0 million to $110.0lioil, (ii) added to and modified the
definitions of certain terms contained in the 2@k&dit Agreement, (iii) added Cathay Bank as adéenohder the 2011 Credit Agreement, (iv)
increased the maximum revolving amount capacithef2011Credit Agreement to $135.0 million, andupdlated certain schedules to the
2011 Credit Agreement.

On May 8, 2012, we entered into a third amendmtiet {Third Amendment”) to the 2011 Credit Agreemésmder the terms of the
Third Amendment, the definitions of certain ternishee 2011 Credit Agreement were modified and ttguésition of CEI was approved. We
used the net proceeds from the sale of 20.0 mifilares of our common stock, together with a $#0lbn borrowing under the Amended
Revolver, to fund the purchase of the CEIl and tprptated fees and expenses. In September 201&paéd the $40.0 million borrowing unc
our credit facility.

The amounts of borrowings that may be made undeAthended Revolver are based on a borrowing basar@comprised of
specified percentages of eligible receivablesjldigunbilled receivables and eligible inventorfythe amount of borrowings outstanding under
the Amended Revolver exceeds the borrowing baseitheffect, we are required to repay such
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borrowings in an amount sufficient to eliminatelsexcess. The Amended Revolver includes $50.0anithf availability for letters of credit
and $10.0 million of availability for swing line dms.

We may borrow funds under the Amended Revolverrateabased either on LIBOR or a base rate esteuliby KeyBank. Base rate
borrowings bear interest at an applicable margih.00% to 1.75% over the base rate (which willledreater of the prime rate or 0.5% over
the federal funds rate, with a floor of 1.0% oveeanonth LIBOR). LIBOR rate borrowings will beaténest at an applicable margin of 3.00%
to 3.75% over the LIBOR rate. The applicable mafgirbase rate borrowings and LIBOR borrowings wépend on the average monthly
revolving credit availability. The Amended Revolaso has a commitment fee of 0.50% to 0.75%, ddipgron the average monthly
revolving credit availability. As of December 2913 , there were no outstanding borrowings on theeAded Revolver and $10.7 million was
outstanding on letters of credit resulting in netrbwing base availability of $79.9 milliarWe were in compliance with the financial coves
as of December 29, 2013 .

Debt Acquired in Acquisition of Herley

We assumed a $10.0 million tgear term loan with a bank in Israel that Herleteeed into on September 16, 2008 in connection
the acquisition of one of its wholly owned subsiiia. The balance as of December 29, 2013 wasr§li8n , and the loan is payable in
quarterly installments of $0.3 million plus interes LIBOR plus a margin of 1.5%. The loan agreententains various covenants including a
minimum net equity covenant as defined in the lagreement. We were in compliance with the finanoislenants of the loan agreement as o
December 29, 2013 .

Payments in Connection with Acquisitions

In connection with our business acquisitions, wesad to make additional future payments to seblased on final purchase price
adjustments and the expiration of certain inderoaifon obligations. Pursuant to the provision3 @ic 805, such amounts are recorded at fail
value on the acquisition date.

The agreement and plan of merger entered intorine@ction with our acquisition of Securelnfo proddbat upon achievement of
certain cash receipts, revenue and EBITDA in 2@ilwere obligated to pay the former stockholderSexdurelnfo additional cash contingent
consideration. In March 2012, we paid $1.5 millrefated to this contingent consideration.

Pursuant to the terms of the agreement and plareojer with DEI Services Corporation entered imoAoigust 9, 2010 (“the DEI
Agreement”), upon achievement of certain cash ptseievenue, EBITDA and backlog amounts in 2000,12and 2012, we were obligated to
pay certain additional contingent consideratior (fBEI Contingent Consideration”). We have paid®illion related to the DEI Contingent
Consideration, of which $2.5 million and $2.1 naitliwas paid in April 2012 and April 2013, respeelv

The SCT Agreement provided that upon achievemeoéhin EBITDA amounts in 2011, 2012 and 2013 weeld have had to pay
the former stockholders of SCT certain additiorexfprmance-based consideration. The potential sodisted amount of all future contingent
consideration that would have been payable by dewutme SCT Agreement has been reduced to zern@mathounts were earned or paid in
2011, 2012, or 2013.

Off Balance Sheet Arrangements

We have no off-balance sheet arrangements as defiriRegulation S-K, Item 303(a)(4)(ii).

Contractual Obligations and Commitments
The following table summarizes our contractual gdgions and other commitments at December 29, 268 the effect such

obligations could have on our liquidity and casiwflin future periods (in millions):
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Payments due/forecast by Period

Total 2013 2014-2015  2016-2017 2018 and After
Debt, net of interest(1) $ 6298 $ 1C $ 2C $ 626 $ —
Estimated interest on debt(2) 2137 62.€ 125.1 26.C —
Purchase orders(3) 219.1 134.¢ 46.¢€ 37.€ —
Operating leases(4) 70.¢ 15.¢ 23.¢ 18.4 12.7
Capital leases(4) 0.t 0.4 0.1 — —
Unrecognized tax benefits, including
interest and penalties(5) — — — — —
Total commitments and recorded liabilities $ 1134 $ 214¢ § 1977 § 708& $ 12.7

(1) The Notes in the aggregate principal amoui625 million are due June 1, 2017. See Note BérNotes to Consolidated Financial
Statements contained within this Annual Reporffiother details.

(2) Includes interest payments based on curréetdat rates for variable rate debt and the N&es.Note 5 in the Notes to Consolidated
Financial Statements contained within in this ArriR@port for further details.

3) Purchase orders include commitments in whieltitien purchase order has been issued to a vehdbthe goods have not been
received or services have not been performed.

4 We have entered into or acquired various rmmzelable operating lease agreements that expivaraus dates through 2022. The
amounts include $12.4 million in excess facilipsts and exclude expected sublease income. SeeéNotae Notes to Consolidated
Financial Statements contained within this Annuap&t for further details.

(5) Our Consolidated Balance Sheet at Decembe2@3 included a $2.0 million noncurrent liabilftyr uncertain tax positions, all of
which may result in cash payments. The future paymeelated to uncertain tax positions have noblgesented in the table above
due to the uncertainty of the amounts and timingash settlement with the taxing authorities.

As of December 29, 2013, we have $10.7 milliostahdby letters of credit outstanding. Our lettdrsredit are primarily related to
milestone payments received from foreign custorfrarhich the customer has not yet received thelpeh our prior workers compensation
program, and our performance bond program for vpemtormed in the PSS segment. Additional informatiegarding our financial
commitments at December 29, 2013 is provided irNibiees to Consolidated Financial Statements coedhiin this Annual Report, specifically
Note 15.

Other Liquidity Matters

We intend to fund our cash requirements with céshd from operating activities and borrowings untter Amended Revolver. We
believe these sources should be sufficient to meetash needs for at least the next 12 monthsligesissed in Item 1A, “Risk Factors”
contained within this Annual Report, our quartexfyd annual operating results have fluctuated irpdst and may vary in the future due to a
variety of factors, many of which are external tw oontrol. If the conditions in our industry deteate or our customers cancel or postpone
projects or if we are unable to sufficiently incseaur revenues or further reduce our expensesjayeexperience, in the future, a significant
long-term negative impact to our financial resaltsl cash flows from operations. In such a situatimcould fall out of compliance with our
financial and other covenants which, if not waivealyld limit our liquidity and capital resources.

Critical Accounting Principles and Estimates

We have identified the following critical accourgipolicies that affect our more significant judgrgeand estimates used in the
preparation of our Consolidated Financial StatemeFtie preparation of our financial statementsimfarmity with GAAP requires us to make
estimates and judgments that affect the reportezbata of assets and liabilities, stockholders' gguevenues and expenses, and related
disclosures of contingent assets and liabilities.a(eriodic basis, as deemed necessary, we evauaestimates, including those related to
revenue recognition, allowance for doubtful acceumaluation of inventory including the reservesdrcess and obsolete inventory, valuation
of long-lived assets including identifiable intabigis and goodwill, accounting for income taxesudaig the related valuation allowance,
accruals for partial self-insurance, contingeneieg litigation, contingent acquisition consideratistock-based compensation, and losses on
unused office space. We explain these accountiligig®in the Notes to the Consolidated Financtat&nents contained within this
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Annual Report and at relevant sections in thisudismn and analysis. These estimates are baség anfermation that is currently available
and on various other assumptions that are belitvbd reasonable under the circumstances. Actealtsecould vary from those estimates
under different assumptions or conditions and gliferences may be material.

Revenue recognitioMVe generate our revenue from three different tyffeontractual arrangements: cost-plus-fee corgraiche-
and-materials contracts, and fixed-price contrdRé&senue on cost-pluee contracts is recognized to the extent of alldesaosts incurred plt
an estimate of the applicable fees earned. We @dengked fees under cost-plus-fee contracts tedraed in proportion to the allowable costs
incurred in performance of the contract. We recpgtine relevant portion of the expected fee toviberded by the customer at the time sucl
can be reasonably estimated, based on factorsasuatr prior award experience and communicatiotits the customer regarding performar
including any interim performance evaluations readeyy the customer. Revenue on time-and-mater@aigacts is recognized to the extent of
billable rates times hours delivered for services/gled, to the extent of material cost for produibelivered to customers, and to the extent of
expenses incurred on behalf of the customers.

We have three basic categories of fixed-price emtdr fixed unit price, fixed-price level of effpeind fixedprice completion. Reven
recognition methods on fixed-price contracts wélry depending on the nature of the work and théraonterms. Revenues on fixed-price
service contracts are recorded as work is perfoimadcordance witfiopic 605. Topic 605which generally requires revenue to be deferred
until all of the following have occurred: (1) thasea contract in place, (2) delivery has occur(8§ithe price is fixed or determinable, and
(4) collectability is reasonably assured. Reverarefixed-price contracts that require delivery pésific items may be recorded based on a
price per unit as units are delivered. RevenudiXxed-price contracts in which we are paid a spefmount to provide services for a stated
period of time is recognized ratably over the sarperiod.

A portion of our fixed-price completion contract® avithin the scope dfopic 605. For these contracts, revenue is recognized using
the percentage-afempletion method based on the ratio of total ciostsrred to date compared to estimated total dcostemplete the contrax
Estimates of costs to complete include materiaéadilabor, overhead, and allowable indirect expsrisr our government contracts. These
estimates are reviewed and, if necessary, revigedhty on a contract-by-contract basis. If, assulteof this review, we determine that a loss
on a contract is probable, then the full amourgstimated loss is charged to operations in thegériis determined that it is probable a loss
will be realized from the full performance of thentract. In certain instances, when our customave hequested that we commence work |
to receipt of the contract award and funding weehiacurred costs related to that specific anti@datontract, and we believe recoverability of
the costs is probable, we may defer those costsried until the associated contract has been adade funded by the customer.

In accounting for our long-term contracts for protilon of products provided to the U.S. Governmerat utilize both cost-to-cost and
units delivered measures under the percentageropletion method of accounting under the provisioh$opic 605. Under the units deliver:
measure of the percentage-of-completion method@dwanting, sales are recognized as the units aepted by the customer generally using
sales values for units in accordance with the emhterms. We estimate profit as the differencevben total estimated revenue and total
estimated cost of a contract and recognize thdit preer the life of the contract based on unitvdged or as computed on the basis of the
estimated final average unit costs plus profit. essify contract revenues as product sales oicgergvenues depending upon the predom
attributes of the relevant underlying contractgniicant management judgments and estimates,dimdubut not limited to the estimated costs
to complete projects, must be made and used inexbion with the revenue recognized in any accognpieriod. A cancellation, schedule
delay, or modification of a fixed-price contractialnis accounted for using the percentage-of-cotigrlanethod may adversely affect our
gross margins for the period in which the contrsichodified or canceled. Under certain circumstanaecancellation or negative modification
could result in us having to reverse revenue tleategognized in a prior period, thus significamégucing the amount of revenues we
recognize for the period in which the adjustmemhé&de. Correspondingly, a positive modification rpagitively affect our gross margins. In
addition, a schedule delay or modifications canltés an increase in estimated cost to complegeptioject, which would also result in an
impact to our gross margin. Material differences/mesult in the amount and timing of our revenuedioy period if management made
different judgments or utilized different estimates

It is our policy to review any arrangement contagnsoftware or software deliverables and servigasnat the criteria contained in
FASB ASC Topic 985, SoftwalTopic 985") and related technical practice aids. Under theiprmvs ofTopic 985, we review the contract
value of software deliverables and services anerdehe allocations of the contract value based endér Specific Objective Evidence
(“VSOE"). All software arrangements requiring sificant production, modification, or customizatioftle software are accounted for in
conformity withTopic 605.
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Our contracts may include the provision of morentbae of our services (“multiple element arrangetsignin these situations, we
apply the guidance dfopic 605.Accordingly, for applicable arrangements, reveragognition includes the proper identification opaeate
units of accounting and the allocation of revencr®ss all elements based on relative fair valuéh, proper consideration given to the
guidance provided by other authoritative literature

For multiple element arrangements that includeward products containing software essential tdhirédware products' functionality
and undelivered non-software services, we allogatenue to all deliverables based on their relag@léng prices. In such circumstances, we
use a hierarchy to determine the selling pricegtaiged for allocating revenue to deliverablesV80E, (i) thirdparty evidence of selling prit
(“TPE"), and (iii) best estimate of the selling q&i(“ESP”).

VSOE generally exists only when we sell the delde separately and is the price actually chargeadstfor that deliverable. TPE is
determined based on competitor prices for simigdivdrables when sold separately. Generally, ofaripigs contain significant differentiation
such that comparable pricing of products with samilinctionality cannot be obtained. Furthermore,ase unable to reliably determine what
similar competitor products' selling prices areacstand-alone basis. Therefore, we typically ateabte to obtain TPE of selling price. ESP
reflects our best estimates of what the sellinggsriof elements would be if they were sold regylan a stand-alone basis. We determine ESF
for a product or service by considering multipletéas including, but not limited to major producbgpings, geographies, market conditions,
competitive landscape, internal costs, gross mangjectives and pricing practices. The determimatibESP is made through consultation \
our management, taking into consideration our ntarfjestrategy.

We account for multiple element arrangements tbasist only of software or softwaretated products, including the sale of upgre
to previously sold software, in accordance withuistdy specific software accounting guidance. Fehduansactions, revenue on arrangement:
that include multiple elements is allocated to esleiment based on the relative fair value of ed@ment, and fair value is determined by
VSOE. If we cannot objectively determine the faifue of any undelivered element included in sucltiple element arrangements, we defer
revenue until all elements are delivered and sesvimve been performed, or until fair value caedbjely be determined for any remaining
undelivered elements. Under certain of our contidcdrrangements, we may also recognize revenusutesf-pocket expenses in accordance
with Topic 605Depending on the contractual arrangement, thesensgs may be reimbursed with or without a fee.

Under certain of our contracts, we provide suppi®curement services and materials for our custenvée record revenue on these
arrangements on a gross or net basis in accorddtic@opic 605. Depending on the specific circumstances of thengiement we consider t
following criteria, among others, for recording eaue on a gross or net basis:

(1) Whether we act as a principal in the transac

(2) Whether we take title to the produ

(3) Whether we assume risks and rewards of ownersiip, s risk of loss for collection, delivery oruets
(4) Whether we serve as an agent or broker, with cosgigEm on a commission or fee basis;

(5) Whether we assume the credit risk for the amodl&tcbio the customer subsequent to deliv

For our federal contracts, we follow U.S. Governtqmocurement and accounting standards in assesgrajlowability and the
allocability of costs to contracts. Due to the #igance of the judgments and estimation processeslikely that materially different amounts
could be recorded if we used different assumpt@ritthe underlying circumstances were to chaivge.closely monitor compliance with, and
the consistent application of, our critical accangipolicies related to contract accounting. Busineperations personnel conduct periodic
contract status and performance reviews. When td@rgs in estimated contract revenues or costeegréred, any significant changes from
prior estimates are included in earnings in theesurperiod. Also, regular and recurring evaluatiohcontract cost, scheduling and technical
matters are performed by management personnel rhiodependent from the business operations peesgenforming work under the
contract. Costs incurred and allocated to contnaittsthe U.S. Government are scrutinized for cdamgie with regulatory standards by our
personnel, and are subject to audit by the DCAA.

From time to time, we may proceed with work basedawstomer direction prior to the completion arghig of formal contract
documents. We have a formal review process forapg any such work. Revenue associated with suart ¥8 recognized only when it can
be reliably estimated and realization is probalile.base our estimates on previous experienceshdtbustomer, communications with the
customer regarding funding status, and our knovwdeafcavailable funding for the contract or program.
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Allowance for doubtful accounté/e maintain an allowance for doubtful accountsefstimated losses resulting from the potential
inability of certain customers to make requiredifetpayments on amounts due to us. Managemenndeés the adequacy of this allowance
by periodically evaluating the aging and past dateire of individual customer accounts receivablarizes and considering the customer's
current financial situation as well as the existimdustry economic conditions and other relevaotdis that would be useful towards assessing
the risk of collectability. If the future financiabndition of our customers were to deteriorateylténg in their inability to make specific
required payments, additions to the allowance éwbdful accounts may be required. In additionhé financial condition of our customers
improves and collections of amounts outstandingroence or are reasonably assured, then we may egwergiously established allowances
for doubtful accounts. Changes to estimates ofraohvalue are recorded as adjustments to revamdia@ as a component of the allowance
for doubtful accounts. We write off accounts reedie when they become uncollectible and paymeitisesjuently received on such
receivables are credited to the allowance for daubtcounts.

Long-lived and Intangible Assel/e account for long-lived assets in accordance thighprovisions oFASB ASC Topic 360 Propel
Plant, and EquipmentTopic 360"). Topic 360addresses financial accounting and reporting feitipairment or disposal of long-lived assets
and requires that lonli#ed assets be reviewed for impairment wheneventsyor changes in circumstances indicate thatdhging amount ¢
an asset may not be recoverable. Recoverabilityeissured by comparing the carrying amount of aetésshe expected future net cash flows
generated by the asset. If it is determined thaidset may not be recoverable and if the cargiingunt of an asset exceeds its estimated fair
value, an impairment charge is recognized to thergof the differencel opic 360requires companies to separately report discordinue
operations, including components of an entity #ititer have been disposed of (by sale, abandononémta distribution to owners) or
classified as held for sale. Assets to be dispo$ede reported at the lower of the carrying amaurfair value less costs to sell.

In accordance witfiopic 360, we assess the impairment of identifiable intalegiland londived assets whenever events or chang
circumstances indicate that the carrying value matybe recoverable. Factors we consider importétiwcould individually or in combinatic
trigger an impairment review include the following:

» significant underperformance relative to expectistbrical or projected future operating resi

» significant changes in the manner of our use obitrguired assets or the strategy for our overalinmss
« significant negative industry or economic tre|

» significant decline in our stock price for a suséal period; ar

e our market capitalization relative to net book

If we determined that the carrying value of intdolgs and long-lived assets may not be recoverasedupon the existence of one or
more of the above indicators of impairment, we wiaglcord an impairment equal to the excess of ding/ing amount of the asset over its
estimated fair value.

Goodwill and Purchased IntangibleBhe purchase price of an acquired business isa#iddo the underlying tangible and intangible
assets acquired and liabilities assumed basedthporespective fair market values, with the esaezorded as goodwill. Such fair market
value assessments require judgments and estinhattesain be affected by contract performance aner édctors over time, which may cause
final amounts to differ materially from originaltesates.

We have established certain accruals in conneutithindemnities and other contingencies from cequasitions. These accruals and
subsequent adjustments have been recorded duamytkhase price allocation period for acquisitidrie accruals were determined based
upon the terms of the purchase or sales agreemedisn most cases; involve a significant degregeadgment. Management has recorded tl
accruals in accordance with its interpretationhef terms of the purchase or sale agreements, kfemts) and an estimation of probable future
events based on management's experience. Any chimgecorded estimates will be recognized thraeaginings.

We perform our impairment test for goodwill in aotance withTopic 350. We assess goodwill for impairment at the repgrtinit
level, which is defined as an operating segmewinerlevel below an operating segment, referred @ eéomponent. We determine our
reporting units by first identifying our operatisggments, and then assessing whether any compaf¢hése segments constitute a business
for which discrete financial information is availaland where segment management regularly reviesveierating results of that component.
We aggregate components within an operating segthanhhave similar economic characteristics.

As a result of the Company'’s internal organizatioralignment in August 2013 the Company reviewieddporting units to be tested
for its 2013 annual test for impairment. The reatignt resulted in the formation of three new donisi in
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our KGS reportable segment comprised of our Unmadu@@nbat Aerial Systems (UCAS) Division, our Advad®rones & Target Systems
(ADTS) Division and our Modular Systems (MS) Diwgiin addition to the existing Defense and Rockgigdrt Services (DRSS) Division,
Technical and Training Solutions (TTS) Division dfl@ctronic Products (EP) Division. As a resultlas reorganization, the Company
identified its reporting units to be the ADTS, DRE®R, MS, TTS and UCAS divisions within the KGSagpble segment and the PSS
operating segment to be tested for potential innpat in its 2013 annual test.

We perform impairment tests for goodwill as of thst day of our fiscal year, or when evidence déptial impairment exists. Wher
is determined that impairment has occurred, a ehergperations is recorded. In order to test @ieptial impairment, we estimate the fair
value of each of our reporting units based on apasison and weighting of the income approach, $ipady the discounted cash flow (“DCF”
method and the market approach, which estimatefaihealue of our reporting units based upon corapke market prices and recent
transactions and also validates the reasonableféss implied multiples from the income approadte reconcile the fair value of our
reporting units to our market capitalization byctéting our market capitalization based upon araye of our stock price prior to and
subsequent to the date we perform our analysisssgiming a control premium.

In testing for impairment of our goodwill, we ma&ssumptions about the amount and timing of futipeeted cash flows, terminal
growth rates, appropriate discount rates, markatiphes, and the control premium a controlling sfeolder could be expected to pay:

* The timing of future cash flows within our DCRadysis is based on our most recent forecasts tned estimates. Our historical
growth rates and operating results are not indieaif our projected growth rates and operatingltesis a consequence of our
acquisitions and divestitures. The decline in ressnon a pro forma basis after considering aciprisit which was expected by
us, is primarily due to the impact of the convemsid our work as a prime contractor under certagaty small business awards
that of a subcontractor as well as the recent coditination experienced in traditional services basses. This change resulted ir
an award of an overall smaller portion of the enfiroject as the contracts were recompeted anarigieal term of the small
business contracts were completed. The convergimoik as a prime to a subcontractor related tadggsmall business contracts
awarded to the acquired companies is not uncommimei government defense contractor industry fongamies that have been
acquisitive. Our projected growth rates take irinsideration this anticipated impact on small bessnawards.

» The terminal growth rate is used to calculatevalue of cash flows beyond the last projecteébpgen our DCF analysis and
reflects our best estimates for stable, perpetualiy of our reporting units.

*  We use estimates of market participant weightezgtage cost of capital (“WACC?") as a basis fored®ining the discount rates to
apply to our reporting units' future expected cimlvs. The significant assumptions within our WA@E: (a) equity risk
premium, (b) beta, (c) size premium adjustmeniscddt of debt and (e) capital structure assumptibmaddition, we use a
company specific risk adjustment which is a suljecadjustment that, by its very nature does nciuthe market related data, but
instead examines the prospects of the reportingrelative to the broader industry to determinthére are specific factors which
may make it more “risky” relative to the industry.

* Recent historical market multiples are used toveste future market pricin

* We use an estimated control premium in recamgithe aggregate value of our reporting units toroarket capitalization. As
discussed iTopic 350, control premiums may effectively cause a compaaggregate fair value of its reporting unit(sgxaeed
its current market capitalization due to the apitit a controlling shareholder to benefit from sgygies and other intangible assets
that arise from such control. As a result, the mesment of fair value of an entity with a collectiof assets and liabilities that
operate together to produce cash flows is diffefiemh the fair value measurement of that entityfividual securities, hence, the
reason a control premium is paid.

While our methodology for evaluating goodwill amdaingibles for impairment has always used the ircand market approach, in
past the market approach was used solely to valitiat the fair value derived from the income apphowas comparable to its market peers.
Beginning 2011, we used a weighting of the income market approach to derive the fair value ofreporting units which resulted in a more
conservative fair value.
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The KGS reporting unit was impacted by continueclidiang market valuations and the economic uncetyain the U.S. defense
industry which resulted in the book value of KGSeeding its fair value in step one of the impairtrtest. As a result during our annual test ir
2012, we performed the second step of the goodwilhirment test to measure the amount of the impeit loss, if any. The second step of
test requires the allocation of the reporting arfdir value to its assets and liabilities, inchglany unrecognized intangible assets, in a
hypothetical analysis that calculates the impligd ¥alue of goodwill as if the reporting unit wlasing acquired in a business combination. If
the implied fair value of goodwill is less than tterrying value, the difference is recorded as@peirment loss. Based on the results of the
two analysis, we recorded an $82.0 million goodimilpairment related to the KGS reporting unit aBetember 30, 2012.

We review intangible assets subject to amortizatmnimpairment whenever events or changes in nistances indicate that
carrying amount of the asset may not be recoveraimpairment losses, where identified, are deteeshias the excess of the carrying v
over the estimated fair value of the lolnged asset. We assess the recoverability of theyiog value of assets held for use based on &wewi
projected undiscounted cash flows. Prior to coridgcstep one of our 2012 goodwill impairment tes, reviewed certain of our loryed
assets for recoverability and recorded intangibEeaimpairment losses related to a change indtiraated life of trade names $12.9 millior
and $1.7 millionin our PSS and KGS reporting units, respectiveie Hote 2 to the Consolidated Financial Statenfenta further discussic
of these intangible asset and goodwill impairments.

The goodwill of the PSS and KGS reportable segmenat$35.6 million and $560.8 million , respectyvel

As a result of the assumptions used in our analgsigeral factors could result in impairment of §686.4 million goodwill and $69.9
million long-lived intangibles in future periodsidluding but not limited to the risks discussedtém 1A “Risk Factors” contained within this
Annual Report and:

» adecline in our stock price and resulting madegitalization, if we determine the decline istsiined and is indicative of a
reduction in the fair value below the carrying \eabf our reporting units;

» adecrease in available government fundingugtioly budgetary constraints affecting U.S. Goveminspending generally, or
specific departments or agencies;

» changes in U.S. Government programs or requiremirdsiding the increased use of small businessigeos

« our failure to reach our internal forecasts dauipact our ability to achieve our forecasted Iswd cash flows and reduce the
estimated discounted value of our reporting uraits]

« volatility in equity and debt markets resultinghigher discount rate

It is not possible at this time to determine ifiampairment charge would result from these factorsif it does, whether such charge
would be material. We will continue to monitor tleeoverability of our goodwiill.

Accounting for income taxes and tax contingendiepic 740provides the accounting treatment for uncertaintincome taxes
recognized in an enterprise's financial statemdmigic 740prescribes a recognition threshold and measureatgiitute for the financial
statement recognition and measurement of a taxigosaken or expected to be taken in a tax refliopic 740also provides guidance on
derecognizing, classification, interest and peesgJtaccounting in interim periods, disclosure aaddition.

As part of the process of preparing our Consoldi&@ancial Statements we are required to estimatgrovision for income taxes in
each of the tax jurisdictions in which we condugsibess. This process involves estimating our actuaent tax expense in conjunction with
the evaluation and measurement of temporary diffae resulting from differing treatment of certéd@ms for tax and accounting purposes.
These temporary differences result in the estafigstt of deferred tax assets and liabilities, whichrecorded on a net basis and included in
our Consolidated Balance Sheets. We then assespe@niodic basis the probability that our net deféitax assets will be recovered and
therefore realized from future taxable income anthé extent we believe that recovery is not mikelyt than not, a valuation allowance is
established to address such risk resulting in aitiadal related provision for income taxes durthg period.

Significant management judgment is required in mheiténg our provision for income taxes, our defdrtax assets and liabilities, tax
contingencies, unrecognized tax benefits, and agyired valuation allowance, including taking ictimsideration the probability of the tax
contingencies being incurred. Management assdsisgsrobability based upon information providedisoby our tax advisers, our legal
advisers and similar tax cases. If at a later meassessment of the probability of these taxiegancies changes, our accrual for such tax
uncertainties may increase or decrease.

We have a valuation allowance at December 29, 2012 to management's overall assessment of nieksrecertainties related to our
future ability to realize and, hence, utilize cartdeferred tax assets, primarily consisting of net
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operating losses, carry forward temporary diffeesnand future tax deductions resulting from certigies of stock option exercises, before
they expire.

The 2013 effective tax rate at December 29, 20t arfiaual and interim reporting periods could beaoipd if uncertain tax positions
that are not recognized at December 29, 2013 #tedsat an amount which differs from our estim&tmally, during 2013 and thereafter, if we
are impacted by a change in the valuation allowascef December 29, 2013 resulting from a changedgment regarding the realizability of
deferred tax assets beyond December 29, 2013 effaxtt will be recognized in the interim periodvithich the change occurs.

Contingencies and litigationWe are currently involved in certain legal procegdi We estimate a range of liability related togieg
litigation where the amount and range of loss caestimated. We record our estimate of a loss whetoss is considered probable and
estimable. Where a liability is probable and thera range of estimated loss and no amount inahgeris more likely than any other number ir
the range, we record the minimum estimated ligbilated to the claim in accordance WiASB ASC Topic 450 Contingenciés.additional
information becomes available, we assess the pakdiability related to our pending litigation amevise our estimates. Revisions in our
estimates of potential liability could materialmpact our results of operations. See Item 3 “L&yateedings” contained within this Annual
Report for additional information.

Stock-based Compensatidfie account for stock-based compensation arrangsnreatcordance with the provisionsFASB ASC
Topic 718, Compensation-Stock Compensation (“T@faR"), which requires the measurement and recognitiomwipensation expense for all
stock-based payment awards to employees and disdzased on estimated fair values.

The valuation provisions dfopic 718apply to new awards and to awards that are outistgraoh the effective date and subsequently
modified or canceled. We use the Black-Scholeaptricing model and a lattice options pricing midde market condition options to
estimate the fair value of our stock options atghant date. The Blacgcholes option pricing model was developed forinsstimating the fa
value of traded options which have no vesting iet&tns and are fully transferable. The latticeiops pricing model breaks down the time to
expiration into potentially a very large numbettiafe intervals, or steps which makes it possiblehteck at every point in an option's life for
the possibility of early exercise. Our employeektoptions are generally subject to vesting retioms and are generally not transferable.

Valuing options requires highly subjective assuonpiincluding the expected stock price volatiliyenthe term of the award, the
expected life of an option and the number of awaltsately expected to vest. Changes in thesengsans can materially affect the fair
value estimates of an option. Furthermore, thenedé&d fair value of an option does not necesseejiyesent the value that will ultimately be
realized by an employee. We used historical dagstilnate the expected forfeiture rate, intringid historical data to estimate the expected
price volatility, and a weighted-average expecifedfbrmula to estimate the expected option lifaeTisk-free rate is based on the U.S.
Treasury yield curve in effect at the time of griortthe estimated life of the option.

Estimates of stock-based compensation expensaggaificant to our Consolidated Financial Stateraghtit these expenses are base
on option valuation models and will never resulthia payment of cash by us. For this reason, acduse we do not view stock-based
compensation to be significant as related to oeratpnal performance, we exclude estimated stedeth compensation expense when
evaluating the business performance of our opeyagments.

Recent Accounting Pronouncements

In July 2013, the FASB issued Accounting Standalddate 2013-11 ("ASU 2013-11") "Presentation ofJamecognized Tax Benefit
When a Net Operating Loss Carryforward, a Similax Toss, or a Tax Credit Carryforward Exists," whetates that an unrecognized tax
benefit, or a portion of an unrecognized tax bensfiould be presented in the financial statemass reduction to a deferred tax asset for a n
operating loss carryforward, a similar tax lossadax credit carryforward, except as follows. fie extent a net operating loss carryforward, a
similar tax loss, or a tax credit carryforward & available at the reporting date under the taxdathe applicable jurisdiction to settle any
additional income taxes that would result from disallowance of a tax position or the tax law af #pplicable jurisdiction does not require the
entity to use, and the entity does not intend & thee deferred tax asset for such purpose, thezagnized tax benefit should be presented in
the financial statements as a liability and shawtibe combined with deferred tax assets. The aments in this ASU are effective for fiscal
years, and interim periods within those years, fi@igg after December 15, 2013. The Company doebelmve that the adoption of tt
guidance will have a material impact on its cortatted financial statements.
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In February 2013, the FASB issued ASU 2013-02 "Caensive Income: Reporting of Amounts Reclassifed of Accumulated
Other Comprehensive Income," which requires estitieprovide information about the amounts recfessbut of accumulated other
comprehensive income by component. In additioritiestare required to present, either on the fd¢dkeostatement where net income is
presented or in the notes, significant amountsassdied out of accumulated other comprehensivenecby the respective line items of net
income but only if the amount is required under GA#® be reclassified to net income in its entiiatthe same reporting period. For other
amounts that are not required under GAAP to bessdied in their entirety to net income, entiidee required to cross-reference to other
disclosures required under GAAP that provide addél detail on these amounts. This standard istfeeprospectively for reporting periods
beginning after December 15, 2012. The Companytaddpis standard in the quarter ended March 313 2@hich did not have a material
impact on its consolidated financial statements.

ltem 7A. Quantitative and Qualitative DisclosuresAbout Market Risk.
Interest Rate and Foreign Currency Risks

We are exposed to market risk, primarily relatethterest rates and foreign currency exchange.rates

Exposure to market risk for changes in interegisa¢lates to our outstanding debt. We are expos@atkerest rate risk, primarily
through our borrowing activities under the Amen&solver discussed undeéiLiquidity and Capital Resources" above. Based arcauent
outstanding balances, a 1% change in the LIBORwatdd not materially impact our financial positiodWe manage exposure to these risks
through our operating and financing activities ambden deemed appropriate, through the use of dem/Bnancial instruments. Derivative
financial instruments are viewed as risk manageriats and are not used for speculation or foritiggurposes. Derivative financial
instruments were contracted with investment grammterparties to reduce exposure to interest isiteon our prior credit facilities.

Exposure to market risk for foreign currency exawrate risk is related to receipts from customeagments to suppliers and
intercompany loans denominated in foreign currendkecordingly, a strengthening of the U.S. do{l&rSD") will negatively impact revenues
and gross margins expressed in consolidated USistaie currently do not enter into foreign currefayard contracts to manage foreign
currency exchange rate risk because to date exelratgfluctuations have had minimal impact onaperating results and cash flows.

Cash and cash equivalents as of December 29, 2668%85.7 million and are primarily invested in rapmarket interest bearing
accounts. A hypothetical 10% adverse change iateeage interest rate on our money market caslstimeats and short-term investments
would have had no material effect on our net lasgHe year ended December 29, 2013 .

Commodity Price Risk Management

We purchase commodities for use in our manufaaypiocesses. We typically purchase these commsditiemarket prices, and as a
result are affected by market price fluctuation® héve decided not to hedge these exposures aarthegemed immaterial.

Item 8. Financial Statements and Supplementary Data

Our Consolidated Financial Statements and supplemedata required by this item are set forth atghges indicated in Iltem 15
(a) (1) and 15(a) (2), respectively.

Item 9. Changes in and Disagreements With Accountants orcéenting and Financial Disclosure
None.
Item 9A. Controls and Procedures.
Disclosure Controls and Procedur
We maintain disclosure controls and proceduredgéised in Rules 13a-15(e) and 15d-15(e) promuthateler the Exchange Act,
designed to ensure that information required tdibelosed in our reports filed under the Exchangeig\recorded, processed, summarized an

reported within the time periods specified in tH&CS rules and forms, and that such
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information is accumulated and communicated torsanagement, including our Principal Executive @ffiand Principal Financial Officer, as
appropriate, to allow timely decisions regardinguieed disclosure. In designing and evaluatingdiselosure controls and procedures,
management recognized that any controls and proegdoo matter how well designed and operatedpoavride only reasonable assurance of
achieving the desired control objectives, and mamamt necessarily was required to apply its juddrimeavaluating the cost benefit
relationship of possible controls and procedures.

As required by Rule 13a-15(b) and 156ib) promulgated under the Exchange Act, we chwig an evaluation, under the supervis
and with the participation of our management, ideig our Principal Executive Officer and Princifgéhancial Officer, of the effectiveness of
the design and operation of our disclosure conaintsprocedures as of the end of the period cousredis Annual Report. Based on the
foregoing, our Principal Executive Officer and Ripal Financial Officer concluded that our disclasaontrols and procedures were effective
at the reasonable assurance level as of Decemh2029

Management's Report on Internal Control Over FiriahReporting

Our management is responsible for establishingnaaidtaining adequate internal control over finaha@orting, as such term is
defined in Exchange Act Rules 13a-15(f) and 15d)18ésigned to provide reasonable assurance rieggttte reliability of financial reporting
and the preparation of financial statements foemrl purposes in accordance with GAAP. Becausts afherent limitations, internal control
over financial reporting may not prevent or detaidstatements. Also, projections of any evaluatibeffectiveness to future periods are
subject to the risk that internal controls may lmednadequate because of changes in conditiotisabthe degree of compliance with the
policies and procedures may deteriorate.

Under the supervision and with the participatiomof management, including our principal executffecer and principal financial
officer, we conducted an evaluation of the effemti@ss of our internal control over financial repaytased on the framework in the 1992
Internal Contro-Integrated Frameworissued by the Committee of Sponsoring Organizatidriie Treadway Commission. Based on the
results of our evaluation, our management conclakiadour internal control over financial reportiwgs effective as of December 29, 2013 .

Our internal control over financial reporting haseh audited by Deloitte & Touche LLP, an independegistered public accounting
firm, as stated in their report appearing belowiclwtexpresses an unqualified opinion on the effeckéss of our internal control over financial
reporting as of December 29, 2013 .

Changes in Internal Control over Financial Repogin
There were no changes in our internal control divmancial accounting and reporting (as defined ideR 13a-15(f) and 15d-15(f) of
the Exchange Act) during the fourth quarter offieeal year ended December 29, 2013 that have rabyeaffected, or are reasonably likely to

materially affect, our internal control over fingalareporting.
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Item 9B. Other Information

None

PART III

Item 10. Directors, Executive Officers and Corporate Govence.

The information required by this item is incorpehby reference to our definitive proxy statemdatlfin connection with our 2014
Annual Meeting of Stockholders or an amendmenhi®Annual Report to be filed with the SEC withid0ldays after the close of our fiscal
year endeDecember 29, 2013 .
Item 11. Executive Compensation.

The information required by this item is incorpehby reference to our definitive proxy statemdatlfin connection with our 2014
Annual Meeting of Stockholders or an amendmenhi®Annual Report to be filed with the SEC withid0ldays after the close of our fiscal
year endeDecember 29, 2013 .
Item 12. Security Ownership of Certain Beneficial Owners aiinagement and Related Stockholder Matters.

The information required by this item is incorpehby reference to our definitive proxy statemdatlfin connection with our 2014

Annual Meeting of Stockholders or an amendmenhi®Annual Report to be filed with the SEC withid0ldays after the close of our fiscal
year endeDecember 29, 2013 .

Item 13. Certain Relationships and Related Transactions, abutector Independence.
The information required by this item is incorpehby reference to our definitive proxy statemdatlfin connection with our 2014

Annual Meeting of Stockholders or an amendmenhi®Annual Report to be filed with the SEC withid0ldays after the close of our fiscal
year endeDecember 29, 2013 .

Item 14. Principal Accountant Fees and Services.
The information required by this item is incorp@aby reference to our definitive proxy statemdatifin connection with our 2014

Annual Meeting of Stockholders or an amendmenhi®Annual Report to be filed with the SEC withid0ldays after the close of our fiscal
year endeDecember 29, 2013 .

PART IV
Item 15. Exhibits and Financial Statements Schedules.

(8)(1) Financial Statement:

64




Table of Contents

The Consolidated Financial Statements of KratoebBsdt & Security Solutions, Inc. and Reports of ideld.LP, and Grant
Thornton LLP, Independent Registered Public Accimgnirms, are included in a separate sectionisfAnnual Report beginning on page F-
1.

(8)(2) Financial Statement Schedule

Schedules not listed above have been omitted betheayg are not applicable or are not required eiirlformation required to be set

forth therein is included in the Consolidated FitiahStatements or the notes thereto.

(@) (3). Exhibits.

Incorporated by

Reference
Filing Date/ Filed-
Exhibit Period End Furnished
Number Exhibit Description Form Date Exhibit Herewith
2.1+ Agreement and Plan of Merger, dated Februa 424 02/08/11 n/a
2011, by and among Kratos Defense & Security
Solutions, Inc., Lanza Acquisition, Co. and
Herley Industries, Inc. (incorporated by reference
to Annex A to the Prospectus Supplement dated
February 8, 2011, pursuant to the Registration
Statement on Form S-3 of Kratos Defense &
Security Solutions, Inc.)
2.2+ Agreement and Plan of Merger, dated May 15, 8-K 05/18/2011 2.1

2011, by and among Kratos Defense & Security
Solutions, Inc., Integral Systems, Inc., IRIS
Merger Sub Inc., and IRIS Acquisition Sub LLC.

2.3+ Stock Purchase Agreement, dated May 8, 2012, 8-K 5/8/2012 2.1
by and among Kratos Defense & Security
Solutions, Inc., Composite Engineering, Inc., and
Amy Fournier, the stockholders representative

3.1 Amended and Restated Certificate of 10-Q 09/30/2001 4.1
Incorporation of Kratos Defense & Security (000-27231)
Solutions, Inc

3.2 Certificate of Ownership and Merger of Kratos 8-K 09/14/2007 3.1
Defense & Security Solutions, Inc. into Wireless (000-27231)
Facilities, Inc.

3.3 Certificate of Amendment to Amended and 10-Q 09/27/2009 3.1
Restated Certificate of Incorporation of Kratos (001-34460)
Defense & Security Solutions, Inc.

3.4 Certificate of Designations, Preferences and 10-Q 09/30/2001 4.2
Rights of Series A Preferred Stock. (000-27231)

35 Certificate of Designations, Preferences and 8-K/A 06/5/2002 (000- 4.1
Rights of Series B Preferred Stock (included as 27231)

Exhibit A to the Preferred Stock Purchase
Agreement dated as of May 16, 2002 among the
Company, Meritech Capital Partners Il L.P.,
Meritech Capital Affiliates Il L.P., MCB
Entrepreneur Partners Il L.P., Oak Investment
Partners X, Limited Partnership, Oak X Affiliates
Fund, Limited Partnership, Oak Investment
Partners IX, L.P, Oak Affiliates Fund, L.P, Oak
IX Affiliates Fund-A, L.P, and the KLS Trust
dated July 14, 1999).

3.6 Certificate of Designation of Series C Preferred 8-K 12/17/2004 3.1
Stock. (000-27231)
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Exhibit
Number

Incorporated by
Reference

Exhibit Description

Filing Date/
Period End
Form Date

Exhibit

Filed-
Furnished
Herewith

3.7

4.1
4.2

4.3

4.4

4.5

4.6

4.7

4.8

Second Amended and Restated Bylaws of Kratos
Defense & Security Solutions, Inc.

Specimen Stock Certificate.

Rights Agreement, dated as of December 16,
2004, between Kratos Defense & Security
Solutions, Inc. and Wells Fargo, N.A.

Amendment No. 1 to Rights Agreement, dated as
of May 14, 2012, between Kratos Defense &
Security Solutions, Inc. and Wells Fargo, N.A.

Indenture, dated as of May 19, 2010, by and
among Kratos Defense & Security

Solutions, Inc., the Guarantors set forth therein
and Wilmington Trust FSB, as Trustee and
Collateral Agent (including the Form of 10%
Senior Secured Notes due 2017 as an exhibit
thereto).

First Supplemental Indenture, dated as of
February 7, 2011, by and among Kratos
Defense & Security Solutions, Inc., the
guarantors listed on Exhibit A thereto and
Wilmington Trust FSB, to the Indenture, dated as
of May 19, 2010 (as amended or supplemented),
among Kratos Defense & Security Solutions,
Inc., the guarantors party thereto and Wilmington
Trust FSB, as trustee and collateral agent.

Supplemental Indenture, dated April 1, 2011,
among the guaranteeing subsidiaries named
therein and Wilmington Trust FSB, as trustee, to
the Indenture (as amended or supplemented),
dated as of May 19, 2010, among Kratos
Defense & Security Solutions, Inc., the
guarantors party thereto and Wilmington Trust
FSB, as trustee and collateral agent.

Third Supplemental Indenture, dated April 15,
2011, by and among Kratos Defense & Security
Solutions, Inc., the guaranteeing subsidiaries
named therein and Wilmington Trust FSB, as
trustee and collateral agent, to the Indenture,
dated as of May 19, 2010 (as amended or
supplemented), among Kratos Defense &
Security Solutions, Inc., the guarantors party
thereto and Wilmington Trust FSB, as trustee and
collateral agent.

Sixth Supplemental Indenture, dated July 27,
2011, by and among Kratos Defense & Security
Solutions, Inc., the guaranteeing subsidiaries
named therein and Wilmington Trust, National
Association (as successor by merger to
Wilmington Trust FSB), as trustee and collateral
agent, to the Indenture, dated as of May 19, 2010
(as amended or supplemented), among Kratos
Defense & Security Solutions, Inc., the
guarantors party thereto and Wilmington Trust
FSB, as trustee and collateral agent.
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8-K 03/15/2011

10-K 12/26/2010

8-K 12/17/2004
(000-27231)

8-K 05/15/2012

8-K 05/25/2010

8-K 02/07/2011

8-K 04/07/2011

8-K 04/20/2011

8-K 07/29/2011

3.1

4.1
4.1

4.1

4.1

10.2

4.1

4.1

4.1
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Exhibit
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Form

Filing Date/
Period End
Date

Exhibit

Filed-
Furnished
Herewith

49

4.10

411

412

4.13

4.14

4.15

4.16

10.1

10.2#

10.3#

Form of 10% Senior Secured Note due 2017
(issuable in connection with the 2010 exchange
offer).

Form of 10% Senior Secured Note due 2017
(issuable in connection with the August 2011
exchange offer).

Form of 10% Senior Secured Note due 2017
(issuable in connection with the October 2011
exchange offer).

Registration Rights Agreement, dated as of May
19, 2010, by and among Kratos Defense &
Security Solutions, Inc., the Guarantors set forth
therein, Jefferies & Company, Inc., B. Riley &
Co., LLC, Imperial Capital, LLC, Keybanc
Capital Markets Inc. and Noble International
Investments, Inc.

Indenture, dated March 25, 2011, by and among
Acquisition Co. Lanza Parent, the Guarantors
named therein and a party thereto, and
Wilmington Trust FSB, as Trustee and Collateral
Agent (including the Form of 10% Senior
Secured Notes).

First Supplemental Indenture, date April 4, 2011,
by and among Kratos Defense & Security
Solutions, Inc., Herley Industries, Inc. and
Wilmington Trust FSB, as Trustee and Collateral
Agent, to the Indenture, dated as of March 25,
2011, among Kratos Defense & Security
Solutions, Inc., the Guarantor party thereto and
Wilmington Trust FSB, as Trustee and Collateral
Agent.

Registration Rights Agreement, dated March 25,
2011, by and among Kratos Defense & Security
Solutions, Inc., Acquisition Co. Lanza Parent,
Lanza Acquisition Co., the Guarantors named
therein, Jefferies & Company, Inc., KeyBanc
Capital Markets Inc. and Oppenheimer & Co.

Registration Rights Agreement, dated July 27,
2011, by and among Kratos Defense & Security
Solutions, Inc., the guarantors named therein,
Jefferies & Company, Inc., KeyBanc Capital
Markets Inc. and B. Riley & Co., LLC.
Commitment Letter, dated February 7, 2011, by
and among Kratos Defense & Security Solutions,
Inc. and Jefferies Group, Inc., Key Capital
Corporation and OPY Credit Corp.

Form of Indemnification Agreement by and
between Kratos Defense & Security Solutions,
Inc. and its directors and executive officers.

2000 Nonstatutory Stock Option Plan.
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S-4

S-4

S-4

8-K

8-K

8-K

8-K

8-K

8-K

10-Q

10-Q

06/28/10

06/07/2011

10/25/2011

05/25/2010

03/29/2011

04/04/2011

03/29/2011

07/29/2011

02/07/2011

06/26/2011

9/30/2000 (000-

27231)

4.1

4.2

4.2

10.4

4.1

4.2

4.2

4.2

10.1

10.8

10.2
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Incorporated by

Reference
Filing Date/ Filed-
Exhibit Period End Furnished
Number Exhibit Description Form Date Exhibit Herewith
10.4# Form of Stock Option Agreement and Grant 10-Q 09/30/2000 10.3
Notice used in connection with the 2000 (000-27231)
Nonstatutory Stock Option Plan.
10.5# Nonqualified Deferred Compensation Plan. 10-K 12/31/2005 10.44
(000-27231)
10.6# 2005 Equity Incentive Plan. S-8 08/01/2005 99.1
(333-127060)
10.7# Form of Stock Option Agreement pursuant to the S-8 08/01/2005 99.1
2005 Equity Incentive Plan. (333-127060)
10.8# Form of Restricted Stock Unit Agreement and 8-K 01/17/2007 99.3
Form of Notice of Grant under the 2005 Equity (000-27231)
Incentive Plan.
10.9# Herley Industries, Inc. 1996 Stock Option Plan. S-8 04/08/2011 4.10
10.10# Herley Industries, Inc. 1997 Stock Option Plan. S-8 04/08/2011 411
10.11# Herley Industries, Inc. 1998 Stock Option Plan. S-8 04/08/2011 412
10.12# Herley Industries, Inc. 2000 Stock Option Plan. S-8 04/08/2011 413
10.13# Herley Industries, Inc. 2003 Stock Option Plan. S-8 04/08/2011 414
10.14# Herley Industries, Inc. Amended and Restated S-8 04/08/2011 4.15
2006 New Employee Stock Option Plan.
10.15# Integral Systems, Inc. Amended and Restated S-8 10/25/2011 4.10
2002 Stock Option Plan.
10.16# Integral Systems, Inc. 2008 Stock Incentive Plan. S-8 10/25/2011 411
10.17# 2011 Equity Incentive Plan. DEF 14A 04/15/2011 n/a
10.18# Form of Notice of Grant of Restricted Stock 8-K 11/18/2011 10.10
Units and Restricted Stock Unit Award
Agreement pursuant to the 2011 Equity Incentive
Plan.
10.19# Employment Agreement, dated as of July 22, 10-K 12/26/2010 10.15
2010, by and between Kratos Government
Solutions, Inc. and David Carter.
10.20# First Amendment to Employment Agreement, 10-Q 09/25/2011 10.90
dated as of August 4, 2011, by and between
Kratos Defense Engineering Solutions, Inc. and
David Carter.
10.21# Second Amended and Restated Executive 10-Q 06/26/2011 10.30
Employment Agreement, dated as of August 4,
2011, by and between Kratos Defense & Security
Solutions, Inc. and Eric DeMarco
10.22# Second Amended and Restated Severance and 10-Q 06/26/2011 10.40
Change of Control Agreement, dated as of
August 4, 2011, by and between Kratos Defense
& Security Solutions, Inc. and Deanna Lund.
10.23# Amended and Restated Severance and Change of 10-Q 6/26/2011 10.80

Control Agreement, dated as of August 4, 2011,
by and between Kratos Defense & Security
Solutions, Inc. and Deborah S. Butera.
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Exhibit

Filed-
Furnished
Herewith

10.24#

10.25#

10.26#

10.27

10.28

10.29

10.30

10.31

10.32

10.33

Employment Agreement, dated as of August 4,
2011, by and between Kratos Public Safety &
Security Solutions, Inc. and Ben Goodwin.

Settlement Agreement and General Release of
Claims, dated as of October 16, 2009, among
Kratos Defense & Security Solutions, Inc.,
KeyBank National Association, Field Point IlI,
Ltd. and SPF CDO |, Ltd.

Sublease Agreement, dated as of December 17,
2009, by and between Amylin Pharmaceuticals,
Inc. (Sublessor) and Kratos Defense & Security
Solutions, Inc. (Sublessee).

Purchase Agreement, dated as of May 12, 2010,
by and among Kratos Defense & Security
Solutions, Inc., the Guarantors set forth therein,
Jefferies & Company, Inc., B. Riley & Co., LLC,
Imperial Capital, LLC, Keybanc Capital Markets
Inc. and Noble International Investments, Inc.

Security Agreement, dated as of May 19, 2010,
by and among Kratos Defense & Security

Solutions, Inc., the Guarantors set forth therein
and Wilmington Trust FSB, as Collateral Agent.

Intercreditor Agreement, dated as of May 19,
2010, by and among Kratos Defense & Security
Solutions, Inc., the Guarantors set forth therein,
Wilmington Trust FSB, as Indenture Agent, and
KeyBank National Association, as Credit Facility
Agent.

Credit Agreement, dated as of March 3, 2010,
among Kratos Defense & Security Solutions,
Inc., KeyBank National Association, as
Administrative Agent and Lender, Bank of
America, N.A., as Syndication Agent and Lent
and the other financial institutions parties theret
with Keybanc Capital Markets and Banc of
America Securities, LLC, as Co-Lead Arrangers
and Book Runners.

First Amendment Agreement, dated as of
December 13, 2010, by and among Kratos
Defense & Security Solutions, Inc., as Borrower,
the Lenders named therein and KeyBank Nati
Association, as Lead Arranger, Sole Book Rul
and Administrative Agent.

Second Amendment Agreement, dated as of
February 7, 2011, among Kratos Defense &
Security solutions, the Lenders named therein
KeyBank National Association.

Purchase Agreement, dated March 22, 2011, by
and among Kratos Defense & Security Solutions,
Inc., Acquisition Co. Lanza Parent, Lanza
Acquisition Co., the guarantors named therein,
Jefferies & Company, Inc., KeyBanc Capital
Markets, Inc. and Oppenheimer & Co. Inc.
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10-Q

10-Q

10-K

8-K

8-K

8-K

8-K

8-K

8-K

09/25/2011
09/27/2009
(001-34460)
12/27/2009

(000-34460)

05/25/2010

05/25/2010

05/25/2010

03/08/2010
(001-34460)

12/16/2010

02/07/2011

03/29/2011

10.10

10.10

10.26

10.10

10.20

10.30

10.10

10.10

10.30

10.10
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Incorporated by

Reference
Filing Date/ Filed-
Exhibit Period End Furnished
Number Exhibit Description Form Date Exhibit Herewith
10.34 Security Agreement, dated March 25, 2011, by 8-K 03/29/2011 10.20
and among Acquisition Co. Lanza Parent, Lanza
Acquisition Co. and Wilmington Trust FSB, as
Collateral Agent.
10.35 Credit and Security Agreement, dated as of May 8-K 07/29/2011 10.10
19, 2010, as amended and restated as of July 27,
2011, among Kratos Defense & Security
Solutions, Inc., as Borrower, the Lenders named
therein and KeyBank National Association, as
Lead Arranger, Sole Book Runner and
Administrative Agent.
10.36 First Amendment Agreement, dated as of 8-K 11/18/2011 10.10
November 14, 2011, by and among Kratos
Defense & Security Solutions, Inc., as Borrower,
the Lenders named therein, and Key Bank
National Association, as Lead Arranger, Sole
Book Runner and Administrative Agent.
10.37 Purchase Agreement, dated July 14, 2011, by and 10-Q 09/25/2011 10.20
among Kratos Defense & Security Solutions,
Inc., the Guarantors named therein, Jefferies &
Company, Inc., KeyBanc Capital Markets Inc.
and B. Riley & Co., LLC, as amended by that
certain Joinder Agreement, dated July 27, 2011.
10.38 Stipulation and Agreement of Settlement of 10-K 12/27/2009 10.60
Derivative Claims, dated as of January 5, 2010. (001-34460)
10.39 Amended and Restated Herley Industries, Inc. S-8 03/08/2012 4.10
2010 Stock Plan, and the forms of agreement
related thereto.
10.40 Amended and Restated Integral Systems, Inc. S-8 03/08/2012 411
2008 Stock Incentive Plan, and the forms of
agreement related thereto.
10.41 Second Amendment to Credit and Security 8-K 05/08/2012 10.10
Agreement, dated as of May 4, 2012, among
Kratos Defense & Security Solutions, the lenders
named therein, and KeyBank National
Association.
10.42 Third Amendment to Credit and Security 8-K 05/08/2012 10.20
Agreement, dated as of May 8, 2012, among
Kratos Defense & Security Solutions, the lenders
named therein, and KeyBank National
Association.
10.43 Standstill Agreement, dated May 14, 2012, 8-K 05/15/2012 10.10
between Kratos Defense & Security
Solutions, Inc., Bandel Carano, Oak Investment
Partners IX, L.P., Oak IX Affiliates Fund, L.P.,
Oak IX Affiliates Fund-A, L.P., Oak X Affiliates
Fund, L.P., Oak Investment Partners X, L.P., and
Oak Investment Partners XIII, L.P.
10.44 Form of Restricted Stock Unit Agreement ente S-8 07/27/2012 4.10

into between Kratos Defense & Security
Solutions, Inc. and certain employees of
Composite Engineering, Inc.
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Incorporated by
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Filing Date/ Filed-
Exhibit Period End Furnished
Number Exhibit Description Form Date Exhibit Herewith
10.45 Fourth Amendment to Credit and Security 10-Q 05/09/2013 10.1

Agreement, dated as of February 27, 2013,

among Kratos Defense & Security Solutions, the

lenders named therein, and KeyBank National

Association.

10.46# Employment Agreement, effective January 17, 8-K 01/22/2014 10.1
2014, by and between Kratos Defense & Security
Solutions, Inc. and Phil Carrai.

21.1 List of Subsidiaries. *

23.1 Consent of Independent Registered Public
Accounting Firm. *

23.2 Consent of Independent Registered Public
Accounting Firm. *

31.1 Certification of Chief Executive Officer pursuant
to Section 302 of the Sarbanes Oxley Act of
2002. *

31.2 Certification of Chief Financial Officer pursuant *
to Section 302 of the Sarbanes Oxley Act of
2002.

32.1 Certification pursuant to 18 U.S.C. Section 1350, *
as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002 for Eric M.
DeMarco.

32.2 Certification pursuant to 18 U.S.C. Section 1350, *
as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002 for Deanna Lund.

101 Financial statements from the Annual Report on *
Form 10K of Kratos Defense & Security
Solutions, Inc. for the year ended December 29,
2013, formatted in XBRL.: (i) the Consolidated
Balance Sheets, (ii) the Consolidated Statements
of Operations and Comprehensive Loss, (iii) the
Consolidated Statements of Cash Flows, (iv) the
Notes to the Consolidated Financial Statements.

+ Certain schedules and exhibits referencedigndocument have been omitted in accordance téth 601(b)(2) of Regulation S-K. A copy
of any omitted schedule and/or exhibit will be fisired supplementally to the Securities and Exch&uaemission upon request.

# Management contract or compensatory planrangement.
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(b) Exhibits

See Item 15(a)(3) above.

(c) Financial Statement Schedules

See Item 15(a)(2) above.

SIGNATURES

Pursuant to the requirements of Section 13 or 1&f(the Securities Exchange Act of 1934, the regigthas duly caused this report to
be signed on its behalf by the undersigned, theoeduly authorized.

Date: March 11, 2014

Kratos Defense & Security Solutions, Inc.

/sl Eric M. DeMarco
Eric M. DeMarco
President and Chief Executive Officer (Principal
By: Executive Officer)

Pursuant to the requirements of the Securities &xgh Act of 1934, this report has been signed bélpthe following persons on
behalf of the registrant and in the capacities@mthe date indicated:
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Signature

/s/ Eric M. DeMarco
Eric M. DeMarco

/s/ Deanna H. Lund
Deanna H. Lund

/s/ Deborah S. Butera
Deborah S. Butera

/s/ Richard Duckworth
Richard Duckworth

s/ Scott Anderson
Scott Anderson

/s/ Bandel Carano
Bandel Carano

/s/ William Hoglund
William Hoglund

/sl Scot Jarvis
Scot Jarvis

/s/ Jane E. Judd
Jane E. Judd

/s/ Sam Liberatore
Sam Liberatore

Title

President, Chief Executive Officer and Director
(Principal Executive Officer)

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

Senior Vice President, General Counsel, Chief
Compliance Officer and Secretary / Registeretituse
Counsel

Vice President and Corporate Controller
(Principal Accounting Officer)

Director

Director

Director

Director

Director

Director
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Date

March 11, 2014

March 11, 2014

March 11, 2014

March 11, 2014

March 11, 2014

March 11, 2014

March 11, 2014

March 11, 2014

March 11, 2014

March 11, 2014
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INDEX TO CONSOLIDATED FINANCIAL STATEMENTS
KRATOS DEFENSE & SECURITY SOLUTIONS, INC.

Reports of Independent Registered Public Accourfiings

Consolidated Balance Sheets as of December 30,&td December 29, 2013
Consolidated Statements of Operations and Compsaleehoss for the Years Ended December 25, 201¢ember 30, 2012, and

December 29, 2013

Consolidated Statements of Stockholders' EquitytferYears Ended December 25, 2011, December 3@, 20d December 29,

2013

Consolidated Statements of Cash Flows for the YEaded December 25, 2011, December 30, 2012, acenilzer 29, 2013

Notes to Consolidated Financial Statements
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of
Kratos Defense & Security Solutions, Inc.
San Diego, California

We have audited the accompanying consolidated balsineet of Kratos Defense & Security Solutions, &md subsidiaries (the "Company")
as of December 29, 2013, and the related consetidsiatements of operations and comprehensivesimekholders' equity, and cash flows for
the year ended December 29, 2013. We also haveedutle Company's internal control over finanagglarting as of December 29, 2013,
based on criteria establishedimernal Control - Integrated Framework (1998fsued by the Committee of Sponsoring Organizatigrike
Treadway Commission. The Company's managemengpensible for these financial statements, for naémmg effective internal control ov
financial reporting, and for its assessment ofeffiectiveness of internal control over financigbogting, included in the accompanying
Management's Report on Internal Control Over FireriReporting. Our responsibility is to expressommion on these financial statements
an opinion on the Company's internal control ousaricial reporting based on our audit.

We conducted our audit in accordance with the statgdof the Public Company Accounting OversightriBq&nited States). Those standards
require that we plan and perform the audit to ebtaasonable assurance about whether the finataiaiments are free of material
misstatement and whether effective internal cordvelr financial reporting was maintained in all ev&l respects. Our audit of the financial
statements included examining, on a test basideaee supporting the amounts and disclosures ifirthecial statements, assessing the
accounting principles used and significant estimatade by management, and evaluating the ovemalhdial statement presentation. Our a

of internal control over financial reporting inckri obtaining an understanding of internal contu@rdinancial reporting, assessing the risk

a material weakness exists, and testing and evaduihie design and operating effectiveness of ivalecontrol based on the assessed risk. Our
audit also included performing such other proceslasewe considered necessary in the circumstaveebelieve that our audit provides a
reasonable basis for our opinions.

A company's internal control over financial repogtis a process designed by, or under the supemidi the company's principal executive
and principal financial officers, or persons penigrg similar functions, and effected by the compsulnpard of directors, management, and
other personnel to provide reasonable assuraneediaeg the reliability of financial reporting anltet preparation of financial statements for
external purposes in accordance with generallygiedeaccounting principles. A company's internaitod over financial reporting includes
those policies and procedures that (1) pertaiheanaintenance of records that, in reasonablel detaurately and fairly reflect the transacti
and dispositions of the assets of the companypr@jide reasonable assurance that transactionse@eded as necessary to permit preparatio
of financial statements in accordance with gengrdtepted accounting principles, and that receiptsexpenditures of the company are bein
made only in accordance with authorizations of ngan@ent and directors of the company; and (3) peoxédsonable assurance regarding
prevention or timely detection of unauthorized asitjon, use, or disposition of the company's asHst could have a material effect on the
financial statements.

Because of the inherent limitations of internaltcoinover financial reporting, including the posiii of collusion or improper management
override of controls, material misstatements duertor or fraud may not be prevented or detected tmely basis. Also, projections of any
evaluation of the effectiveness of the internaltoarover financial reporting to future periods ateébject to the risk that the controls may
become inadequate because of changes in conditiotisat the degree of compliance with the polideprocedures may deteriorate.

In our opinion, the consolidated financial statetegrferred to above present fairly, in all matenégpects, the financial position of the
Company as of December 29, 2013, and the resulteafoperations and their cash flows for the ymaded December 29, 2013, in conformity
with accounting principles generally accepted m lthmited States of America. Also, in our opinidie Company maintained, in all material
respects, effective internal control over financegorting as of December 29, 2013, based on ttexiarestablished imternal Control -
Integrated Framework (199issued by the Committee of Sponsoring Organizatidrike Treadway Commission

/s/ DELOITTE & TOUCHE LLF

San Diego, California
March 11, 2014

F-2
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Board of Directors and Stockholders
Kratos Defense & Security Solutions, Inc.

We have audited the accompanying consolidated balsimeet of Kratos Defense & Security Solutions, (the “Company”gs o
December 30, 2012, and the related consolidatéensémts of operations and comprehensive incoms)(lesckholderséquity
and cash flows for each of the two years in théopgeended December 30, 2012. These financial stattsrare the responsibil
of the Company’s management. Our responsibilitg isxpress an opinion on these financial statermsaged on our audits.

We conducted our audits in accordance with thedstas of the Public Company Accounting Oversighaf8lo(United States
Those standards require that we plan and perfoenatidlit to obtain reasonable assurance about whibiadinancial statemer
are free of material misstatement. An audit inctudeamining, on a test basis, evidence suppotti@ginounts and disclosure:
the financial statements. An audit also includesessing the accounting principles used and sigmifiestimates made
management, as well as evaluating the overall fiadrstatement presentation. We believe that oditswprovide a reasonal
basis for our opinion.

In our opinion, the consolidated financial statetaerferred to above present fairly, in all matlerégpects, the financial positi
of Kratos Defense & Security Solutions, Inc. aPettember 30, 2012, and the results of its opestmd its cash flows for ec
of the two years in the period ended December 302 2n conformity with accounting principles gerigraccepted in the Unite
States of America.

/sl GRANT THORNTON LLP

San Diego, California
March 12, 2013
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KRATOS DEFENSE & SECURITY SOLUTIONS, INC.
CONSOLIDATED BALANCE SHEETS
December 30, 2012 and December 29, 2013
(in millions, except par value and number of sharés



Assets

Current assets:
Cash and cash equivalents
Restricted cash
Accounts receivable, net
Inventoried costs
Income taxes receivable
Prepaid expenses
Other current assets

Other current assets of discontinued operations

Total current assets
Property, plant and equipment, net
Goodwill
Intangible assets, net
Other assets
Other assets of discontinued operations
Total assets
Liabilities and Stockholders’ Equity
Current liabilities:
Accounts payable
Accrued expenses
Accrued compensation
Accrued interest

Billings in excess of costs and earnings on uncetepl contracts

Deferred income tax liability
Other current liabilities
Current portion of long-term debt
Current portion of capital lease obligations
Current liabilities of discontinued operations
Total current liabilities
Long-term debt principal, net of current portion
Long-term debt premium
Capital lease obligations, net of current portion
Deferred income tax liability
Other long-term liabilities
Long-term liabilities of discontinued operations
Total liabilities
Commitments and contingencies
Stockholders’ equity:

Preferred stock, $0.001 par value, 5,000,000 aizébr O shares outstanding at December

30, 2012 and December 29, 2013

Common stock, $0.001 par value, 195,000,000 shar®rized; 56,613,024 and
57,056,892 shares issued and outstanding at Dec&@b2012 and December 29, 2013

respectively
Additional paid-in capital
Accumulated other comprehensive loss
Accumulated deficit
Total stockholders' equity
Total liabilities and stockholders’ equity

The accompanying notes are an integral part oketEmsolidated Financial Statements.

F-4

2012

2013

49.C 55.7
5. 5.C
271.¢ 265.¢
94.2 74.€
3.7 2.1
17. 10.2
7.C 16.7
6.€ —
455 430.:
85.€ 84.¢
596.4 596.4
106.1 69.¢
39.€ 35.2
0. —
1,283. 1,216.¢
83.€ 61.¢
46.2 46.2
47.¢ 44.¢
2 5.2
43.7 52.F
28.¢ 28.2
15.7 8.1
1. 1.
0. 2
4.¢ 2.5
278.¢ 251.(
629.7 628.¢
18.7 14.F
0.4 0.1
— 0.7
31.¢ 25.5
2 0.2
959.¢ 920.¢
847.1 856.(
(0.6) (0.6)
(522.%) (559.9)
324.1 295.¢
1,283.¢ 1,216.¢
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KRATOS DEFENSE & SECURITY SOLUTIONS, INC.

CONSOLIDATED STATEMENTS OF OPERATIONS AND COMPREHEN SIVE LOSS
Years ended December 25, 2011, December 30, 201 Becember 29, 2013

(in millions, except per share amounts)

Service revenues
Product sales
Total revenues
Cost of service revenues
Cost of product sales
Total costs
Gross profit
Selling, general and administrative expenses
Merger and acquisition related items
Research and development expenses
Impairment of goodwill and intangible assets
Unused office space and other
Operating income (loss) from continuing operations
Other income (expense):
Interest expense, net
Other income, net
Total other expense, net
Loss from continuing operations before income taxes
Provision (benefit) for income taxes from contirpimperations
Loss from continuing operations
Loss from discontinued operations
Net loss

Basic and diluted loss per common share:
Net loss from continuing operations
Net loss from discontinued operations
Net loss per common share
Weighted average common shares outstanding:
Basic and diluted
Comprehensive Loss
Net loss from above
Other comprehensive loss:
Change in cumulative translation adjustment
Post retirement benefit reserve adjustment neboékpense
Other comprehensive loss, net of tax
Comprehensive loss

The accompanying notes are an integral part ottEmsolidated Financial Statements.

2011 2012 2013

351.( 450.( 443.¢
362.¢ 519.C 507.(
713.¢ 969. 950.¢€
260. 350.¢ 335.
262.( 361.0 375.4
522.7 712.( 710.€
191 257.c 240.
140.¢ 193.1 193.C
12.F 2.7) (3.9)
8.€ 17.€ 21.2
— 96.€ —
— 2.1 2.9)
29.F (49.7) 31.¢
(51.7) (66.1) (63.7)
— 1.2 —
(51.7) (64.5) (63.7)
(21.6) (114.9) (31.9
1. (1.6) —
(23.5) (112.9) (31.9
(0.7) (1.5) (5.9
(24.2) (114.9) (37.9)
(0.86) (2.47) (0.56)
(0.09) (0.09 (0.09
(0.89) (2.44) (0.65)
27.2 46.¢ 56.€
(24.2) (114.9) (37.9)
0.1 (0.4 —
0.9 0.2) —
0.2) (0.6) —
(24.9) (115.0) (37.9)
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KRATOS DEFENSE & SECURITY SOLUTIONS, INC.

CONSOLIDATED STATEMENTS OF STOCKHOLDER'S EQUITY

Years ended December 25, 2011, December 30, 201 Becember 29, 2013

Balance, December 26, 2010

Issuance of common stock for employee stock
purchase plan, options and warrants

Issuance of common stock for cash

Issuance of common stock for acquisitions

Fair value of options assumed for acquisitions

Stock-based compensation

Conversion of convertible notes

Common stock repurchased

Net loss

Other comprehensive loss, net of tax
Balance, December 25, 2011

Issuance of common stock for cash

Issuance of common stock for acquisitions

Stock-based compensation

Issuance of common stock for employee stock
purchase plan, options and warrants

Common stock repurchased for employee stock

purchase plan

Restricted stock units traded for taxes

Net loss

Other comprehensive loss, net of tax
Balance, December 25, 2012

Stock-based compensation

Issuance of common stock for employee stock
purchase plan, options and warrants

Restricted stock units traded for taxes

Net loss

Other comprehensive loss, net of tax
Balance, December 29, 2013

(in millions)

Accumulated

Common Stock  additional Other Total
Paid-In Comprehensive Accumulated Stockholders'
Shares Amounts  Capital Loss Deficit Equity
18 $ — $ 553f % — 3 (383.0) $ 169.¢
0.4 — 2.C — — 2.C
4.¢ — 61.1 — — 61.1
10.4 — 109.% — — 109.7
— — 1.€ — — 1.€
— — ahe — — ahe
0.1 — — — — —
(2.0 = (10.9) = = (10.9)
— — — — (24.29) (24.2)
— — — 0.2 — 0.2
32.4 — 720.¢ 0.2 (407.9) 312.¢
20.C — 97.C — — 97.(
4.C — 23.¢ — — 23.¢
— = 6.€ = = 6.€
0.2 — — — — —
= = 0.7) = = 0.7)
— — 0.2 — — 0.2
= = = = (114.9) (114.9)
— — — (0.6 — (0.6)
56.€ — 847.1 0.8 (522.9) 324.1
— — 7.4 — — 7.4
& — 1.€ — — 1.€
0.1 — (0.1) — — (0.1)
— — — — (37.9) (37.9)
57 $§ — $ 85. $ 08 $ (5599 $ 295.¢

The accompanying notes are an integral part oket@@msolidated Financial Statements.
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KRATOS DEFENSE & SECURITY SOLUTIONS, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS
Years ended December 25, 2011, December 30, 201 Becember 29, 2013

(in millions)
2011 2012 2013
Operating activities:
Net loss $ (242 $ (1149 $ (37.2
Loss from discontinued operations 0.9 (1.5) (5.9
Loss from continuing operations (23.5) (112.9 (31.9
Adjustments to reconcile net loss from continuipgm@tions to net
cash provided by operating activities from contimquoperations:
Depreciation and amortization 48.C 58.C 53.4
Deferred income taxes 0.3 (2.5 (0.9
Stock-based compensation 3.3 6.€ 7.4
Mark to market on swaps 0.9 — —
Goodwill and intangible assets impairment charge — 96.€ —
Amortization of deferred financing costs 3.8 5.1 5.1
Amortization of premium on Senior Secured Notes (2.9 (4.2 4.2
Provision for doubtful accounts 1.8 0.4 1.C
Change in accrual for excess facilities — 1.€ 4.7
Changes in assets and liabilities, net of acqaissti
Accounts receivable (14.9 2.8 4.9
Inventoried costs 43 (5.2) 20.C
Prepaid expenses 14 1.9 1.¢
Other assets 1.3 0.2) (7.0
Accounts payable (15.¢) 25.€ (22.0)
Accrued expenses 1.C (10.9) 0.7)
Accrued compensation (3.9 4.: (3.0
Accrued interest 3.1 1.2 (1.9
Billings in excess of costs and earnings on unceteg!
contracts (1.9 (5.0 8.8
Income tax receivable and payable 0.2 (0.7) 1°6
Other liabilities (0.3 (7.9 (6.5
Net cash provided by operating activities from awrhg
operations 5.2 52.2 22.€
Investing activities:
Cash paid for acquisitions, net of cash acquired (391.9) (149.9 2.2
Proceeds from the disposition of discontinued ojimTa — 0.2 1.3
Cash transferred from restricted cash 3.C 0.€ 0.4
Capital expenditures (7.5 (16.€) (16.6)
Net cash used in investing activities from contirgui
operations (395.6 (165.7) (12.9)
Financing activities:
Proceeds from the issuance of long-term debt, fnesnance costs 4257 — —
Proceeds from the issuance of common stock, rissoénce costs 61.1 97.C —
Borrowing under credit facility — 50.C —
Repayments under credit facility 2.7 (51.0 (2.0)
Purchase of treasury stock (10.9) — —
Cash paid for contingent acquisition considerati — (2.5 (2.9
Debt issuance costs (22.7) 1.2 —
Proceeds from exercise of restricted stock unitgleyee stock
options, and employee stock purchase plan 2.C — 1kt

Nthar



Net cash provided by (used in) financing activifiesn
continuing operations

Net cash flows of continuing operations

Net operating cash flows of discontinued operations
Effect of exchange rate changes on cash and caslaémts
Net increase (decrease) in cash and cash equivalent
Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

Supplemental disclosure of cash flow information:
Cash paid during the year for interest
Net cash paid during the year for income taxes
Non-cash investing and financing activities:
Common stock and stock options issued for acqorsti
Liability for contingent cash consideration

Supplemental disclosures of non-cash investingfimadicing
transactions:

Fair value of assets acquired in acquisitions
Liabilities assumed in acquisitions

The accompanying notes are an integral part ottEmsolidated Financial Statements.

0.7) (1.4) (0.9)

4524 90.¢ (2.0

62.C (21.9 7.9

2.7) 1. 1.3

(0.5) — 0.1

58.¢ (20.6) 6.7

10.€ 69.€ 49.(

$ 69.6 $ 490 $ 55.7
$ 462 % 640 $ 63.
$ 15 $ 27 % 0.2
$ 1116 $ 236 $ —
$ 1€ $ 21 $ —
$ 7311 $ 2185 $ —
$ 1972 $ 352 $ —
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KRATOS DEFENSE & SECURITY SOLUTIONS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1. Organization and Summary of Significant Acounting Policies

€) Description of Busines

Kratos Defense & Security Solutions, Inc. (“Kratas”the “Company”)s a specialized security technology business dingimissior
critical products, solutions and services for daiiceand international customers, with its principastomers being agencies of the U.S.
Government. Kratos' core capabilities are soplaitdit engineering, manufacturing, technology devakg, and system integration, and test
and evaluation offerings for national security fleihs and programs. Its principal products andtgmis are related to Command, Control,
Communications, Computing, Combat Systems, Intefigg, Surveillance and Reconnaissance (“C5ISR¥jgdeengineer and manufacture
specialized electronic components, subsystemsyastdras for electronic attack, electronic warfaaglar, and missile system platforms;
integrated technology solutions for satellite cominations; products and solutions for unmannedesyst products and services related to
cybersecurity and cyberwarfare; products and smistior ballistic missile defense; weapons systeaisers; advanced network engineering
and information technology services; weapons systéatycle support and sustainment; military weapange operations and technical
services; and public safety, critical infrastruetsecurity and surveillance systems.

The Company conducts most of its business withuttse Government (which includes foreign militaryesd and performs work as 1
prime contractor, subcontractor, or preferred sepprhe Company also conducts business with Istale, and foreign governments and
domestic and international commercial customers.

The Company operates in two principal business saggnKratos Government Solutions (“*KGS”) and PulBlafety & Security
(“PSS”). The Company organizes its business segments bagbe oature of the services offered. Transacti@taeen segments are gener
negotiated and accounted for under terms and gonslisimilar to other government and commerciaki@ats, and these intercompany
transactions are eliminated in consolidation. Tiharfcial statements in this Annual Report on Fof¥Kl(this “Annual Report”) are presented
in a manner consistent with the Company's operatingture. For additional information regarding thompany's operating segments, see
Note 14 of the Notes to the Consolidated Finariatements

b) Principles of Consolidation and Basis of Presentain

The Consolidated Financial Statements include tceunts of Kratos and its wholly-owned subsidiaries which all intercompany
transactions have been eliminated in consolidation.

In June 2012, the Company committed to a planlt@sgdain lines of business associated with arasnsatellite-cased products and
fly-away terminals of the non-core businesses aedun the Integral acquisition. In accordance Wtancial Accounting Standards Board
("FASB") Accounting Standards Codification ("ASTYpic 205, Presentation of Financial Statementfit 205"), these businesses have
been classified as held for sale and reportedsooditinued operations in the accompanying Condelilinancial Statements. See Note 9.

(c) Fiscal Year

The Company has a 52/53 week fiscal year endinth®tast Sunday of the calendar year, with intdigtal periods ending on the Iz
Sunday of each calendar quarter. There were 5Bdaleveeks in the fiscal years ended on Decemhe?®3 and December 29, 2013 . There
were 53 calendar weeks in the fiscal year ended on
December 30, 2012 .

(d) Use of Estimate

The preparation of financial statements in confoymiith accounting principles generally acceptethia United States
("U.S. GAAP”) requires management to make estimatesassumptions that affect the reported amodratssets and liabilities, the disclosure
of contingent assets and liabilities at the datédeffinancial statements and the reported amaifesvenues and expenses during the reportin
period. Such estimates include
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revenue recognition, allowance for doubtful acceumtarranties, inventory valuation, valuation afdelived assets including identifiable
intangibles and goodwill, accounting for incomedsuincluding the related valuation allowance ondéferred tax asset and uncertain tax
positions, contingencies and litigation, contingacquisition consideration, stock-based compensatigses on unused office space, and
business combination purchase price allocationthdrfuture, the Company may realize actual resiétsdiffer from the current reported
estimates and if the estimates that the Companyses change in the future, such changes coulddavwaterial impact on the Company's
consolidated financial position, results of operasi and cash flows.

(e) Revenue Recognitio

The Company generates its revenue from three diffaypes of contractual arrangements: cost-plas@mtracts, time-and-materials
contracts, and fixed-price contracts. Revenue atrplusfee contracts is recognized to the extent of alldevaosts incurred plus an estimat
the applicable fees earned. The Company considessunder cost-plus-fee contracts to be earnepogion to the allowable costs incurred
in performance of the contract and recognizeseateyant portion of the expected fee to be awargeithd customer at the time such fee can be
reasonably estimated, based on factors such psdtsaward experience and communications withctitomer regarding performance,
including any interim performance evaluations readeyy the customer. Revenue on time-and-mater@aigacts is recognized to the extent of
billable rates times hours delivered for services/jgled, to the extent of material cost for produibelivered to customers, and to the extent of
expenses incurred on behalf of the customers.

The Company has three basic categories of fixezkmdntracts: fixed unit price, fixed-price-levéledfort, and fixed-price-
completion. Revenue recognition methods on fixadepcontracts will vary depending on the naturéhefwork and the contract terms.
Revenues on fixed-price service contracts are decbas work is performed in accordance W8C Topic 605, Revenue Recognition (“Topic
605") , specificallyTopic 605-10-S99which generally requires revenue to be deferred all of the following have occurred: (1) thesea
contract in place; (2) delivery has occurred ovisess have been provided; (3) the price is fixedeterminable; and, (4) collectability is
reasonably assured. Revenues on fixed-price castii@at require delivery of specific items may bearded based on a price per unit as units
are delivered. Revenue for fixgulice contracts in which the Company is paid a jgegmount to provide services for a stated penbtime is
recognized ratably over the service period.

On a portion of the fixed price-completion conteaeevenue is recognized in accordance Wahic 605using the percentage-of-
completion method based on the ratio of total ciogtsrred to date compared to estimated total dostemplete the contract. Estimates of ¢
to complete include material, direct labor, overhemnd allowable indirect expenses for governmentrects. These cost estimates are
reviewed and, if necessary, revised on a contrgaelmtract basis. If, as a result of this revievanagement determines that a loss on a contre
is evident, then the full amount of estimated liessharged to operations in the period. As of Demem30, 2012 and December 29, 2013, the
provisions for losses on contracts were $4.2 nnilaod $4.8 million , respectively.

In certain instances, when the Company's custohmeere requested that it commence work prior to ptasfi the contract award a
funding and it has incurred costs related to tpat#ic anticipated contract, and the Company beBerecoverability of the costs is probabl
may defer those costs incurred until the associedatract has been awarded and funded by the castom

In accounting for the Company's loterm contracts for production of products providedhe U.S. Government, the Company util
both cost-to-cost and units delivered measuresruhdegpercentage-of-completion method of accountimger the provisions dfopic 605.
Under the units delivered measure of the percent&gempletion method of accounting, sales aregated as the units are accepted by the
customer generally using sales values for unitecordance with the contract terms. The Companmatds profit as the difference between
total estimated revenue and total estimated costomintract and recognizes that profit over theedif the contract based on units delivered or &
computed on the basis of the estimated final aweuaif costs plus profit. The Company classifiestiact revenues as product sales or service
revenues depending upon the predominant attrilmitése relevant underlying contracts.

Significant management judgments and estimatekidimg but not limited to the estimated costs tmptete projects, must be made
and used in connection with the revenue recogriizedy accounting period. A cancellation, schedigkay, or modification of a fixed-price
contract which is accounted for using the percesrafigcompletion method may adversely affect the Gany's gross margins for the period in
which the contract is modified or canceled. Undmtain circumstances, a cancellation or negativdification could result in the Company
having to
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reverse revenue that was recognized in a prioogetius significantly reducing the amount of raxenrecognized for the period in which the
adjustment is made. Correspondingly, a positiveifitadion may positively affect gross margins. kidétion, a schedule delay or modificatic
can result in an increase in estimated cost to &etmghe project, which would also result in an &ofpto gross margins. Material differences
may result in the amount and timing of the Compamg¥enue for any period if management made diff§telgments or utilized different
estimates.

It is the Company's policy to review any arrangenoamtaining software or software deliverables serices against the criteria
contained inASC Topic 985, Software (“Topic 985'Qlnder the provisions ofopic 985, the Company reviews the contract value of softwar
deliverables and services and determines allocatbbthe contract value based on vendor-specifieablve evidence (“VSOE”) of fair value
for each of the software elements. All softwar@agements requiring significant production, moeifien, or customization of the software are
accounted for in conformity witfiopic 605.

The Company's contracts may include the provisianare than one of its services (“multiple elemarangements”). In these
situations, the Company applies the guidanceopiic 605. Accordingly, for applicable arrangements, revereegnition includes the proper
identification of separate units of accounting #melallocation of revenue across all elements baneaeélative fair values.

For multiple element arrangements that include\lward products containing software essential tdhirdware products' functionali
the Company allocates revenue to all deliverabdsed on their relative selling prices. In suchuinstances, the Company uses a hierarchy t
determine the selling price to be used for allagatevenue to deliverables: (i) VSOE, (ii) thirdryaevidence of selling price (“TPE”), and
(iii) best estimate of the selling price (“ESP”).

VSOE generally exists only when the Company shisdeliverable separately and is the price actudlrged by the Company for
that deliverable. TPE is determined based on catopgrices for similar deliverables when sold sapealy. Generally, the Company's offerii
contain significant differentiation such that comgiae pricing of products with similar functionglitannot be obtained. Furthermore, the
Company is unable to reliably determine what simitampetitor products' selling prices are on adtalone basis. Therefore, the Company
typically is unable to obtain TPE of selling pri&&SP reflects the Company's best estimates of thkatelling prices of elements would be if
they were sold regularly on a staalbne basis. The Company determines ESP for a pradservice by considering multiple factors irdihg,
but not limited to major product groupings, geodpiap, market conditions, competitive landscaperiral costs, gross margin objectives and
pricing practices. The determination of ESP is mhdeugh consultation with management, taking odosideration the Company's marketing
strategy.

The Company accounts for multiple element arrangesthat consist only of software or software-mdigproducts, including the sale
of upgrades to previously sold software, in accocgawith industry specific software accounting guide. For such transactions, revenue on
arrangements that include multiple elements iccatied to each element based on the relative faievaf each element, and fair value is
determined by VSOE. If the Company cannot objebttidetermine the fair value of any undelivered edaiincluded in such multiple element
arrangements, the Company defers revenue unélatients are delivered and services have beenrmedo or until fair value can objectively
be determined for any remaining undelivered elemddmder certain of the Company's contractual gearents, the Company may also
recognize revenue for out-of-pocket expenses inrdemce withTopic 605.Depending on the contractual arrangement, thesensgs may be
reimbursed with or without a fee.

Under certain of its contracts, the Company provislgpplier procurement services and materialg$arustomers. The Company
records revenue on these arrangements on a grass$ lsasis in accordance willopic 605depending on the specific circumstances of the
arrangement. The Company considers the followiitgra, among others, for recording revenue onaasgor net basis:

(1) Whether the Company acts as a principal in thestetion

(2) Whether the Company takes title to the prod

(3) Whether the Company assumes risks and rewardsraérship, such as risk of loss for collection, defjvor returns
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(4) Whether the Company serves as an agent or brokercempensation on a commission or fee basis;
(5) Whether the Company assumes the credit risk foatheunt billed to the customer subsequent to dgli

For federal contracts, the Company follows U.S. &oment procurement and accounting standards @ssisg the allowability and
the allocability of costs to contracts. Due to $ignificance of the judgments and estimation prsessit is likely that materially different
amounts could be recorded if different assumptiwee used or if the underlying circumstances wemhinge. The Company closely moni
the consistent application of its critical accongtpolicies and compliance with contract accountBigsiness operations personnel conduct
periodic contract status and performance reviewsemadjustments in estimated contract revenuessts are required, any significant
changes from prior estimates are included in egein the current period. Also, regular and reagrevaluations of contract cost, scheduling
and technical matters are performed by managenszsbpnel who are independent from the businessatpes personnel performing work
under the contract. Costs incurred and allocatemmdracts with the U.S. Government are scrutinfoedompliance with regulatory standards
by the Company's personnel, and are subject ta hudhe Defense Contract Audit Agency.

From time to time, the Company may proceed withkhmased on customer direction prior to the compietind signing of formal
contract documents. The Company has a formal repiewsess for approving any such work. Revenue &sgsacwith such work is recognized
only when it can be reliably estimated and reailirats probable. The Company bases its estimatgsarnous experiences with the customer,
communications with the customer regarding funditajus, and its knowledge of available fundingtfar contract or program. As of
December 30, 2012 and December 29, 2013 , apprtedyr®8.7 million and $3.7 million , respectivebf,the Company's unbilled accounts
receivable balance were under an authorizatiomdoged or work order from its customers where médpurchase order had not yet been
received.

Costs incurred for shipping and handling are inetlith cost of product sales at the time the releggdnue is recognized. Amounts
billed to a customer for shipping and handling r@q@orted as revenue.

® Inventoried costs

Inventoried costs are stated at the lower of costarket. Cost is determined using the averageard#tst-in, first-out methods and
the applicable method is applied consistently withim operating entity. Inventoried costs primardiate to work under fixed-price contracts
using the percentage-of-completion under the wifitielivery method of revenue recognition. Thesgtgoepresent accumulated contract cost
less the portion of such costs allocated to dedidétrems. Accumulated contract costs include dipeatluction costs, factory and engineering
overhead and production tooling costs. Pursuaobmtract provisions of U.S. Government contraaishscustomers may have title to, or a
security interest in inventories related to suchtcts as a result of advances, performance-h@Esedents, and progress payments. The
Company reflects those advances and paymentsa@fsahagainst the related inventory balances.

The Company regularly reviews inventory quantiteshand, future purchase commitments with its dappland the estimated utility
of its inventory. If the Company's review indicateseduction in utility below carrying value, itdeces its inventory to a new cost basis.
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()] Research and Developme

Costs incurred in research and development aetivaire expensed as incurred in accordance with R&EBTopic 730, Research and
Development

(h) Income Taxe!

The Company records deferred tax assets and tiabifor the future tax consequences attributabldifferences between the financial
statement carrying amounts of existing assetsiahdities and their respective tax bases and djpgrdoss and tax credit carryforwards.
Deferred tax assets and liabilities are measured) @nacted tax rates expected to apply to taxabtame in the years in which those tempo
differences are expected to be realized. The effiecteferred tax assets and liabilities of a changax rates is recognized in income in the
period that includes the enactment date.

The Company maintains a valuation allowance ord#ferred tax assets for which it is more likelyrtimmt that the Company will not
realize the benefits of these tax assets in fuax@eriods. The valuation allowance is based timages of future taxable income by tax
jurisdiction in which the Company operates, the hanof years over which the deferred tax assetswitecoverable, and scheduled rever
of deferred tax liabilities.

In accordance with the recognition standards estadal byASC Topic 740, Income Taxes (“Topic 740the Company makes a
comprehensive review of its portfolio of uncerttam positions regularly. In this regard, an undartax position represents the Company's
expected treatment of a tax position taken inaalftax return, or planned to be taken in a futareréturn or claim, which has not been refle
in measuring income tax expense for financial répompurposes. Until these positions are sustalyethe taxing authorities, the Company has
not recognized the tax benefits resulting from gpsitions and reports the tax effects as a lighfitir uncertain tax positions in its
Consolidated Balance Sheets.

0] Stock-Based Compensatio

The Company accounts for stock-based compensatiaccordance witASC Topic 718, Compensation-Stock Compensatiorp{tTo
718”) . All of the Company's stock-based compensationgtae considered equity plans und@lepic 718, and compensation expense
recognized is net of estimated forfeitures oventixgting period. The Company issues stock optiodsstock awards under its existing plans.
The fair value of stock options is estimated ondhte of grant using a Black-Scholes option-prigimadel or a trinomial lattice options pricing
model and is expensed on a straight-line basis threeremaining vesting period of the options, whggenerally six or less years. The fair
value of stock awards is determined based on tieng market price of the Company's common stockhergrant date and is adjusted at eact
reporting date based on the amount of shares u#lynexpected to vest. Compensation expense fok stwvards is expensed over the vesting
period, usually five to ten years . Compensatigmease for stock issued under the Company's empkigek purchase plan is estimated at the
beginning date of the offering period using a Bf&dholes option-pricing model and is expensed sinaaght-line basis over the period of the
offering, which is generally six months.

For the years ended December 25, 2011 , Decemb&03@ and December 29, 2013 , there was no inereintax benefit from stock
options exercised in the periods. The Company dezbcash received from the exercise of stock optaord awards of $1.3 million in 2011,
and $0.0 million in 2012 and in 2013 . The follogitable shows the amounts recognized in the Catetelil Financial Statements for 2011,
2012 and 2013 for stock-based compensation expefated to stock options, stock awards and to stéfeiked under the Company's employee
stock purchase plan (in millions).
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2011 2012 2013
Selling, general and administrative expenses $ 38 & 6.6 $ 7.4
Total cost of employee stock-based compensatidnded in operating income
(loss) from continuing operations, before income ta 3.8 6.€ 7.4
Total charged against operations $ 3% % 6.€ $ 7.4
Impact on net income (loss) per common share:
Basic and diluted $ (0.12) $ (0149 $ (0.19

()] Allowance for Doubtful Accounts

The Company maintains an allowance for doubtfubaats for estimated losses resulting from the litglnf its customers to make
required payments, which results in bad debt ex@ddanagement periodically determines the adeqabthyis allowance by evaluating the
comprehensive risk profiles of all individual custer receivable balances including, but not limti@dthe customer's financial condition, credit
agency reports, financial statements and overateatieconomic conditions. Additionally, on certaontracts whereby the Company performs
services for a prime/general contractor, a spetifiercentage of the invoiced trade accounts rebkvraay be retained by the customer until
the project is completed. The Company periodicaiiews all retainages for collectability and retallowances for doubtful accounts when
deemed appropriate, based on its assessmentadsbeiated credit risks. Changes to estimatesrifazi value are recorded as adjustments t
revenue and not as a component of the allowanaodoigiotful accounts. Individual accounts receivake written off to the allowance for
doubtful accounts when the Company becomes awaespécific customer's inability to meet its finahobligation, and all collection efforts
are exhausted.

The following table outlines the balance of the @amy's Allowance for Doubtful Accounts for 2011012 and 2013 . The table
identifies the additional provisions each year a#l as the write-offs that utilized the allowanae rillions).

Balance at
Beginning of Write- Balance at
Allowance for Doubtful Accounts Year Provisions offs/Recoveries End of Year
Year ended December 25, 2011 $ 07 $ 18 $ 0.5) $ 2.C
Year ended December 30, 2012 $ 2C % 04 $ (1.0 $ 1.4
Year ended December 29, 2013 $ 14 $ 1C $ 0.2 $ 2.2

() Cash and Cash Equivalent

The Company's cash equivalents consist of its hilgiid investments with an original maturity ¢free months or less when
purchased by the Company.

The Company has restricted cash accounts of appeately $5.5 million at December 30, 2012 and $5il6an at December 29,
2013 . As of December 30, 2012 and December 23 26dstricted cash consists primarily of a depssiuring foreign letters of credit related
to payment and performance bonds on internaticoratracts.
() Property and Equipment, Net

Property and equipment, net owned by the Compadgpseciated over the estimated useful lives aviddal assets. Equipment and
facilities acquired under capital leases are amedtover the shorter of the lease term or the agtigdnuseful life of the asset. Improvements,
which significantly improve and extend the usefig bf an asset, are capitalized and depreciated the shorter of the lease period or the

estimated useful life. Expenditures for maintenaawce repairs are charged to operations as incurred.

Assets are depreciated predominately using thigktrine method, with the following lives:
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Years
Buildings and improvements 15-39
Machinery and equipment 3-10
Computer equipment and software 1-10
Vehicles, furniture, and office equipment 5
Shorter of useful life or
Leasehold improvements length of lease

(m) Lease:

The Company uses its incremental borrowing rateénassessment of lease classification as capitglerating and defines the initial
lease term to include renewal options determinduzktoeasonably assured. The Company conducts mperatimarily under operating leases.

Most lease agreements for real property contaiertiges for tenant improvements, rent holidayseat escalation clauses. For
incentives for tenant improvements, the Companytaliges the leasehold improvements which are depted over the shorter of the lease
term or their estimated useful life and recordefeded rent liability which is amortized over tieem of the lease as a reduction to rent
expense. For rent holidays and rent escalatiorseaduring the lease term, the Company recordsmamirental expenses on a straight-line
basis over the term of the lease. For purposescofgnizing lease incentives, the Company usesateed initial possession as the
commencement date, which is generally when the @oms given the right of access to the space agihb to make improvements in
preparation for intended use.

(n) Acquisitions

The Company accounts for business combinationg ukgnacquisition method of accounting as presdriiyeASC Topic 805,
Business Combination!Topic 805”) . The Company allocates the purchase price otisiaitions to the tangible and intangible assats,
liabilities including certain contingent liabiliseacquired based upon their estimated fair vallies.excess of purchase price over those fair
values is recorded as goodwill. Acquisiticelated expenses and restructuring costs are rezsahyseparately from the business combinatior
are expensed as incurred.

(0) Goodwill and Other Intangible Assets, Ne

In accordance with the provisionsASC Topic 350, Intangibles-Goodwill and Other (“T@B50") , the Company performs
impairment tests for goodwill as of the last dayeath fiscal year, or when evidence of potentigldinment exists. When it is determined that
impairment has occurred, a charge to operatiorecisrded. Goodwill and other purchased intangibfetbalances are included in the
identifiable assets of the operating segment telvttiey have been assigned. Any goodwill impairmastvell as the amortization of other
purchased intangible assets, is charged againstspective segments' operating income.

In accordance witfiopic 350, the Company classifies intangible assets inteetfmategories: (1) intangible assets with finitedi
subject to amortization, (2) intangible assets wittefinite lives not subject to amortization, gB8)l goodwill. The Company tests intangible
assets with finite lives for impairment if conditi® exist that indicate the carrying value may reotdroverable. Such conditions may includ
economic downturn in a geographic market or a chamghe assessment of future operations. The Coynggords an impairment charge
when the carrying value of the finite lived intalpigi asset is not recoverable by the cash flowsrgése: from the use of the asset.

The Company determines the useful lives of ideatil& intangible assets after considering the sigdeifts and circumstances related
to each intangible asset. Factors considered watnmrdining useful lives include the contractuaintef any agreement, the history of the a:
the Company's long-term strategy for the use obfteet, any laws or other local regulations whmhia impact the useful life of the asset, and
other economic factors, including competition apdcific market conditions. Intangible assets tmatdeemed to have finite lives are
amortized, generally on a straight-line basis, akeir useful lives, ranging from one to 15 years .

(p) Impairment of Long-Lived Assets and Long-Lived Assts to Be Disposed Of
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Long-lived assets and certain identifiable intategtare reviewed for impairment in accordance W8T Topic 360, Property, Plant,
and Equipmentwhenever events or changes in circumstancesaitedibat the carrying amount of an asset may noédmverable.
Recoverability of assets to be held and used isuored by a comparison of the carrying amount ofigsets to future net cash flows
(undiscounted and without interest) expected tgdreerated by the asset. If such assets are coedittebe impaired, the impairment to be
recognized is measured by the amount by whichahgying amount of the assets exceeds the fair \altige assets. Assets to be disposed of
are reported at the lower of the carrying amouritisrvalue less costs to sell.

(@) Fair Value of Financial Instruments

ASC Topic 825, Financial Instrumentsguires that fair values be disclosed for the Camyfs financial instruments. The carrying
amounts of cash equivalents, accounts receivabtdeuats payable, accrued expenses, billings inssxakcosts and earnings on uncompleted
contracts, and income taxes payable, approximatedhue due to the short-term nature of theseimsénts. The fair value of the Company's
long-term debt is based upon actual trading agtiVibe fair value of capital lease obligationsstireated based on quoted market prices for tk
same or similar obligations with the same remaimiregurities.

n Concentrations and Uncertaintie:

The Company maintains cash balances at variousdiakinstitutions and such balances commonly ex¢ke $250,000 insured
amount by the Federal Deposit Insurance Corporaliba Company has not experienced any losses mateounts and management believe:
that the Company is not exposed to any significaadit risk with respect to such cash and cashvatpnts.

Financial instruments, which subject the Companydi@ntial concentrations of credit risk, consigngpally of the Company's billed
and unbilled accounts receivable. The Company'suats receivable result from sales to customersimvihe U.S. Government, state and loca
agencies and with commercial customers in varindestries. The Company performs ongoing credituatains of its commercial customers.
Credit is extended based on evaluation of the ousts financial condition and collateral is notuiggd. Accounts receivable are recorded at
the invoiced amount and do not bear interest. Se#e N3 for a discussion of the Company's signiticastomers.

(s) Debt Issuance Costs

Fees paid to obtain debt financing or amendmerdsiusuch debt financing are treated as debt issuewgts and are capitalized and
amortized over the expected term of the related. ddtese payments are shown as a financing activitye Consolidated Statements of Cash
Flows and are included in other current assetsoéimel assets in the Consolidated Balance Sheets.

® Interest Expense, Ne

Interest expense, net in the Consolidated Statenodr@®@perations and Comprehensive Loss is sumnuhinizéhe following table (in
millions):

2011 2012 2013
Interest expense incurred primarily on the
Company's Senior Secured Notes $ (B12) $ (669 $ (639
Miscellaneous interest income 0.1 0.2 0.2
Interest expense, net $§ (G1) $ (660 $ (63.9)

(u) Foreign Currency

For operations outside the U.S. that prepare fiahstatements in currencies other than the U.Bamioesults of operations and cash
flows are translated at average exchange ratesgltire period, and assets and liabilities are gdlgdranslated at end-of-period exchange
rates. Translation adjustments are included aparage component of accumulated other compreheltsigen the Consolidated Statements O
Stockholders' Equity.
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The Company transacts with foreign customers inecusies other than the U.S. dollar. It experienmeatized and unrealized foreign
currency gains or losses on foreign denominategivables. In addition, certain intercompany tratisas give rise to realized and unrealized
foreign currency gains or losses. Also, any othemdactions between the Company or its subsidiaridsa third-party, denominated in a
currency different from the functional currencye &oreign currency transactions.

The aggregate foreign currency transaction lodsidied in determining net loss for the years endeddinber 25, 2011Qecember 3(
2012 , and December 29, 2013 was approximately®dlion , $0.6 million , and $0.0 million , respgacely, which is included in other income
(expense), net on the accompanying ConsolidatadrBémts of Operations and Comprehensive Loss.

(v) Product Warranties

Certain of the Company's products and services@rered by a warranty to be free from defects itene and workmanship for
periods ranging from one to ten years . Option&med warranty contracts can also be purchaséctiétrevenue deferred and amortized
over the extended warranty period. The Companyuasca warranty liability for estimated costs tovide products, parts or services to repair
or replace products in satisfaction of warrantyigdtions. Warranty revenues related to extendedantyr contracts are amortized to income,
over the life of the contract, using the straighelmethod. Costs under extended warranty contesietexpensed as incurred.

The Company's estimate of costs to service itsam@yrobligations is based upon historical expegesied expectations of future
conditions. To the extent that the Company expederany changes in warranty claim activity or castociated with servicing those claims,
its warranty liability is adjusted accordingly.

(x)  Recent Accounting Pronouncements

In July 2013, the FASB issued Accounting Standalddate 2013-11 ("ASU 2013-11") "Presentation ofJamecognized Tax Benefit
When a Net Operating Loss Carryforward, a Similax Toss, or a Tax Credit Carryforward Exists," whétates that an unrecognized tax
benefit, or a portion of an unrecognized tax bensfiould be presented in the financial statemasts reduction to a deferred tax asset for a n
operating loss carryforward, a similar tax lossadax credit carryforward, except as follows. ie extent a net operating loss carryforward, a
similar tax loss, or a tax credit carryforward & available at the reporting date under the taxdathe applicable jurisdiction to settle any
additional income taxes that would result from disallowance of a tax position or the tax law af #pplicable jurisdiction does not require the
entity to use, and the entity does not intend & tiee deferred tax asset for such purpose, trexagnized tax benefit should be presented in
the financial statements as a liability and shawdtibe combined with deferred tax assets. The ament$ in this ASU are effective for fiscal
years, and interim periods within those years, ir@igp after December 15, 2013. The Company doebel@ve that the adoption of tt
guidance will have a material impact on its cordatid financial statements.

In February 2013, the FASB issued ASU 2013-02 "Cahensive Income: Reporting of Amounts Reclassied of Accumulated
Other Comprehensive Income," which requires estitieprovide information about the amounts recfessbut of accumulated other
comprehensive income by component. In additioritiestare required to present, either on the fd¢dkeostatement where net income is
presented or in the notes, significant amountsassdied out of accumulated other comprehensivenecby the respective line items of net
income but only if the amount is required under GA#® be reclassified to net income in its entiiatthe same reporting period. For other
amounts that are not required under GAAP to beassdied in their entirety to net income, entiidee required to cross-reference to other
disclosures required under GAAP that provide addél detail on these amounts. This standard istfeeprospectively for reporting periods
beginning after December 15, 2012. The Companytaddpis standard in the quarter ended March 313 2@hich did not have a material
impact on its consolidated financial statements.

Note 2. Goodwill and Other Intangible Assets
(a) Goodwill

The Company performs its annual impairment tesgémdwill in accordance witfiopic 350as of the last day of each fiscal year or
when evidence of potential impairment exists.
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The Company assesses goodwill for impairment ateperting unit level, which is defined as an ofieagasegment or one level below
an operating segment, referred to as a componhatCbmpany determines its reporting units by fidsnhtifying its operating segments, and
then assessing whether any components of theseesggjoonstitute a business for which discrete Girminformation is available and where
segment management regularly reviews the operegggts of that component. The Company aggregatepanents within an operating
segment that have similar economic characteridfiosits annual assessments in 2011 and 2012,ahgpény identified its reporting units to
its KGS and PSS operating segments.

As a result of an internal organizational realigniria August 2013 the Company reorganized its K@&rating segment. As a result
of this reorganization, the Company has six divisicomprised of Unmanned Combat Aerial Systems (§)d2ivision, Advanced Drones &
Target Systems (ADTS) Division, Modular Systems jNI#/ision, Defense and Rocket Support Services§BRDivision, Technical and
Training Solutions (TTS) Division, and ElectronimBucts (EP) Division. The Company has identifigsdréporting units to be the ADTS,
DRSS, EP, MS, TTS and UCAS divisions within its K&portable segment, and the PSS operating segmbattested for potential
impairment in its fiscal year 2013 annual test.

In order to test for potential impairment, the Camy estimates the fair value of each of its repgrtinits based on a comparison and
weighting of the income approach, specifically diecounted cash flow method and the market apprasgich estimates the fair value of the
Company's reporting units based upon comparabl&anhprices and recent transactions and also vabdae reasonableness of the implied
multiples from the income approach. The Compangmeites the fair value of its reporting units te iharket capitalization by calculating its
market capitalization based upon an average stdisk price prior to and subsequent to the dat€trapany performs its analysis and
assuming a control premium. The Company uses thesigodologies to determine the fair value of ifgréing units for comparison to their
corresponding book values because there are novale inputs available, a Level 3 measurement (®¢e 10). If the book value exceeds the
estimated fair value for a reporting unit a potantnpairment is indicated, afitbpic 350prescribes the approach for determining the
impairment amount, if any.

As a result of the Company's decision in June 26Idispose of certain non-core businesses acqunrémd Integral acquisition in July
2011, the Company allocated $1.5 million of gootit@ildiscontinued operations, which resulted irirapairment charge (see Note 9). The
Company then tested the goodwill remaining in tl&Xreporting unit. The fair value of the KGS repuagtunit exceeded its carrying value by
7.4% at that time.

During the fourth quarter of 2012, the KGS repartimit was impacted by continued declining markadtiations and the economic
uncertainty in the U.S. defense industry. Congveesss unable to agree on a budget that conformedthéttBudget Control Act of 2011
requirements, which called for additional substdrdefense spending reductions through sequestraiongress and the President could not
agree on budgetary, tax and spending issues, andessilt a FY 2013 budget was not passed andraaith continuing resolution that funded
the U.S. Government through March 27, 2013 wasguaschese events significantly increased the likald of the sequester occurring which
had negative consequences for the defense industagdition, as Congress and the Administratiomdomot come to an agreement on term
a possible national fiscal approach, they als@datb address other fiscal matters such as thecddintg. These events negatively impacted the
Company's 2012 annual estimate of the fair valub@KGS reporting unit resulting in the book vabfd&KGS exceeding its fair value in step
one of the impairment test.

The Company performed the second step of the gdiadvaairment test to measure the amount of theaiimpent loss, if any, of the
KGS reporting unit. The second step of the testireg the allocation of the reporting unit's faawe to its assets and liabilities, including any
unrecognized intangible assets, in a hypotheticalysis that calculates the implied fair value obdwill as if the reporting unit was being
acquired in a business combination. If the impfaadvalue of goodwill is less than the carryindus the difference is recorded as an
impairment loss. Based on the results of the stepanalysis, the Company recorded an $82.0 milioodwill impairment in 2012.

As of December 29, 2013, the goodwill of the P88 IRGS reportable segments were $35.6 million &&DB million , respectively.
The changes in the carrying amount of goodwilltfe years ended December 30, 2012 and Decemb2023 are as follows (in

millions):
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Public Kratos
Safety & Government
Security Solutions Total
Balance as of December 25, 2011 $ 33.C $ 538.t $ 571.¢
Additions due to business combinations 2.€ 104.: 106.¢
Impairments — (82.0) (82.0
Balance as of December 30, 2012 35.€ 560.¢ 596.t
Retrospective adjustments — (0.2) (0.7
Balance as of December 30, 2012 after retrospeatijiesstments 35.€ 560.¢ 596.4
2013 transactions — — —
Balance as of December 29, 2013 $ 35.6 $ 560.8 $ 596.4

The accumulated impairment losses as of Decemhe&@3 were $247.4 million , of which $229.1 millizvas associated with the
KGS reportable segment and $18.3 million was aasediwith the PSS reportable segment.

(b) Purchased Intangible Assel

The following table sets forth information for a¢eul finite-lived and indefinite-lived intangiblessets (in millions):

As of December 30, 2012 As of December 29, 2013
Gross Accumulated Net Gross Accumulated Net
Value Amortization Value Value Amortization Value
Acquired finite-lived intangible assets:
Customer relationships $ 97.7 % (36.2) % 61.5 $ 97.71 % (53.7) % 44.C
Contracts and backlog 80.C (64.9) 15.7 80.C (78.7) 1.3
Developed technology and technical know-
how 22.1 (6.4) 15.7 22.1 (8.€) 13t
Trade names 6.1 1.2 4.¢ 6.1 3.0 3.C
Favorable operating lease 1.8 (0.9 1.4 1.€ (0.6) 1.2
Total finite-lived intangible assets 207.7 (108.5 99.2 207.7 (144.9) 63.C
Acquired indefinite-lived intangible assets
Trade names 6.8 — 6.S 6.S — 6.S
Total indefinite-lived intangible assets 6.6 — 6.6 6.S — 6.S
Total intangible assets $ 214¢ $ (108.5 $ 106.1 $ 214¢ $ (1447 $ 69.€

The Company reviews intangible assets for impaitnadrenever events or changes in circumstancesateltbat the carrying amount
of the asset may not be recoverable. Impairmeseksvhere identified, are determined as the exafakg carrying value over the estimated
fair value of the long-lived asset. The recoveigbdf the carrying value of assets held for usassessed based on a review of projected
undiscounted cash flows. Prior to conducting step af the 2012 goodwill impairment test, certairitef long-lived assets were assessed for
recoverability. During 2012 the Company made thagien to minimize the use of the CMCI and HBE #athmes as part of its overall
branding strategy which resulted in a revisedvalue of $6.9 million for such trade names, witleaaining useful life of two years . This
resulted in an impairment of $14.6 million in 201Phe impairment related to the KGS and PSS replersegments were $1.7 million and
$12.9 million , respectively.

The aggregate amortization expense for finite-livedngible assets was $38.0 million , $43.9 milland $36.2 million for the years

ended December 25, 2011 , December 30, 2012 , andriber 29, 2013, respectively. The Company recaltdmortization expense in
selling, general and administrative expenses irCihvesolidated Statements of Operations and CompséreLoss.
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The estimated future amortization expense of aeduimtangible assets with finite lives as of Decentt®, 2013 is as follows (in
millions):

Fiscal Year Amount
2014 $ 21.7
2015 14.4
2016 9.7
2017 8.2
2018 3.9
Thereafter 5.1
Total $ 63.C

Note 3. Acquisitions
(a8 Summary of Recent Acquisitions
Composite Engineering, Inc.

On July 2, 2012, the Company acquired Compositerieeging, Inc. (“CEI”) for approximately $164.2 iiidn . The purchase price
included consideration of $135.0 million in cashl &0 million shares of the Company's common stealyed at $5.94 per share on July 2,
2012, or $23.8 million . As security for CEl's imdeification obligations, $10.7 millioof the cash paid was placed into an escrow accdte
Company was paid $1.0 million from the escrow aatdor working capital adjustments in July 2013wétich time the remaining escrow was
released to the sellers. Also included in the paserconsideration was $5.5 million paid to retegain pre-existing CEl debt and settle pre-
existing accounts receivable from CEI. There wasarttingent purchase consideration associatedthétfacquisition of CEI.

The Company made an election under Section 33&hifflthe Internal Revenue Code, which resulte@dindeductible goodwill
related to this transaction. The Company estimtitatithe tax deductible goodwill and intangiblesuténg from the election will approximate
$ 136.3 million , to be available for deduction mgaFederal and California state income taxes aves -year period.

Certain CEIl personnel entered into long-term empleyt agreements with the Company and on July 2,26 Company granted
restricted stock units (“RSUs”) for an aggregateillion shares of common stock as laiegm retention inducement grants. The RSUs he
estimated value of $11.9 million on the grant datest on the fourth anniversary of the closinghef CEl acquisition, or earlier upon the
occurrence of certain events, and are being aceddat as compensation expense over such four pgad.

To fund the acquisition of CEI, on May 14, 201% tbompany sold 20.0 million shares of its commailstat a purchase price of
$5.00 per share in an underwritten public offerifige Company received gross proceeds of approxiynd1©0.0 million and net proceeds of
approximately $97.0 million after deducting unddting fees and other offering expenses. The Compeeyl the net proceeds from this
offering to fund a portion of the purchase pricetfe acquisition of CEI. In addition, the Comparsed borrowings of $40.0 million from its
revolving line of credit to partially fund the pimase price of CEI.

CEl is a vertically integrated manufacturer andedeper of unmanned aerial target systems and cdtemisuctures used for national
security programs. Its drones are designed toaatglisome of the most lethal aerial threats fasiadighters and strategic assets. CEl's
customers include U.S. agencies and foreign goventen CEl is a part of the KGS reportable segment.

The excess of the purchase price over the fairevaluhe tangible and identifiable intangible assetquired and liabilities assumed in
the acquisition was allocated to goodwill. The eatf the goodwill represents the value the Compaepects to be created by enabling it to
strategically expand its strengths in the areatesfgn, engineering, development, manufacturingpraduction of unmanned aerial targets,
by enabling the Company to realize significant srsalling opportunities.
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The transaction was accounted for using the ad@nsinethod of accounting, which requires, amongebthings, that the assets
acquired and liabilities assumed be recognizeteait fair values as of the acquisition date. THeWing table summarizes the fair values of
the major assets acquired and liabilities assumext the acquisition date (in millions):

Cash $ 8.¢
Accounts receivable 9.2
Inventoried costs 12.5
Other current assets 8.¢
Property and equipment 8.1
Intangible assets 38.C
Goodwill 104.2

Total assets 189.%
Current liabilities (25.9)

Net assets acquired $ 164.C

The amounts of revenue and operating income ofi@iilded in the Company's Consolidated Stateme@tpafrations and
Comprehensive Income (Loss) for the year ended iBbee 30, 2012 was $68.2 million and $1.6 milliaespectively.

Critical Infrastructure Business

On December 30, 2011, the Company acquired selestts of a critical infrastructure security anbligc safety system integration
business (the “Critical Infrastructure Businessl) &pproximately $18.8 million .

The Critical Infrastructure Business designs, eegiis, deploys, manages and maintains specialtyigesystems at some of the most
strategic asset and critical infrastructure loagim the U.S. Additionally, these security systemrestypically integrated into command and
control system infrastructure or command centeppréximately 15% of the revenues of the Criticdtdstructure Business are recurring in
nature due to the operation, maintenance or susé&uinof the security systems once deployed. Thec@rinfrastructure Business is part of the
Company's PSS reportable segment.

The excess of the purchase price over the fairevaluhe tangible and identifiable intangible assetquired and liabilities assumed in
the acquisition was allocated to goodwill. The eatf the goodwill represents the value the Compapects to be created by enabling it to
strategically expand its strengths in the aredwaieland security solutions and will also enabé&e@ompany to realize significant cross selling
opportunities and increase its sales of higher mafiged-price products.

The transaction was accounted for using the adiprsinethod of accounting, which requires, amontenthings, that the assets
acquired and liabilities assumed be recognizeteait fair values as of the acquisition date. THeWing table summarizes the fair values of
the major assets acquired and liabilities assumexf the acquisition date (in millions):

Accounts receivable $ 23.4
Other assets 0.t
Intangible assets 2.C
Goodwill 2.€

Total assets 28.t
Current liabilities (9.7

Net assets acquired $ 18.¢

The goodwill recorded in this transaction is taduigtible.

Securelnfo Corporation
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On November 15, 2011, the Company acquired Sedoar€arporation (“Securelnfo”) for $20.3 million icash, which included $1.5
million earn-out that was paid in March 2012.

Based in northern Virginia, Securelnfo is a cybeusiy company specializing in assisting defensteliigence, civilian government
and commercial customers to identify, understanduthent, manage, mitigate and protect against sgbarity risks while reducing
information security costs and achieving compliawit® applicable regulations, standards and guidaBecurelnfo offers strategic advisory,
operational cybersecurity and cybersecurity riskhagement services and is a recognized leader irmaph@ly evolving fields of cloud security,
continuous monitoring and cybersecurity trainingstdomers include the Department of Defense, thealeent of Homeland Security and
large commercial customers, including market legdioud computing service providers. Securelnfoag of the KGS reportable segment.

The excess of the purchase price over the fairevaluhe tangible and identifiable intangible assetquired and liabilities assumed in
the acquisition was allocated to goodwill. The eatif the goodwill represents the value the Compamects to be created by Securelnfo's
nationally recognized expertise in operational cgbeurity, cybersecurity risk management and cywensty training programs.

The Securelnfo transaction has been accountedsiiog the acquisition method of accounting, whiajuiees, among other things, tl
the assets acquired and liabilities assumed bgnéxed at their fair values as of the acquisitiated The following table summarizes the
estimated fair values of the major assets acquanedliabilities assumed (in millions):

Cash $ 1.4
Other assets 3.C
Property and equipment 0.1
Intangible assets 4.t
Goodwill 12.2

Total assets 21.2
Current liabilities (0.9

Net assets acquired $ 20.<

The goodwill recorded in this transaction is not deductible.

The amounts of revenue and operating income ofr8&do included in the Company's Consolidated $tat® of Operations and
Comprehensive Income (Loss) for the year ended mbee25, 2011 was $1.9 million and $0.1 millioespectively.

Integral Systems, Inc.

On July 27, 2011, the Company acquired Integrate8ys, Inc. (“Integral”) in a cash and stock tratisecvalued at $241.1 million .
Upon completion of the acquisition, the Companydmai aggregate of $131.4 million in cash, issugd@pmately 10.4 million shares of the
Company's common stock valued at $108.7 millioniasded replacement stock options with a fair valiu®1.0 million .

To fund the cash portion of the acquisition, oryR#, 2011, the Company issued $115.0 million ag@fe principal amount of 10%
Senior Secured Notes due 2017 (the “Notes”). Theedwere issued at a premium of 105% for an effedtiterest rate of approximately
8.9% . The gross proceeds of approximately $120l&m, which included an approximate $5.8 milli@suance premium and excluded
accrued interest received of $1.8 million , weredu® finance, in part, the cash portion of thechase price for the acquisition of Integral, to
refinance existing indebtedness of Integral andutssidiaries, to pay certain severance paymersrinection with the acquisition and to pay
related fees and expenses.

As consideration for the acquisition of Integralcke Integral stockholder received (i) $5.00 inhcawithout interest, and (ii) 0.588
shares of the Company's common stock for each stfidnéegral common stock. In addition, upon contipke of the acquisition (i) each
outstanding Integral stock option with an exergsee less than $13.00 per shaas, if the holder thereof had so elected in wgiticanceled |
exchange for an amount in cash equal to the praafube total number of shares of Integral commtorlssubject to such in-th&oney option
multiplied by the aggregate value of the excesanyf, of $13.00 over the exercise price per shapécable to such option, less the amount of
any tax withholding, (ii) each outstanding Integstdck option with an exercise price equal to @aggr than $13.00 per share and each Integr
in-the-money option the
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holder of which had not made the election describdf above was converted into an option to pasghCompany common stock, with the
number of shares subject to such option adjustedual the number of shares of Integral commorkstabject to such out-of-the-money
option multiplied by 0.9559rounded up to the nearest whole share, and thehpee exercise price under each such option tedjlsy dividing
the per share exercise price applicable to sudbroply 0.9559 , rounded up to the nearest wholg eenl (iii) each outstanding share of
restricted stock granted under an Integral equép pr otherwise, whether vested or unvested, wasaled and converted into the right to
receive $13.00 , less the amount of any tax witthihgl

Integral is a global provider of products, systemd services for satellite command and contradnmeltry and digital signal
processing, data communications, enterprise netwarkagement and communications information assaralmtegral specializes in
developing, managing and operating secure commtimmsanetworks, both satellite and terrestrialwad as systems and services to detect,
characterize and geolocate sources of radio fraxyuenRF interference. Integral’'s customers inellS. and foreign commercial,
government, military and intelligence organizatio®r almost 30 years, customers have relied tagtal to design and deliver innovative
commercial-based products, solutions and serviwgsare cost-effective and reduce delivery schedahel risk. Integral is part of the
Company’s KGS reportable segment.

The excess of the purchase price over the fairevaluhe tangible and identifiable intangible assetquired and liabilities assumed in
the acquisition was allocated to goodwill. The eatii the goodwill represents the value the Compapects to be created by Integral’s
significant expertise with satellite operationg@gnd systems, signal processing and other aresetelfite command and control, as well as
advanced technologies for Unmanned Aerial Vehid#sational awareness, remote management and numestablished electronic attack
and electronic warfare platforms, tactical missijstems, and strategic deterrence systems. Thgrdihteansaction has been accounted for
using the acquisition method of accounting whiajuiees, among other things, that the assets aahaird liabilities assumed be recognized at
their fair values as of the merger date. The foltmrtable summarizes the fair values of the magsets acquired and liabilities assumed as of
July 27, 2011 (in millions):

Cash $ 6.8
Accounts receivable 68.4
Inventoried costs 15.¢
Deferred tax assets 36.4
Other assets 3.5
Property and equipment 12.¢
Intangible assets 32.C
Goodwill 187.¢

Total assets 363.€
Current liabilities (84.5)
Deferred tax liabilities (19.5)
Long-term liabilities (18.5)

Net assets acquired $ 241.1

The goodwill recorded in this transaction is not deductible.

The amounts of revenue and operating income ofjtaténcluded in the Company’s Consolidated Statgmef Operations and
Comprehensive Income for the year ended Decemhe&2@3. was $87.3 million and $7.1 million , resjpeadiy.

Herley Industries, Inc.

On March 25, 2011, the Company acquired approxima® 2 million shares of Herley Industries, IntHérley") common stock,
representing approximately 94% of the total outditag shares of Herley common stock, in a tendesrdff purchase all of the outstanding
shares of Herley common stock. The fair value efribn-controlling interest related to Herley adairch 25, 2011 was $16.9 million , which
represents the market trading price of $19.00 paresmultiplied by approximately 0.9 million shatkat were not tendered as of March 25,
2011. On March 30, 2011, following the purchaséhefnoneontrolling interest in a subsequent offering payiderley became a wholly own
subsidiary of the Company. The shares of Herleyrmomstock were purchased at a price of $19.00hmmesAccordingly, the Company paid
approximately $245.5 million in cash consideratsnof March 27, 2011, and as of April 15, 2011@eenpany had paid aggregate cash
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consideration of $270.7 million for the shares effldy common stock and certain in-the-money optiafdsch were exercised upon the change
in control. In addition, upon completion of the sahuent short-form merger, all unexercised optionmirchase Herley common stock were
assumed by the Company and converted into optmparchase Kratos common stock, entitling the hsltleereof to receive 1.3495 shares of
Kratos common stock for each share of Herley comstook underlying the options (“Herley Options”h& Company assumed each Herley
Option in accordance with the terms (as in effsobfethe date of the Herley Merger Agreement) efdpplicable Herley equity plan and the
option agreement pursuant to which such Herleyddptias granted. The Herley Options are exercidablan aggregate of approximately 0.8
million shares of the Company’s common stock. Adirldy Options were fully vested upon the changeointrol, and the fair value of the
Herley Options assumed was $1.9 million . The tatgregate consideration for the purchase of Hevkey $272.5 million , including the
assumed Herley Options. In addition, the Compasyimed change in control obligations of $4.0 millielated to the transaction and incur
combined transaction expenses of $11.1 millioner&twere no contingent liabilities associated e acquisition of Herley.

To fund the acquisition of Herley, on February 2011, Kratos sold approximately 4.9 million shasé#ts common stock at a
purchase price of $13.25 per share in an undeenrjitiblic offering. Kratos received gross procesfdspproximately $64.8 million and net
proceeds of approximately $61.1 million after dethgcunderwriting fees and other offering expengaatos used the net proceeds from this
offering to fund a portion of the purchase pricetfe acquisition of Herley. To fund the remainmgchase price, Kratos issued $285.0 millior
in aggregate principal amount of Notes at a premafit07% through its wholly owned subsidiary, Acgjtion Co. Lanza Parent ("Lanza"), on
March 25, 2011, in an unregistered offering purst@amiRule 144A and Regulation S under the Secsritiet of 1933, as amended. On April 4,
2011, after the acquisition of Herley was completmza was merged with and into Kratos and alltassed liabilities of Lanza became assets
and liabilities of Kratos.

Herley is a leading provider of microwave techn@sgor use in command and control systems, fligétrumentation, weapons
sensors, radar, communication systems, electroaitave and electronic attack systems. Herley hagdehe defense industry for
approximately 45 years by designing and manufaogumicrowave devices for use in high-technologyedsé electronics applications. It has
established relationships, experience and expentigee military electronics, electronic warfaredaglectronic attack industry. Herleyproduct
represent key components in the national secuffityte of the U.S., as they are employed in missidtical electronic warfare, electronic
attack, electronic warfare threat and radar sinaiatommand and control network, and cyber waftgteer security applications. Herley is
part of the KGS reportable segment.

The excess of the purchase price over the fairevaluhe tangible and identifiable intangible assetquired and liabilities assumed in
the acquisition was allocated to goodwill. The eatif the goodwill represents the value the Compaepects to be created by Herley’s
significant expertise in numerous established seadat attack and electronic warfare platforms,itattmissile systems, and strategic deterre
systems, which complement the Company’s existirginass in manned and unmanned aircraft, missitemsgsand certain other programs.

The Herley transaction has been accounted for ukm@cquisition method of accounting, which regslimmong other things, that the

assets acquired and liabilities assumed be recediztheir fair values as of the merger date.fohewing table summarizes the fair values of
the major assets acquired and liabilities assurmeahiflions):
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Cash $ 21.¢
Accounts receivable 39.1
Inventoried costs 42.¢
Deferred tax assets 17.5
Other assets 7.2
Property and equipment 34.2
Intangible assets 37.C
Goodwill 146.¢

Total assets 345.¢
Current liabilities (40.9)
Deferred tax liabilities (16.€)
Debt (9.5)
Long-term liabilities (6.2

Net assets acquired $ 272.t

The goodwill recorded in this transaction is not deductible.

The amounts of revenue and operating income ofeiénicluded in the Company’s Consolidated StatemehOperations and
Comprehensive Income for the year ended Decemhe&@3. was $150.8 million and $12.7 million , restpesly.

Pro Forma Financial Information

The following tables summarize the supplementaldéosed Consolidated Statements of Operations isfttomon an unaudited pro
forma basis as if the acquisitions of CEl, thei€aitInfrastructure Business, Securelnfo, Integratl Herley occurred on December 27, 201 0
and include adjustments that were directly attabig to the foregoing transactions or were not etgueto have a continuing impact on the
Company. All acquisitions were included in the fesaf operations for the full year ended Decenf#r2013 . There are no material,
nonrecurring pro forma adjustments directly attidile to the business combinations included irr¢perted pro forma revenue and operation:
for 201 1 and 201 2. The pro forma results arélligstrative purposes only for the applicable pdramnd do not purport to be indicative of the
actual results that would have occurred had theséretions been completed as of the beginning gb¢hied, nor are they indicative of result:
operations that may occur in the future (all ameuexcept per share amounts are in millions):

Year Ended Year Ended
December 25, December 30,
2011 2012
Pro forma revenues $ 1,046.¢ $ 1,019.!
Pro forma net loss before tax (63.€) (132.0
Pro forma net loss (67.7) (130.9)
Net loss attributable to the registrant (23.5) (112.9)
Basic and diluted pro forma loss per share $ (1.15) $ (2.3))

The pro forma financial information reflects acdpiis related expenses incurred, pro forma adjustsfor the additional
amortization associated with finite-lived intangdssets acquired, additional incremental intergsénse, deferred financing costs related to
the financing undertaken for the Integral and Hettansactions, the change in stock compensatiparese as a result of the exercise of stock
options and restricted stock immediately priorltwsing of the Integral and Herley transactionsgktoompensation related to the RSUs grante
in the CEI transaction, and the related tax expehse weighted average common shares also refleégssuance of 4.9 million shares in
February 2011 for the Herley acquisitions and Ifillon shares in July 2011 for the Integral acdios.

These adjustments are as follows (in millions ekxpep share data):
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Year Ended
Year Ended December 30,
December 25, 2011 2012

Intangible amortization $ 326 % 16.2
Net change in stock compensation expense (1.9 2.2
Net change in interest expense (9.9 —
Net change in income tax expense (1.6) —
Increase in weighted average common shares ouistpft
shares issued and not already included in the wetiggverage
common shares outstanding 30.7 9.€

Contingent Acquisition Consideration

In connection with certain acquisitions, the Comphas agreed to make additional future paymentiseé@eller contingent upon
achievement of specific performance-based milestbyehe acquired entities. Pursuant to the prorisbdfTopic 805the Company re-
measures these liabilities each reporting periabranords changes in the fair value in its Constdid Statement of Operations and
Comprehensive Income (Loss). Increases or decré@a#es fair value of the contingent consideratiability which is measured as the present
value of expected future cash flows, a Level 3 @lé/hierarchy as defined BASC Topic 820, Fair Value Measurements and Disckssu
(“Topic 820" )) measurement in the fair value hierarchy, canltésom changes in discount periods and ratesyedsas changes in the
estimates on the achievement of the performancedbadestones.

Contingent acquisition consideration as of Decen3(2012 and December 29, 2013 is summarizeceifolfowing table (in
millions):

Securelnfo DEI SCT Total
Balance as of December 25, 2011 $ 15 % 5C $ 11 $ 7.€
Cash payments (1.5 (2.5) — (4.0
Post acquisition adjustments reflected in operatésylts — (0.9 (1.9 (1.5)
Balance as of December 30, 2012 — 2.1 — 2.1
Cash payments — (2.7 — (2.9
Balance as of December 29, 2013 $ — § — 3 — 8 —

Pursuant to the terms of the agreement and plamecfer with DEI Services Corporation entered imoAnigust 9, 2010 (“the DEI
Agreement”), upon achievement of certain cash ptseievenue, EBITDA and backlog amounts in 2000,12and 2012, the Company was
obligated to pay certain additional contingent ideation (the “DEI Contingent Consideration”). TBempany has paid $5.0 milligrlated t(
the DEI Contingent Consideration, with the finaypeent of $2.1 million paid in April 2013.

As of December 25, 2011, the fair value of the SIoAtingent Consideration was $1.1 million and wstsmeated by applying the
income approach, which is based on significantisifiuat are not observable in the market, whichic 820refers to as Level 3 inputs. Key
assumptions included a discount rate of 6.1% , kkehg@articipant cost of debt at the date of adtjais and probability-adjusted levels for
EBITDA. The fair value of the SCT Contingent Coresiation was decreased by $1.1 million to zero asdgnized as a credit to merger and
acquisition related items during the three monttiopeended December 30, 2012.

Note 4. Balance Sheet Details
The detail of certain assets in the Consolidatddi® Sheets consists of the following (in millipns

Cash and cash equivalents
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The Company's cash equivalents consist of overmigtt sweep accounts that are invested on a delg.lCash and cash equivalents
at December 30, 2012 and December 29, 2013 wer® $4iflion and $55.7 million , respectively and amxmated their fair value.

Net unrealized and realized gains recorded duhirg/ears ended December 30, 2012 and Decembe®23 w&re immaterial.
Accounts receivable, n

Receivables including amounts due under long-teyniracts are summarized as follows:

December 30, 2012 December 29, 2013

Billed, current $ 137¢ % 150.2
Unbilled, current 135.2 117.¢
Total current accounts receivable 273.3 268.1
Allowance for doubtful accounts (1.9 (2.9)
Total current accounts receivable, net 271.¢ 265.¢
Unbilled, long-term (included in other assets) 0.2 0.1
Total accounts receivable, net $ 272z $ 265.¢

Unbilled receivables represent the balance of re@hle costs and accrued profit, composed prirlgip&kevenue recognized on
contracts for which billings have not been presgmtethe customer because the amounts were eamadtcontractually billable as of the
balance sheet date. Retainages receivable wererBidn as of December 30, 2012 and $6.2 millierod December 29, 20kd are include
in accounts receivable, net in the ConsolidatecdBz# Sheets.

U.S. Government contract receivables (includeddooants receivable, net)

December 30, 2012 December 29, 2013

Billed $ 24¢€ $ 19.¢
Unbilled 39.4 31.€
Total U.S. Government contract receivables $ 64.C $ 51.¢

Inventoried costs, net of progress paym

December 30, December 29,
2012 2013
Raw materials $ 48.4 $ 44t
Work in process 36.t 24.%
Finished goods 7.3 4.€
Supplies and other 2.2 1.¢
Subtotal inventoried costs 94.4 75.3
Less customer advances and progress payments (0.7 (0.7
Total inventoried costs $ 94: § 74.€
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Property and equipment, net

December 30, December 29,
2012 2013
Land and buildings $ 20.t % 21.C
Computer equipment and software 17.2 20.C
Machinery and equipment 49.¢ 59.C
Furniture and office equipment 12.2 15.4
Facility under capital lease 1.C 1.C
Leasehold improvements 13.¢ 13.7
Construction in progress 5.8 4.8
Property and equipment 120.¢ 134.¢
Accumulated depreciation and amortization (35.2) (50.2)
Total property and equipment, net $ 856 $ 84.¢

Depreciation expense was $10.0 million , $14.liamland $17.2 million for the years ended Decen#e2011 , December 30,
2012 , and December 29, 2013, respectively.

Note 5. Debt
(a) Issuance of 10%Senior Secured Notes due 20

On May 19, 2010 , the Company entered into an inderwith the guarantors set forth therein and Witjion Trust FSB, as trustee
and collateral agent (as amended or supplemengedritienture”), to issue the Notes. As of Decen#r2013 , the Company had issued
Notes in the aggregate principal amoun$625.0 million under the Indenture, of which $22&illion were issued on May 19, 2010, $285.0
million were issued on March 25, 2011 at a $20.0ignipremium and an effective interest rate of28.5and $115.0 million were issued on
July 27, 2011 at a $5.8 million premium and anafie interest rate of 8.9% . These Notes have bised to fund acquisitions and for general
corporate purposes. The holders of the Notes héivst @riority lien on substantially all of the @gpany's assets and the assets of the
guarantors, except with respect to accounts reblsiymventory, deposit accounts, securities actshuwash, securities and general intangibles
(other than intellectual property), on which thédeos of the Notes have a second priority lierh®$110.0 million credit facility described
below.

The Company pays interest on the Notes semi-annularrears, on June 1 and December 1 of eaah Vka Notes include
customary covenants and events of default as well@nsolidated fixed charge ratio of 2 : 1 fariticurrence of additional indebtedness.
Negative covenants include, among other thingstdions on additional debt, liens, negative plesjgevestments, dividends, stc
repurchases, asset sales and affiliate transactwests of default include, among other events;performance of covenants, breach of
representations, cross-default to other materiad, denkruptcy, insolvency, material judgments endnges in control. As of December 29,
2013, the Company was in compliance with the camé&contained in the Indenture governing the Ndteaddition, the ability to pay
dividends is restricted by both the indenture emtento in connection with the issuance of the Nabee 2017 and the amended credit and
security agreement discussed below.

On or after June 1, 2014 , the Company may redeene ®r all of the Notes at 105% of the aggregatejmal amount of such notes
through June 1, 2015, 102.5% of the aggregateipahamount of such notes through June 1, 20161806&60f the aggregate principal amol
of such notes thereafter, plus accrued and unptadest to the date of redemption. In addition,Geenpany may, at its option, redeem some
all of the Notes at any time prior to June 1, 28§4$4aying a “make whole” premium, plus accrued angaid interest, if any, to the date of
redemption. The Company may also purchase outstgmdtites traded on the open market at any time.

The Notes were issued in three offerings.
$225 million 10% Senior Secured Note Offering, Mago0

On May 19, 2010, the Company issued Notes in gigeegate principal amount of $225.0 million in amagistered offering pursuant
to Rule 144A and Regulation S under the Secuitidsand on August 11, 2010, the Company complated
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exchange offer for such Notes pursuant to a registr rights agreement entered into in connectiih the issuance thereof. The proceeds"
primarily used to finance the acquisitions of Giehrloldings, Inc., DEI Services Corporation, anditBside Container & Trailer, LLC, as well
as to refinance the Company's existing debt.

$285 million 10% Senior Secured Note Offering, Nia2611

On March 25, 2011, the Company issued Notes imggeegate principal amount of $285.0 milliaran unregistered offering pursu
to Rule 144A and Regulation S under the Securitieisand received approximately $314.0 million irskegroceeds from the offering, which
includes an approximate $20.0 million of issuan@pums and $9.0 million of accrued interest, whpcbceeds were used, together with cast
contributions of $45.0 million from the Company fiwance the acquisition of all of the outstandgigres of common stock of Herley (see
Note 3), to pay related fees and expenses ancdefeargl corporate purposes. The effective intesgstan this issuance w8.5% . On July 29,
2011, the Company completed an exchange offehéwe Notes pursuant to a registration rights aggaeentered into in connection with this
issuance.

$115 million 10% Senior Secured Note Offering, Adg1

On July 27, 2011, the Company issued Notes indigeegate principal amount of $115.0 million in amagistered offering pursuant
to Rule 144A and Regulation S under the Securitigisand received approximately $122.5 million iskegproceeds from the issuance of the
Notes, which includes an approxim$5.8 million of issuance premiums and $1.7 millafraccrued interest. These proceeds were used to
finance, in part, the cash portion of the purchasee for the acquisition of Integral (see NotetBd)refinance existing indebtedness of Integral,
to make certain severance payments in connectiintie acquisition of Integral and to pay relatedsfand expenses. The effective interest
rate on this issuance was 8.9% . On December 2,,20&8 Company completed an exchange offer forethiges pursuant to a registration
rights agreement entered into in connection with igsuance.

(b) Other Indebtednes:
$110.0 Million Credit Facility

On July 27, 2011, the Company entered into a cesditsecurity agreement with KeyBank National Asgamn (“KeyBank”), as lead
arranger, sole book runner and administrative agent East West Bank and Bank of the West, astidels (the “2011 Credit Agreement”).
The 2011 Credit Agreement amends and restates émtirety the credit and security agreement, daseaf May 19, 2010, by and among the
Company, KeyBank and the lenders named thereiar(ended). The 2011 Credit Agreement establish@agayfear senior secured revolving
credit facility in the amount of $65.0 million (asnended and described below, the “Amended RevglvEne Amended Revolver is securec
a lien on substantially all of the Company's asartsthe assets of the guarantors thereunder csubjeertain exceptions and permitted liens.
The Amended Revolver has a first priority lien @e@unts receivable, inventory, deposit accountyritées accounts, cash, securities and
general intangibles (other than intellectual proyge©On all other assets, the Amended Revolvershsecond priority lien junior to the lien
securing the Notes.

Borrowings under the Amended Revolver are subgeatandatory prepayment upon the occurrence ofinesteents, including the
issuance of certain securities, the incurrenceeghin debt and the sale or other disposition abaeassets. The Amended Revolver includes
customary affirmative and negative covenants araesvof default, as well as a financial covenalattiry to a minimum fixed charge covere
ratio of 1.25 . Negative covenants include, amathgothings, limitations on additional debt, liensgative pledges, investments, dividends,
stock repurchases, asset sales and affiliate thosa. Events of default include, among other &vemon-performance of covenants, breach o
representations, cross-default to other materibd, dmnkruptcy and insolvency, material judgmemid eéhanges in control.

On November 14, 2011, the Company entered intcsdmendment (the “First Amendment”) to the 201&d@t Agreement. Among
other things, the First Amendment: (i) increaseddamount of the Amended Revolver from $65.0 millior$90.0 million ; (ii) added to and
modified the definitions of certain terms contaifiedhe 2011 Credit Agreement; (iii) added PNC Bax&tional Association as a lender under
the 2011 Credit Agreement; and (iv) updated ceidairedules to the 2011 Credit Agreement.

On May 4, 2012, the Company entered into a seaamehdment (the “Second Amendment”) to the 2011 iCAefeement. Among
other things, the Second Amendment (i) increasedthount of the Amended Revolver from $90.0 milioi$110.0 million ; (ii) added to and
modified the definitions of certain terms contaimedhe 2011 Credit Agreement; (iii) added CathanBas a lender under the 2011 Credit
Agreement; (iv) increased the maximum availablbeadyorrowed
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under the 2011 Credit Agreement to $135.0 milliohjsct to KeyBank's approval; and (v) updated aegehedules to the Credit Agreement.

On May 8, 2012, the Company entered into a thirdradment (the “Third Amendmentt) the 2011 Credit Agreement. Under the te
of the Third Amendment, the definitions of certiégnms of the 2011 Credit Agreement were modified #re acquisition of CEl was approved.
The Company used the net proceeds from the s&@@.0fmillion shares of its common stock, togeth&hwhe borrowings under its credit
facility, to fund the purchase of CEl on July 2120and to pay related fees and expenses.

The amounts of borrowings that may be made und@eAthended Revolver are based on a borrowing basar@comprised of
specified percentages of eligible receivablesjldigunbilled receivables and eligible inventorfythe amount of borrowings outstanding under
the Amended Revolver exceeds the borrowing baseitheffect, the Company is required to repay sumtiowings in an amount sufficient to
eliminate such excess. The Amended Revolver insl$&®.0 million of availability for letters of critcéind $10.0 million of availability for
swing line loans.

The Company may borrow funds under the Amended Rewrat a rate based either on LIBOR or a baseastablished by KeyBank.
Base rate borrowings bear interest at an applicabligin of 1.00% to 1.75% over the base rate (whiithbe the greater of the prime rate or
0.5% over the federal funds rate , with a floof.df% over one month LIBOR ). LIBOR rate borrowing bear interest at an applicable
margin of 3.00% to 3.75% over the LIBOR rate. Thpleable margin for base rate borrowings and LIB@&Rrowings will depend on the
average monthly revolving credit availability. TAenended Revolver also has a commitment fee of 0.6809675% , depending on the average
monthly revolving credit availability. As of Decemh?29, 2013 , there were no outstanding borrowargthe Amended Revolver and $10.7
million was outstanding on letters of credit réisig in net borrowing base availability of $79.9llion . The Company was in compliance with
the financial covenants as of December 29, 2013 .

Debt Acquired in Acquisition of Herley

The Company assumed a $ 10.0 million 10 -year team with a bank in Israel that Herley entered iomoSeptember 16, 2008 in
connection with the acquisition of Herley. The Inala as of December 29, 2013 was $4.8 million ,taedoan is payable in quarterly
installments of $0.3 million plus interest at LIB@Rus a margin of 1.5% . The loan agreement cositeamious covenants, including a
minimum net equity covenant as defined in the lagreement. The Company was in compliance withoadénants, as of December 29, 2013 .

Fair Value of Long-term Debt

Carrying amounts and the related estimated fairasabf the Company’s long-term debt financial instents not measured at fair
value on a recurring basis at December 30, 201Danwegmber 29, 2013 are presented in the followdintet

As of December 30, 2012 As of December 29, 2013
Carrying Carrying
$ in millions Principal Amount Fair Value Principal Amount Fair Value
Long-term debt $ 630.7 $ 649.. $ 690.f $ 629.6 $ 644.: $ 679.1

The fair value of the Company’s long-term debt Wwased upon actual trading activity (Level 1, Obable inputs —quoted prices in
active markets) and is the estimated amount thepaognwould have to pay to repurchase its debtud@iog any premium or discount
attributable to the difference between the statéglést rate and market value of interest at tttemba sheet date.

The net unamortized debt premium of $14.5 millisrodDecember 29, 2013 , which is the differendsvben the carrying amount of
$644.3 million and the principal amount of $629.8ion represented in the previous table, is being anegltia interest expense over the te
of the related debt.

Future maturities of long-term debt for each ofykars ending 2014 through 2016 are $1.0 millianyear, $626.0 million in 2017,
and $0.8 million in 2018.

Note 6. Lease Commitments
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The Company leases certain facilities and equipmedér operating and capital leases having terpsieg at various dates through
2023.

Future minimum lease payments under capital andatipg leases as of December 29, 2013 , which doemclude $7.1 million in
sublease income on the Company's operating leaseas follows (in millions):

Net Operating
Year Capital Leases Leases
2014 $ 04 $ 15.¢
2015 0.1 13.C
2016 — 10.¢
2017 — 9.€
2018 — 8.8
Thereafter — 12.7
Total future minimum lease payments 05 $ 70.€
Less amount representing interest 0.1
Present value of capital lease obligations 0.4
Less current portion 0.3
Long-term capital lease obligations $ 0.1
The following is an analysis of the leased propertger capital leases by major class (in millions):
December 30, December 29,
2012 2013
Classes of Property
Facilities $ 1.C $ 1.C
Vehicles 0.t 0.t
Office equipment 0.5 0.4
Total 2 1.8
Less: Accumulated amortization 175 1.7
$ 0.5 $ 0.2

Amortization expense related to capital leases$@as million , $0.1 million and $0.2 million for ¢hyears ended December 25, 2011
December 30, 2012 and December 29, 2013 , resphctiv

Gross rent expense under operating leases foredns ¥nded December 25, 2011 , December 30, 200®December 29, 2013 was
$12.8 million , $21.1 million , and $16.7 milliomespectively. Total sublease income for the yeaded December 25, 2011 , December 30,
2012 , and December 29, 2013, totaling $1.3 milli#2.7 million , and $2.3 million , respectivehas been netted against rent expense.

Based on management's assessment of assumptiaiderorg existing market conditions, sublease teatas and recoverability of
operating lease expenses for the Company's vaoapenies and due to the Company's actions to didase facilities, the Company
periodically reevaluates its accrual for excesdifas. In 2011, as a result of the Integral asifion, the Company acquired 131,450 rentable
square feet of property located in Maryland witlease term through April 2020. Prior to the acdigsi Integral had vacated the majority of
this space and subleased approximately 83,000 ssdgir for an initial term which commenced on Oetob, 2010 and ends on October 31,
2015. The Company recorded a liability at fair eatf approximately $19.0 million at the merger dafated to this excess facility.

The Company's accrual for excess facilities was%i@llion , $18.7 million , and $12.4 million a§ December 25, 2011 ,
December 30, 2012 and December 29, 2013 , respctithe Company estimates that the remaining atevill be paid through 2020.

The accrual for excess facilities is as followsrfiitlions):

F- 30




Table of Contents

Excess Facilities

Balance as of December 25, 2011 $ 18.5
Fair value of liability assumed in acquisition 1.8
Cash payments (1.6
Balance as of December 30, 2012 18.7
Adjustments of excess facility accruals 4.7
Cash payments (1.6)

$ 12.4

Balance as of December 29, 2013

The lease on certain office facilities includesesiied base rent increases over the term of tise.|dde total amount of the base rent
payments is being charged to expense on the stiiighmethod over the term of the lease. In addito the base rent payment, the Company
pays a monthly allocation of the building's operatexpenses. The Company has recorded deferredrrelatied in accrued expenses and ¢
long-term liabilities in the Consolidated Balandeests, of $1.0 million , $1.3 million , and $3.2lion at December 25, 2011 , December 30,
2012 and December 29, 201&spectively, to reflect the excess of rent espesver cash payments since inception of the réspdeases. Tt
adjustment to the accrual in 2013 was primarily ttua change in the necessary estimated exces$yfaccrual of office space at our
Colombia, Maryland administrative facilities.

Note 7. Net Loss Per Common Share

The Company calculates net income (loss) per shaecordance witFASB ASC Topic 26(Earnings per Share (“Topic 260").
UnderTopic 260, basic net income (loss) per common share is leatmiby dividing net income (loss) by the weighterage number of
common shares outstanding during the reportingpdeBiluted net income (loss) per common sharectslthe effects of potentially dilutive
securities.

The following shares were excluded from the cakioiaof diluted loss per share because their ingtus/ould have been anti-dilutive (in

millions):

December 25, 2011 December 30, 2012 December 29, 2013
Shares from stock options and awards 2.1 3.6 2.€

Note 8. Income Taxes

The components of income (loss) from continuingrapens before income taxes and equity earningtisiesl below (in millions):

2011 2012 2013
Domestic $ (20.7) $ (120.9) $ (39.9)
Foreign (0.9 5.8 7.t
Total $ (216 $ (1145 $ (31.9

The provision (benefit) for income taxes from cantng operations for the years ended December@HBl,,2December 30, 2012, and
December 29, 2013 are comprised of the followingillions):
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2011 2012 2013
Federal income taxes:
Current $ 15 $ — % .7
Deferred 0.6 (3.5 0.3
Total Federal (0.9 (3.5 (1.4)
State and local income taxes
Current 3.1 0.8 2.C
Deferred 0.8 0.4 (0.7)
Total State and local 3.8 1.2 1.3
Foreign income taxes:
Current 04 0.1 0.1
Deferred (1.5) 0.€ —
Total Foreign (1.7 0.7 0.1
Total $ 19 $ (1.6) $ —

A reconciliation of the total income tax provisi@imenefit) to the amount computed by applying tleeusbry federal income tax rate of
35% to income (loss) from continuing operationsobefincome tax provision for the years ended Deegidb, 2011 , December 30, 2012 and
December 29, 2013 is as follows (in millions):

2011 2012 2013

Income tax expense (benefit) at federal statutaty r $ (7€) $ (40.)) $ (11.7)
State taxes, net of federal tax benefit and vanadilowance 3.1 0.7 1.8
Difference in tax rates between U.S. and foreign (0.2 (1.5 (2.6)
Release of foreign valuation allowance (0.7) — —
Increase (decrease) in federal valuation allowance 4.7 14.2 13.C
Nondeductible expense 0.4 0.2 0.7
Increase (decrease) in reserve for uncertain takipos 1.7 0.1 (1.9
Transaction costs 2.3 0.1 —
Changes to indefinite life items and separate steterred taxes 1.5 3.0 (0.9
Impact of purchase accounting — — —
Goodwill impairment — 27.€ —
Total $ 1¢ 8 (1.6 9 —

The tax effects of temporary differences that gise to the deferred tax assets and deferredabiities as of December 30, 2012 anc
December 29, 2013 are as follows (in millions):
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2012 2013
Deferred tax assets:
Allowance for doubtful accounts $ 04 % 0.7
Sundry accruals 38 2.8
Vacation accrual 5.1 5.2
Stock-based compensation 4.€ 6.1
Payroll related accruals 2.7 3.2
Lease accruals 9.7 9.1
Investments 1.¢ 1.6
Net operating loss carryforwards 124.¢ 118.2
Tax credit carryforwards 3.7 5.1
Deferred revenue 2.1 2.4
Reserves and other 10.z 10.2
168.t 16t
Valuation allowance (110.9 (123.)
Total deferred tax assets, net of allowance 58.1 41.¢
Deferred tax liabilities:
Unearned revenue (42.0) (35.9
Other intangibles (15.9) 4.7
Property and equipment, principally due to differesin depreciation (7.9 (7.7)
Other — (0.9
Total deferred tax liabilities (65.€) (49.7)
Net deferred tax asset (liability) $ (75 $ (7.9

In assessing the Company's ability to realize deferax assets, management considers, on a pebasliis, whether it is more likely
than not that some portion or all of the defereedassets will not be realized. As such, managehentietermined that it is appropriate to
maintain a full valuation allowance against the @amy's deferred tax assets, with the exceptiom @naount equal to its deferred tax
liabilities, which can be expected to reverse avdefinite life and certain foreign and separat¢estieferred tax assets. Management will
continue to evaluate the necessity to maintaini@atian allowance against the Company's net deddae assets. During fiscal 2013 , the
Company recorded a net increase in its federabtialn allowance of $13.0 million .

At December 29, 2013 , the Company had federdbissccarryforwards of $325.4 million and variouststtax loss carryforwards of
$237.4 million including net operating losses réaglfrom stock options of $14.4 millidior federal and state, which if recognized woulsiuft
in additional paid-in-capital. The federal tax lassryforwards will begin to expire in 2018 andtsttax loss carryforwards will begin to expire
in 2014 in certain states.

Federal and state income tax laws impose restnigtim the utilization of net operating loss (“NOIaid tax credit carryforwards in
the event that an “ownership change” occurs foiptasposes, as defined by Section 382 of the Inté&teaenue Code of 1986, as amended
(“Section 382"). In general, an ownership changeuog when shareholders owning 5% or more of a ‘tmsporation” & corporation entitled
use NOL or other loss carryovers) have increaseid dlwnership of stock in such corporation by mibtv@n 50 percentage points during any 3
year period. The annual base Section 382 limitatiaralculated by multiplying the loss corporat®walue at the time of the ownership cha
by the greater of the long-term tax-exempt ratemeined by the Internal Revenue Service in the mohthe ownership change or the two
preceding months. This base limitation is subje@adjustments, including an increase for built@ing recognized in the five year period after
the ownership change. In March 2010, an “ownershgnge” occurred that will limit the utilizatiori NOL carryforwards. In July 2011 ,
another “ownership change” occurred. The March 20&08ership change limitation is more restrictiveprior years the company acquired
corporations with NOL carryforwards at the datecduisition (Acquired NOLs). The Acquired NOLs ateject to separate limitations that
may further restrict the use of Acquired NOLs. A®sult, the Company's federal annual utilizatibiN@L carryforwards will be limited to at
least $27 million a year for the five years sucaegthe March 2010 ownership change and at led&t@& million for each year thereafter
subject to separate limitations for Acquired NOfLthie entire limitation amount is not utilized iryaar, the excess can be carried forward and
utilized in future years. For the year ended Decam29, 2013 , there was no impact of such limitegion the income tax provision since the
amount of taxable income did not exceed the anim@htion amount. In addition, future equity offiegs or acquisitions that have equity as a
component of the purchase price could also cauar flownership change.” If and when any other “omgh#& change”

F- 33




Table of Contents

occurs, utilization of the NOL or other tax attribs may be further limited. As discussed elsewldaterred tax assets relating to the NOL anc
credit carryforwards are offset by a full valuat@fowance. In addition, utilization of state tas$ carryforwards is dependent upon sufficient
taxable income apportioned to the states.

The Company has not provided deferred U.S. incaxestor foreign withholding taxes of approximatglhp.7 million on temporary
differences relating to the outside basis in it@stment in foreign subsidiaries which are essknpi@rmanent in duration. It is the Company's
intention to permanently reinvest undistributech@zgs of its foreign subsidiaries. As of Decemb@r 2013 the Company has $16.0 million of
cash and cash equivalents available for distrilbutio

The Company is subject to taxation in the U.S.iouar state tax jurisdictions and various foreignjtaisdictions. The Company's tax
years for 2000 and later are subject to examindtjotihe U.S. and state tax authorities due to tirtence of net operating los*‘NOL")
carryforwards. Generally, the Company's tax year2002 and later are subject to examination bjouarforeign tax authorities.

The following table summarizes the activity relatedhe Company's unrecognized tax benefits (itioni):

Balance as of December 26, 2010 $ 12.4
Increases related to prior periods (acquired esliti 0.t
Increases related to current year tax positions 0.2
Expiration of applicable statutes of limitations (0.6)
Settlements with taxing authorities (2.9
Balance as of December 25, 2011 10.1
Increases related to prior periods (acquired esiti 3.7
Increases related to current year tax positions —
Expiration of applicable statutes of limitations (0.7
Settlements with taxing authorities (0.3
Balance as of December 30, 2012 13.4
Increases related to prior periods (acquired esliti 3.2
Increases related to current year tax positions 1.7
Expiration of applicable statutes of limitations (2.6)
Settlements with taxing authorities —
Balance as of December 29, 2013 $ 15.¢

Included in the balance of unrecognized tax bemafiDecember 29, 2013 , are $15.8 million of temdiits that, if recognized, would
affect the effective tax rate. Included in this ambis $14.5 million that would become a defermedadsset if the tax benefit were recognized.
As such, this benefit may be impacted by a cornedimgy valuation allowance depending upon the Comiparonsolidated financial position at
the time the benefits are recognized.

The Company recognizes interest and penaltiesrktatunrecognized tax benefits in its provisionificome taxes. For the years
ended December 25, 2011 , December 30, 2012 anehier 29, 2013 , the Company recorded $0.3 mijl®4 million and $0.2 million ,
respectively, in interest or penalties. These art®are netted by a benefit for interest and pesmatilated to the reversal of prior positions as
noted above of $0.4 million , $0.1 million , and &nillion for the years ended December 25, 20D&cember 30, 2012 , and December 29,
2013, respectively. As of December 25, 2011 , bewsr 30, 2012 , and December 29, 2013 , the Comipadiyecorded total interest and
penalties of $0.4 million , $0.7 million , and $0rillion , respectively.

The Company believes that that no material amofititeliabilities for uncertain tax positions wikpire within 12 months of
December 29, 2013 .

Note 9. Discontinued Operations
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In June of 2012, consistent with the Company'sgptarcomplete its assessment and evaluation afdhecore businesses acquired in
the Integral acquisition, the Company committed f@an to sell certain lines of business associat#dantennas, satellite-cased products anc
fly-away terminals. These operations were previpusported in the KGS segment, and in accordantieMaipic 205 these businesses have
been classified as held for sale and reportedsooditinued operations in the accompanying congelitfinancial statements. In the second
quarter of 2012, the Company recorded a $1.5 millipairment charge associated with the portiogaafdwill that was allocated to the
discontinued businesses based on management'satestfrthe fair value of the discontinued busines$ee Company sold its domestic
operations to two buyers for approximately $0.8iomilin cash consideration and the assumption ghageliabilities. The Company received
$0.3 million in cash in 2012 from the first buyerda$0.5 million in cash in April 2013 from the saddbuyer. The Company recorded a $1.2
million impairment charge in the first quarter @13 related to its revised estimate of the faiugadf these operations.

The following table presents the results of distargd operations including gain and loss on disigoshich is included in loss before
taxes (in millions):

Year ended Year ended Year ended
December 25, December 30, December 29,
2011 2012 2013
Revenue $ 9.2 $ 185 $ 3.7
Loss before taxes 1.3 (1.9 (5.9
Benefit for income taxes (0.6) 0.3 —
Net loss $ 0.7 % (15 $ (5.9

The benefit for income taxes for the year endededdser 25, 2011 and December 30, 2012 was primauiyto the expiration of the
statute of limitations for certain foreign tax ciigiencies related to the Company’s discontinueéless services business.

The following is a summary of the assets and ligbdl of discontinued operations, which are in oth@rent assets, other non-current
assets, other current liabilities and other lorrgatBabilities in the accompanying Consolidateddale Sheets as of December 30, 2012 and
December 29, 2013 (in millions):

December 30, 2012 December 29, 2013

Accounts receivable, net $ 34 % =
Inventoried costs 3.C —
Other current assets 0.2 —
Current assets of discontinued operations $ 6.6 $ —
Property and equipment, net $ 04 % =
Other assets 0.4 —
Long-term assets of discontinued operations $ 0.8 $ =
Accrued expenses and accounts payable $ 44 % 11
Billings in excess of costs and earnings on uncetagdl contracts 0.1 —
Other current liabilities 0.4 1.4
Current liabilities of discontinued operations $ 49 $ 2
Other long-term liabilities $ 03 $ 0.2
Long-term liabilities of discontinued operations $ 02 § 0.2

Note 10. Fair Value Measurement

The Company adoptetbpic 820with the exception of the application of the stag@trto non-recurring nonfinancial assets and
nonfinancial liabilities. Non-recurring nonfinantassets and nonfinancial liabilities for whicthas not applied the provisions Bdpic 820
include those measured at fair value in goodwipp@inment testing, indefinite lived intangible asseteasured at fair value for impairment
testing, asset retirement obligations initially s@ad at fair value, and those assets and liasilitiitially measured at fair value in a business
combination.
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Topic 820establishes a valuation hierarchy for disclosurthefinputs to valuation used to measure fair valins hierarchy
prioritizes the inputs into three broad levels@®ivs. Level 1 inputs are quoted prices (unadpliste active markets for identical assets or
liabilities. Level 2 inputs are quoted prices fon#ar assets and liabilities in active marketsmputs that are observable for the asset or ligt
either directly or indirectly through market coroshtion, for substantially the full term of thedimcial instrument. Level 3 inputs are
unobservable inputs based on the Company's owmgsisuns used to measure assets and liabilitiegiratdlue. A financial asset or liability's
classification within the hierarchy is determinexsed on the lowest level input that is signifidanthe fair value measurement.

Note 11. Stockholders’ Equity
€)) Common Stocl

On May 14, 2012, the Company sold 20.0 million ekasf its common stock at a purchase price of $edGhare in an underwritten
public offering. The Company received gross prosegds100.0 million . After deducting underwritiapd other offering expenses, the
Company received approximately $97.0 million in peiceeds. The Company used the net proceeds fiisroffering to fund a portion of the
cash consideration paid to the stockholders ofi@Ebnnection with the Company's acquisition thémoJuly 2, 2012.

On December 1, 2011, the Company repurchased iopie market from an institutional investor 2.0limil shares of its common
stock for $5.45 per share, in a block transacticompliance with legal requirements.

On July 27, 2011, in connection with the acquisitid Integral, the Company issued approximately Hillion shares of its common
stock to shareholders of Integral. See Note 3 fyraplete description of this transaction.

On February 11, 2011, the Company sold approximdt® million shares of its common stock at a pasghprice of $13.25 per share
in an underwritten public offering. The Companysaiged gross proceeds of approximately $64.8 milliéifiter deducting underwriting and
other offering expenses, the Company received appetely $61.1 million in net proceeds.

(b) Preferred Stock

On March 8, 2011, all of the 10,000 shares of tteeipusly issued and outstanding shares of Seri€siBsertible Preferred Stock
(“Preferred Stock”) were redeemed for 100,000 shafecommon stock. Prior to the redemption, thédered Stock had a total liquidation
preference of $5.0 million . In accordance wiitpic 260, the Preferred Stock was considered a particigataturity for purposes of comput
basic earnings per share prior to redemption.

(c) Stock Option Plans and Restricted Stock Unit Plar

The Company's board of directors (“Board”) may ¢eguity-based awards to selected employees, diseahd consultants of the
Company pursuant to its existing equity incentilanp. In February 2005, the Board approved the Hifity Incentive Plan (“2005 Plan”).
The 2005 Plan was subsequently approved by a rma@drthe Company's stockholders on May 18, 2063arch 10, 2011, the Board
approved the 2011 Equity Incentive Plan (2011 Blarhe 2011 Plan was subsequently approved byjarityaof the Company's stockholders
on May 27, 2011. Each of the 2005 Plan and the 041 permits the Board to issue a wide-varietgwérds, including restricted stock units,
restricted stock, stock appreciation rights, stoplions and deferred stock units. If any sharegmyby an award under the 2005 Plan or 201
Plan are not purchased or are forfeited, or ifward otherwise is terminated, canceled or retisedh shares are again made available for
awards under the 2005 Plan and 2011 Plan. As ofber 29, 2013 , there are approximately 362,0@0Lah million shares reserved for
issuance for future grant under the 2005 Plan &id Plan, respectively. The Board may amend oritext® the 2005 Plan or 2011 Plan at an
time. Certain amendments, including an increagkdrshare reserve, require stockholder approvaief@dly, options and restricted stock units
outstanding vest over periods not exceeding tersyé&/hen the Company grants stock options, theygeanted with a per share exercise price
not less than the fair market value of the Compaogimmon stock on the date of grant, and genenaliyld be exercisable for up to ten years
from the grant date.

Integral Stock Option Plangll outstanding options to purchase shares of Irslegpmmon stock that were not canceled and
exchanged for a cash payment upon completion dintiegral merger, were assumed by the Company ameected into options to purchase
shares of the Company's common stock (with the murabshares subject to each such option and thesige price applicable to each such
option adjusted based on the applicable exchanigd (e “Assumed Options”). The Company assurezhesuch stock option in accordance
with the terms and conditions of the applicabledmal option plan and stock option agreement, stibjethe adjustments described in the
preceding sentence. On February
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20, 2012, the Board confirmed (i) the assumptiomtegral's 2008 Stock Incentive Plan (the “2008nP), pursuant to NASDAQ Rule 5635,
which provides that shares available under cephkins acquired in mergers and other acquisitionsmaused for certain post-transaction
grants without further stockholder approval anfigii amendment to the 2008 Plan, in order to pafmifuture grant of awards, including
restricted stock unit awards, by the Company punsteathe plan. The 2008 Plan was approved by tatsgBoard of directors in December
2007 and by Integral's stockholders in February820be terms and conditions of specific awardssatet the discretion of the Board. As of
December 29, 2013 , there are approximately 1.Bomishares of the Company's common stock availabls$oance under the 2008 Plan.
shares of common stock available for issuance uth@e?008 Plan may be used to grant awards, imgyustiock options, stock appreciation
rights, restricted stock and restricted stock ymiteny employee, director or consultant who watsam employee, director or consultant of the
Company prior to the consummation of the Integratger. The Board may amend or terminate the 2088 &lany time. However, certain
amendments, including an increase in the sharewesgould require stockholder approval.

Herley Stock Option Planall outstanding options to purchase shares of Hestammon stock that were not canceled and exchange
for a cash payment upon completion of the Herleygmie were assumed by the Company and converteaptions to purchase shares of the
Company's common stock (with the number of sharbgest to each such option and the exercise pppéicable to each such option adjusted
based on the applicable exchange ratio). The Coynassumed each such stock option in accordancetigtterms and conditions of the
applicable Herley option plan and stock option agrent, subject to the adjustments described ipreeding sentence. On December 30,
2012, the Board confirmed (i) the assumption ofléiés 2010 Stock Plan (the “2010 Plan”), pursuaMIASDAQ Rule 5635, and (ii) an
amendment to the 2010 Plan, in order to permifuhe&e grant of awards, including restricted staoikt awards, by the Company pursuant to
the plan. The 2010 Plan was approved by Herley&adof Directors in January 2010 and by Herleysidtolders in March 2010. The terms
and conditions of specific awards are set at therdtion of the Board. As of December 29, 2012rdtare approximately 365,08Pares of th
Company's common stock available for issuance utnge?010 Plan. These shares are available to gveards, including stock options, she
of common stock and restricted stock units, to @mployee, director or consultant who was not anleyee, director or consultant of the
Company prior to the consummation of the HerleygeerThe Board of the Company may amend or termitieg 2010 Plan at any time.
However, certain amendments, including an incr@asiee share reserve, would require stockholderayap.

Henry Bros. Electronics Stock Option PlaRBE's stock option and stock incentive plans a@glin connection with the Company's
acquisition of HBE were terminated on December208,0, and no further grants may be made under fhlass after such date. Award grants
that were outstanding under these plans on Deceb#h@010 will continue to be governed by theirséirig terms and may be exercised for
shares of the Company's common stock at any time tjorthe expiration of the option term or anyligartermination of those options in
connection with the option holder's cessation ofise with the Company. Stock options granted urtdese plans were incentive stock opti
may generally be exercised from one to ten yedes tfe date of grant and generally vest ratabsr three to five years . Certain of these
options had change in control provisions that ared¢ed the vesting of the options.

Digital Fusion Inc. Stock Option and Stock Inceatiflans DFI's stock option and stock incentive plans aagliin connection with
the Company's acquisition of DFI were terminateddeecember 24, 2008, and no further grants may leraader these plans after such date
Award grants that were outstanding under thesesgarDecember 24, 2008 will continue to be goveimetheir existing terms and may be
exercised for shares of the Company's common stbaky time prior to the expiration of the ten 4yeption term or any earlier termination of
those options in connection with the option hoklegssation of service with the Company. Stockooptgranted under these plans included
incentive stock options or non-statutory stock @pdi All non-statutory options vest upon changeointrol and were 100% vested on
December 24, 2008. With respect to incentive styations, the qualified stock option plans providattthe exercise price of each such option
must be at least equal to 100% of the fair marké&iesof its common stock on the date of grant. ISaptions granted under these plans may
generally be exercised from one to ten years #ftedate of grant. Certain of these options hadi@han control provisions that extended the
exercise period for grants for two years from tlams$action closing date. Awards granted under thkeses generally vest equally over three
years; however, in connection with the Company's actjoisiof DFI the plans were amended to include imiaiedvesting of all unvested
grants upon any future change in control of the gamy. DFI also had certain options granted outsfdes qualified stock option plans. These
non-qualified “out of plan” stock options expire {€ars from grant date.

RSU Agreement€n January 10, 2007, the Compensation CommittéeedBoard approved a form of Restricted Stock Unit
Agreement (an RSU Agreement) to govern the issuahmestricted stock units (“RSUSs”) to executivdiadrs under the Company's 2005 Plan.
On November 14, 2011, the Compensation CommittéleeoBoard approved a form of RSU Agreement to gothee issuance of RSUs to
executive officers under the Company's 2011 PlachERSU represents the right to receive a shaterafnon stock (a “Share”) on the vesting
date. Unless and until the RSUs vest, the Emplayk&dave no
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right to receive Shares under such RSUs. Prioctisahdistribution of Shares pursuant to any ve&8tls, such RSUs will represent an
unsecured obligation of the Company, payable @xtonly from the general assets of the Compdimg RSUs that may be awarded to
executive officers under an RSU Agreement will \aestording to vesting schedules specified in theea®f grant accompanying each grant.
The Company recognizes compensation expense oaighstline basis over the vesting periods basethemmarket price of the Company's
stock on the grant date. The awards granted in 20012 , and 2013 had vesting periods ranging 2dm10 years; 1 to 10 years, and 1 to 10
years, respectively. Some of the grants for thesesyhave accelerated vesting occurring upon chaingentrol or termination. Upon exerci

of the RSU, the Company issues new shares of constooh.

The Company records compensation expense for emlstpck options based on the estimated fair \@ltiee options on the date of
grant using the Black-Scholes option-pricing maated trinomial lattice options pricing model witihetweighted average assumptions
(annualized percentages) included in the followaige. Awards with graded vesting are recognizedguthe straight-line method with the
following assumptions:

2011 2012 2013
Stock Options
Expected life (1) 2.2 10.0 6.25-10.0
Risk-free interest rate(2) 0.1% - 3.4% 1.6% -2.3% 1.1% -2.9%
Volatility(3) 29.3% - 65.3% 59.0% - 59.7% 56.8% - 61.2%
Forfeiture rate(4) 16.3% 16.3% 10%
Dividend yield(5) —% —% —%

(1) In 2011 and 2012, no unvested options weretgdaand the expected life was equal to the lifthefoption.

(2) The risk-free interest rate is based on U.8a%ury yields in effect at the time of grant witteem equal to the expected term
of the options.

(3) In 2011, 2012, and 2013, the Company eséchatplied volatility based upon trailing volatlit

(4) Forfeitures are estimated at the time of gbeased upon historical information. Forfeitures Ww#l revised, if necessary, in
subsequent periods if actual forfeitures diffenfrestimates.

(5) The Company has no history or expectatiopayfing dividends on its common stock.

A summary of the status of the Company's stocloogtian as of December 29, 2013 and changes iarggptiutstanding under the
plan for the year ended December 29, 2013 is &sifs]

Weighted-
Average
Weighted- Remaining
Number of Average Contractual
Shares Under  Exercise Price Term Aggregate
Option per Share (in years) Intrinsic Value
(000's) (000's)

Options outstanding at December 30, 2012 1,13 % 27.6¢ 28 % 80.C
Granted 1,01z $ 5.0¢2 — —
Exercised ™ $ 5.0t — —
Forfeited or expired 417 $ 32.9¢ — —
Options outstanding at December 29, 2013 1,721 § 13.1¢ 58 $ 2,179.
Options exercisable at December 29, 2013 821 $ 22.0¢ 24 % 249.(

As of December 29, 2013, there was $2.1 milliototdl unrecognized stodkased compensation expense related to nonvestieds
which is expected to be recognized over a remaiweighted-average vesting period of 4.2 years. Upaicise of an option, the Company
issues new shares of common stock.

During the years ended December 25, 2011 , DeceBihex012 , and December 29, 2013 the followingieslrelate to the grants and
exercises under the Company's option plans:

F- 38




Table of Contents

2011 2012 2013
Weighted average grant date fair value of opticasigd $ 2.3¢ $  3.5¢€ $ 2.8¢
Total intrinsic value of options exercised (in teands) $ 1,83 $ — $ —
The following table summarizes the Company's Restli Stock Unit activity:
Weighted-
Restricted Average
Stock Units Grant Date
(000's) Fair Value
Nonvested balance at December 30, 2012 3,67C $ 7.5:2
Grants 53 $ 12.6¢
Vested (132 $ 12.8¢
Forfeitures (24%) $ 9.3¢
Vested but not released 3) $ 12.3¢
Nonvested balance at December 29, 2013 3,34 g 7.2€

As of December 29, 2013, there was $15.8 millibtotal unrecognized stock-based compensation esgeslated to nonvested
restricted stock units which is expected to be gaczed over a remaining weighted-average vestimpg®ef 3.2 years. The fair value of RSU
awards that vested in 2011, 2012 , and 2013 wasrfilllion , $1.9 million , and $1.7 million , resgtively.

(d) Employee Stock Purchase Ple

In August 1999, the Board approved the 1999 Em@@&teck Purchase Plan (“Purchase Plan”). A tot2®89 thousand shares of
Common Stock have been authorized for issuancer theéurchase Plan. The Purchase Plan qualifies amployee stock purchase plan
within the meaning of Section 423 of the InternavBnue Service Code. Unless otherwise determingdeb ompensation Committee of the
Board, all employees are eligible to participat¢hi@a Purchase Plan so long as they are employ#ueb@ompany (or a subsidiary designate
the Board) for at least 20 hours per week and westéomarily employed by the Company (or a subgydi@signated by the Board) for at least
5 months per calendar year.

Employees who actively participate in the PurctRlss are eligible to have up to 15% of their eagsifor each purchase period
withheld pursuant to the Purchase Plan. The antbahis withheld is used at various purchase dai#sn the offering period to purchase
shares of Common Stock. The price paid for ComntonkSat each such purchase date is equal to therlofaB5% of the fair market value of
the Common Stock at the commencement date of ffeatrg period or 85% of the fair market value bétCommon Stock on the relevant
purchase date. Employees are also able to endpidugicipation in the offering at any time duririgetoffering period, and participation ends
automatically upon termination of employment. Friive Purchase Plan's inception through Decembe2®3 , the cumulative number of
shares of Common Stock that have been issued timel@&urchase Plan is 1,784 thousand and approXinig824 thousand shares are
available for future issuance. During fiscal 20Bpproximately 781 thousand shares were issued tngl@lan at an average price of $5.19 .
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The fair value of Kratos' Purchase Plan share2048 was estimated using the Black-Scholes optiming model. The assumptions
and resulting fair values of options granted fot2@nd 2013 were as follows:

Offering Offering Offering
Periods Periods Periods
January 1to January 1 to January 1to
December 31, December 31, December 31
2011 2012 2013
Expected term (in years)(1) 0.5 0.5 0.5
Risk-free interest rate(2) 0.10% - 0.19% 0.06% - 0.16% 0.10% - 0.11%
Expected volatility(3) 28.5% - 43.6%  49.70% - 65.73% 36.95% - 43.70%
Expected dividend yield(4) 0% 0% 0%
Weighted average grant-date fair value per share 3.05% $1.93 $1.50

(1) The expected term is equivalent to the offeringquk

(2)The riskfree interest rate is based on U.S. Treasury yial@ésfect at the time of grant with a term equathe expected ter
(3) The Company estimated implied volatility édsipon trailing volatility.

(4) The Company has no history or expectatiopaying dividends on its common stock.

As of December 29, 2013 , there was no materigdeognized compensation expense related to the epBtock Purchase Plan.
(e) Stockholder Rights Agreemen

On December 16, 2004, the Company entered intoekBolder Rights Agreement (the “Rights Agreemeritider the terms of the
Rights Agreement, initially, the rights (“Rightsi)ill attach to all certificates representing shasésutstanding Company common stock an
separate rights certificates will be distributedbj@ct to the provisions of the Rights Agreemems, Rights will separate from the Company
common stock and the distribution date will occpomi the earlier of (i) ten business days followéngublic announcement that a person or
group of affiliated or associated persons has aedwir obtained the right to acquire beneficial evghip of 15% or more of the then-
outstanding common stock (an Acquiring Personfiipten business days (or such later date as may be deesirby action of the Board) pri
to such time as any person becomes an AcquiringpRdollowing the commencement of a tender offeexarthange offer that would result in a
person or group becoming an Acquiring Person. Aguiing Person does not include certain personsifipe in the Rights Agreement. The
Rights Agreement was amended on May 14, 2012 tongrother things, redefine the term Acquiring Persoexclude a newly defined term
Exempt Person from the definition of Acquiring RersThe term Exempt Person is defined to includgtiie Company; (B) any subsidiary of
the Company; (C) any employee benefit plan maiethioy the Company or any of its subsidiaries; () tustee or fiduciary with respect to
such employee benefit plan acting in such capacityustee or fiduciary holding shares of Compaoyn@on Stock for the purpose of funding
any such plan or employee benefits; (E) Oak InvestrRartners IX, L.P., Oak IX Affiliates Fund, L.Rak 1X Affiliates Fund-A, L.P., Oak X
Affiliates Fund, L.P., Oak Investment Partners X1, Oak Investment Partners XIII, L.P., or theffillates and Associates (collectively, the
“Oak Parties) as long as the Oak Parties, indivigua in the aggregate, are not the beneficial exaf more than 25% of the outstanding
shares of Company stock (other than pursuantri@angaction authorized in writing in advance byBoard of Directors) and certain specified
criteria are met.

On December 16, 2004, the Board authorized ancueth dividend of one right (a Right) to purchase onehundredth of a share
the Company's Series C Preferred Stock (SerieefefPed) for each outstanding share of common smkvalue $0.001 , to stockholders of
record as of the close of business December 24. E¥th Right entitles the registered holder, stlifethe terms of the Rights Agreement, to
purchase from the Company one one-hundredth ofwe sif Series C Preferred Stock at a purchase pfi$b4.00 , subject to adjustment.

The Rights are not exercisable until the distributilate and will expire at the close of businestherten th anniversary of the Rights
Agreement unless earlier redeemed or exchangedeb@ampany.
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Note 12. Retirement Plans

The Company provides eligible employees the oppdstio participate in defined-contribution savingans (commonly known as
401(k) plans), which permit contributions on a lveftax basis. Generally, salaried employees artdindrourly employees are eligible to
participate in the plans. Under most plans, theleyge may contribute to various investment altéveat In certain plans, the Company
matches a portion of the employees' contributidhe Company's contributions to these defined-doution plans totaled $7.3 million in
2011, $5.1 million in 2012 and $6.0 million in 201

Note 13. Significant Customers

Revenue from the U.S. Government (which include®igo Military Sales) includes revenue from contsdor which Kratos is the
prime contractor as well as those for which the @any is a subcontractor and the ultimate customtite U.S. Government. The KGS
segment has substantial revenue from the U.S. @Gmantt. Sales to the U.S. Government amounted tomzaippately $534.5 million , $627.8
million , and $606.7 million or 75% , 65% , and 64%f total revenue for the years ended DecembgP@b1 , December 30, 2012 , and
December 29, 2013 , respectively.

Note 14. Segment Information

The Company operates in two reportable businesaaeig: Kratos Government Solutions and Public $&ebecurity. The KGS
segment provides products, solutions and servigesgly for mission critical national security prities. KGS customers primarily include
national security related agencies, the DoD, iigiefice agencies and classified agencies. The Rff$es¢ provides independent integrated
solutions for advanced homeland security, publietgacritical infrastructure, and security andwaillance systems for government and
commercial applications. PSS customers are inritiead infrastructure, power generation, powensport, nuclear energy, financial, IT,
healthcare, education, transportation and petroaata industries, as well as certain governmentraililary customers.

The Company organizes its reportable business sggrbased on the nature of the products and ssreftered. Transactions
between segments are generally negotiated and mecbior under terms and conditions similar to otfmvernment and commercial contracts.
This presentation is consistent with the Compan&rating structure. In the following table, tatglerating income of the reportable business
segments is reconciled to the corresponding caeteld amount. The reconciling item “corporate éi#is” includes costs for certain stock-
based compensation programs (including stock-besegbensation costs for stock options, employe&kgiacchase plan and restricted stock
units), the effects of items not considered parhahagement's evaluation of segment operating npeaftce, merger and acquisition expenses
corporate costs not allocated to the segmentsotinedl miscellaneous corporate activities.

F-41




Table of Contents

Revenues, operating income (loss) and assets séstlmelow provided by the Company's reportable saggrfor the years ended
December 25, 2011 , December 30, 2012 , and Deae?8b@013 , are as follows (in millions):

2011 2012 2013
Revenues:
Kratos Government Solutions
Service revenues $ 238¢ $ 264 $ 233
Product sales 362.¢ 519.2 507.(
Total Kratos Government Solutions 601.7 783.2 740.¢
Public Safety & Security
Service revenues 112.2 186.( 209.7
Product sales — — —
Total Public Safety & Security 112.2 186.( 209.7
Total revenues $ 713¢ $ 969.2 $ 950.¢
Depreciation and amortization:
Kratos Government Solutions $ 457 % 545  § 49.¢
Public Safety & Security 2.3 315 B
Total depreciation and amortization $ 48 % 58 $ 53.4
Operating income (loss) from continuing operations:
Kratos Government Solutions $ 354 $ (415 % 26.4
Public Safety & Security 9.¢ (2.5) 8.2
Corporate activities (15.¢) (5.7) (2.9
Total operating income (loss) from continuing opierss $§ 2958 $ (497) $  31¢

Revenues from foreign customers were approxim&®fy3 million or 8% , $116.2 million or 12% and $19 million or 11% of total
revenue for the years ended December 25, 2011ertser 30, 2012 , and December 29, 2013 , resphctive

In 2012, the Company recorded an impairment of gdlbdnd intangible assets of $83.7 millioelated to the KGS reportable segrm
and an impairment of intangible assets of $12.%anirelated to the PSS reportable segment. See Kot

In 2011 the Company had corporate merger and atigniexpenses of approximately $12.5 million , am@012 had a benefit from
merger related items of $2.7 million due to a reiuncin contingent consideration, settlement ofspdte on fees, and a change in estimate of
indemnity obligations related to former directonsl@fficers of Integral. A corporate benefit of @2nillion for the year ended December 29,
2013, was due to the reduction in a $3.1 milliability as a result of the final settlement of thdemnity obligations related to former
directors and officers of Integral on July 1, 20@8rtially offset by other merger expenses andl g related to prior acquisitions.

Reportable segment assets are as follows (in md)io

December 30, December 29,

2012 2013
Assets:
Kratos Government Solutions $ 1,103¢ $  1,025.
Public Safety & Security 106.¢ 122.¢
Discontinued operations 7.t —
Corporate activities 65.7 68.4
Total assets $ 1,283¢ $ 1,216.¢

The increases in the assets in the KGS and PSSes¢gare primarily attributable to the acquisitioh€El on July 2, 2012 and the
Critical Infrastructure Business on December 30Q,122®ssets of foreign subsidiaries were $90.0 amillaind $95.9 million as of December 30,
2012 and December 29, 2013, respectively.
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Note 15. Commitments and Contingencies

In addition to commitments and obligations in tihdimary course of business, the Company is sulbgeearious claims, pending and
potential legal actions for damages, investigatiefating to governmental laws and regulations @thér matters arising out of the normal
conduct of the Company's business. The Compangssseontingencies to determine the degree of pilitp@and range of possible loss for
potential accrual in its Consolidated Financiat&tgents. An estimated loss contingency is accnuétd iConsolidated Financial Statements
is probable that a liability has been incurred tiredamount of the loss can be reasonably estimBeszhuse litigation is inherently
unpredictable and unfavorable resolutions couldinassessing litigation contingencies is highlyjsative and requires judgments about
future events. When evaluating contingencies, the@ny may be unable to provide a meaningful estidae to a number of factors,
including but not limited to the procedural statdishe matter in question, the presence of comptexovel legal theories, and the ongoing
discovery and development of information importanthe matters. In addition, damage amounts claimditigation against it may be
unsupported, exaggerated or unrelated to possilbi®imes, and as such are not meaningful indicafdts potential liability. The Company
regularly reviews contingencies to determine theqadcy of its accruals and related disclosures.afeunt of ultimate loss may differ from
these estimates. It is possible that cash flowssults of operations could be materially affedtedny particular period by the unfavorable
resolution of one or more of these contingencieletver any losses finally determined in any claioiion, investigation or proceeding could
reasonably have a material effect on the Compédmgmess, financial condition, results of operationcash flows will depend on a number of
variables, including: the timing and amount of siadses; the structure and type of any remediesmibnetary significance of any such losses
damages or remedies may have on the Consolidatadétal Statements; and the unique facts and cstamoes of the particular matter that
may give rise to additional factors.

(@) Legal and Regulatory Matters.

Integral Indemnification Obligation . Integral, which was acquired on July 27, 2011s weeviously the subject of a SEC
investigation. On July 30, 2009, the SEC and Irgkgach announced that an administrative settlehshbeen reached concluding the SEC's
investigation. In conjunction with its announcemehthe administrative settlement, the SEC disadbat it was instituting separate civil
actions against three former officers of Integ&éven R. Chamberlain (now deceased), Elaine MwBrand Gary A. Prince in a case filed
July 30, 2009 captionddnited States Securities and Exchange CommissiSteven R. Chamberlain, Elaine M. Brown, and GarfPrnce,
Case No. 09-CV-01423, in the United States Dis@iotirt for the District of Columbia. The SEC's cdaipt alleges that from 1999 through
August 2006, Chamberlain, Brown and Prince madenadlly false and misleading statements and omittaterial information in various
filings with the SEC by failing to disclose the eaf Prince, who had been convicted of engagirggaurities fraud while at another company,
at Integral and his legal background in its filinflhe SEC sought permanent injunctions against dafédndant, as well as court orders
imposing officer and director bars and civil pereat Integral had indemnification obligations tedbk individuals, as well as to other former
directors and officers of Integral who might inéndemnifiable costs in connection with these adj@ursuant to the terms of separate
indemnification agreements entered into with eddhem effective as of December 4, 2002. As a taxfithe acquisition of Integral, the
Company assumed these indemnification obligatidhs.indemnification agreements each provide, stibjecertain terms and conditions, that
the Company shall indemnify the individual to thilidst extent permissible by Maryland law againsigments, penalties, fines, settlements
and reasonable expenses actually incurred in thetekat the individual is made a party to a lggateeding by reason of his or her present o
prior service as an officer or employee of Integaald shall also advance reasonable litigation esgeactually incurred subject to, among
other conditions, receipt of a written undertakiogepay any costs or expenses advanced if it ghialately be determined that the individual
has not met the standard of conduct required fbernmification under Maryland law. Certain costs argenses were previously covered ui
Integral's applicable directors and officers ligpilnsurance policy. The policy limits were exhtadgsin December 2011, and the Company
thereafter advanced payment of indemnifiable gostsuant to the indemnification agreements. On Nder 26, 2012, the SEC announced
that it had finalized a settlement with Elaine Mot&n, resulting in a final judgment that resolved SEC's matter against Brown. The SEC's
case against Gary A. Prince proceeded to a beiatintDecember 2012, which trial concluded in Jay2013. On May 2, 2013, the court
issued a memorandum opinion and entered an ordatigg judgment in favor of the SEC on one courito€omplaint. The court found that
1997, an accounting bar order had been issuedsiddim Prince because of his conduct at a diffecemipany, and that Mr. Prince violated the
bar order between 1998 and 2006. The court issuétjanction permanently restraining and enjoinMg Prince from violating the accounti
bar order. The court entered judgment in favor of Rtince on all other counts of the SEC's compl&lio relief was sought or entered against
Integral. The deadline for appeals expired on dul®013. Neither party appealed, so the trial ¢c@jwtigment is final. This matter is now
concluded.

U.S. Government Cost Claims The Company's contracts with the Department débse are subject to audit by the Defense
Contract Audit Agency (“DCAA”). As a result of theswudits, from time to time, the Company is advisedaims concerning potential
disallowed, overstated or disputed costs. For exandpring the course of its current audits, theABC
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is closely examining and questioning certain okitablished and disclosed practices that it hadiqusly audited and accepted. In addition,
based on a DCAA audit, the U.S. Department of dass currently investigating whether one of oursidiaries violated the federal False
Claims Act by overstating its labor and materiadtsdn a contract with the Department of Defenser po the Company's acquisition of the
subsidiary. Under the False Claims Act, the Depentnof Justice can seek civil penalties plus trelaimages. The Company intends to defenc
itself in these matters and to work to resolveattls any disputed contract costs. When approprigeCompany records accruals to reflect its
expected exposure to the matters raised by the@b®ernment, and it reviews such accruals on ateyabasis for sufficiency based on the
most recent information available. Based on itesssient, it has accrued an amount in its finastééments for contingent liabilities
associated with these matters that it considelbg iommaterial to its overall financial position.& matter that is currently being investigated
was identified during the acquisition process arag taken into consideration in the purchase ptloeation of this subsidiary. Contract
disputes with the U.S. government, however, areratly unpredictable, and unfavorable resolutimngd occur. As a result, assessing
contingencies is highly subjective and requiregjudnt about future events. The amount of ultimass may exceed the Company's current
accruals, and it is possible that its cash flowsesults of operations could be materially affedtedny particular period by the unfavorable
resolution of one or more of these contingencies.

Other Litigation Matters . The Company is subject to normal and routine litagaarising from the ordinary course and conddct o
business, and, at times, as a result of acquisitionl dispositions. Such disputes include, for gt@ntommercial, employment, intellectual
property, environmental and securities matters. dggregate amounts accrued related to these mateenot material to the total liabilities of
the Company. We intend to defend ourselves in aoh snatters and do not currently believe that thteame of any such matters will have a
material adverse impact on our financial conditi@sults of operations or cash flows.

(b) Warranty

Certain of the Company’s products, product finisteesl services are covered by a warranty to befffoee defects in material and
workmanship for periods ranging from one to tenrge@ptional extended warranty contracts can aéspuschased with the revenue deferred
and amortized over the extended warranty period. Gbmpany accrues a warranty liability for estirdatests to provide products, parts or
services to repair or replace products in satigfaaif warranty obligations. Warranty revenuestedlao extended warranty contracts are
amortized to income, over the life of the contrasing the straight-line method. Costs under exd@dngarranty contracts are expensed as
incurred.

The Company’s estimate of costs to service its avdyrobligations is based upon historical expeeesitd expectations of future
conditions. To the extent that the Company expedsrany changes in warranty claim activity or castociated with servicing those claims,
its warranty liability is adjusted accordingly.

The changes in the Company's aggregate producamtgiiabilities, which are included in other curtdiabilities and other long term-
liabilities on the Company's Consolidated Balanbeess, were as follows (in millions):

Year Ended
December 30, December 29,
2013
Balance, at beginning of the period 38 $ 5.2
Costs accrued and revenues deferred 1.8 1.2
Warranty liabilities assumed from acquisitions 0.4 —
Adjustments to preexisting warranties (0.7) (0.9
Settlements made (in cash or kind) and revenuegnézed (0.7 (0.2)
Balance, at end of period 5.2 54
Less: Non-Current portion 0.2 g
Current warranty liability $ 4¢ $ 5.1

(c) SelfInsured Health and Workers' Compensation Plan

The Company has health plans which are self-insaneldalso has liabilities related to its self-irguworker's compensation plans for
its discontinued wireless business. The liabilitiglated to the health plans are a component af éatrued expenses and the liabilities related
to the workers' compensation plans are a compafentrrent liabilities of discontinued operationsthe Consolidated Balance Sheets.
Management determines the adequacy of these asdras¢d on
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an evaluation of the Company's historical expegemutd trends related to both medical and workerepensation claims and payments,
information provided to the Company by the Compsimysurance broker, industry experience and theagedag period in which claims are
paid. If such information indicates that the Compsiaccruals require adjustment, the Company walitespondingly, revise the assumptions
utilized in the Company's methodologies and reduqerovide for additional accruals as deemed apgatp

As of December 30, 2012 , and December 29, 2018 a¢crual for the Company's partial self-insurggrograms approximated $0.1
million and $0.2 million for its health insuranceda$0.2 million and $0.2 million for its worker®mpensation insurance, respectively. The
Company also carries stop-loss insurance that gegweoverage limiting the Company's total exposelated to each medical and workers'
compensation claim incurred, as defined in theiapble insurance policies. The medical annual clamts are $50,000 - $85,000 and the
workers' compensation claim limits are $250,0085(%000 depending upon the plan year. In 2011 22@hd 2013, no claims exceeded the
limits for workers' compensation. In 2011 , 2012 @013 , the Company had eight , no , and no claiespectively, which exceeded the limits
for medical insurance.

Note 16. Quarterly Financial Data (Unaudited)
The following financial information reflects all moal and recurring adjustments that are, in tha@iopiof management, necessary for
a fair statement of the results of the interim pési Summarized quarterly data for the years ebdegmber 30, 2012 and December 29, 201

is as follows (in millions, except per share data):

Quarterly Results in 2012

First Second Third Fourth

Quarter Quarter Quarter Quarter
Fiscal year 2012
Revenues $ 2095 $ 2198 $ 276.1 $ 263.¢
Gross profit $ 574 $ 577 $ 741 $ 68.(
Operating income from continuing operations $ 91 ¢ 74 $ 141 $ (809
Provision (benefit) for income taxes $ (41 $ 6.6 $ 12 $ (59
Net loss $ B0 $ (179 $ (42 $ (90.0
Net loss per common share:
Basic and diluted $ (009 $ (047 $ (0.07) $ (1.59

The quarterly increases in revenues and expendks third and fourth quarter are a result of tlken@any's acquisition of CEl. See
Note 3.

In the fourth quarter the Company incurred an impant of goodwill and intangible assets of $96.8iom . See Note 2.
During the first , second , and third quarters,@oenpany incurred $0.9 million , $1.5 million , ag@d.3 million , respectively, of
expenses related to the Company's acquisitionsgltiiose quarters and during the fourth quarteCinapany had a benefit of $2.7 million

related to acquisition items. Also included in eatlthe first , second , third and fourth quarseamortization of purchased intangibles of $10.!
million , $8.9 million , $13.0 million and $11.5 hn , respectively.
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Quarterly Results in 2013

First Second Third Fourth
Quarter Quarter Quarter  Quarter

Fiscal year 2013

Revenues $253.5 $235.2 $226.« $235.7
Gross profit $ 65.& $604 $527F $61.F
Operating income (loss) from continuing operations $11< $ 8¢ $ 6.1 $ 54
Provision (benefit) for income taxes $ 2& $ (01 $ 02 $ (2.9
Net loss $(10.9) $ (960 $ 9.9 $ (749
Net loss per common share:

Basic and diluted $(0.1¢) $(0.17) $(0.17) $(0.12)

In the third quarter the Company had a benefit4o¥? $nillion primarily related to an adjustment ke tliability for unused office space
which was primarily due to a change in the estith&ecess facility accrual of office space at oulo8wia, Maryland administrative facilities
partially offset by $2.0 million of expenses rethte workforce reductions as a result of cost rédndnitiatives we have implemented across
the Company. Also included in each of the firstgand , third and fourth quarter is amortizatioppofchased intangibles of $9.3 million , $9.0

million , $9.0 million and $8.9 million , respectily.

Note 17. Condensed Consolidating Financial Statemen

The Company has $625.0 million in outstanding NoB=e Note 5. The Notes are guaranteed by allo€tmpany's 100% owned
domestic subsidiaries (the "Subsidiary Guarantast) are collateralized by the assets of all ofGbmpany's 100% owned subsidiaries. The
Notes are fully and unconditionally guaranteed goirst and several basis by each guarantor subgidiad the Company. There are
contractual restrictions limiting cash transfe@nfrguarantor subsidiaries by dividends, loans gaades to the Company. The Notes are not

guaranteed by the Company's foreign subsidiares“flon-Guarantor Subsidiaries”).

The following tables present condensed consolidgdtimancial statements for the parent companySihiesidiary Guarantors and the
Non-Guarantor Subsidiaries, respectively, for 2011,2@hd 2013. The consolidating financial informatizelow follows the same accounti
policies as described in the Consolidated Finar@alements, except for the use of the equity nietfi@ccounting to reflect ownership
interests in wholly-owned subsidiaries, which dimi@ated upon consolidation.

Subsequent to the issuance of the Company’s calaget] financial statements for the years endedrleee25, 2011 and December
30, 2012, the Company reclassified Investmentfitiéd companies to a separate line item in im@=nsed Consolidating Statement of Cast
Flows. These amounts were previously combined firilimcings from affiliated companies.
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Assets
Current Assets:

Cash and cash equivalents

Accounts receivable, net

Amounts due from affiliated companies

Inventoried costs

Other current assets

Total current assets
Property, plant and equipment, net
Goodwill
Intangible assets, net
Investment in subsidiaries
Amounts due from affiliated companies
Other assets
Total assets

Liabilities and Stockholders' Equity
Current liabilities:

Accounts payable

Accrued expenses

Accrued compensation

Billings in excess of costs and earnings on

uncompleted contracts
Deferred tax liability
Amounts due to affiliated companies
Other current liabilities
Total current liabilities
Long-term debt, net of current portion
Deferred tax liability
Amounts due to affiliated companies
Other long-term liabilities
Total liabilities
Total stockholders' equity

Total liabilities and stockholders' equity

Condensed Consolidating Balance Sheet
December 30, 2012

(in millions)
Non-
Guarantors on  Guarantors on
Parent a Combined a Combined
Company Basis Basis Eliminations Consolidated
$ 376 % 4.0 3 15.2 — % 49.C
— 253.t 18.4 — 271.¢
480.2 — — (480.2) —
— 75.4 18.¢ — 94.2
9.1 28.C 3.1 — 40.2
527.1 352.¢ 55.€ (480.2) 455.¢
1.3 74.7 9.€ — 85.€
— 574.7 21.7 — 596.¢
— 103.¢ 2.7 — 106.1
439.¢ 28.¢ — (468.€) —
— 24.C — (24.0) —
17.€ 22.4 0.4 — 40.4
$ 985.6 §$ 1,180.¢ $ 90.C 972, $ 1,283.¢
$ 28 $ 75z $ 5.€ — ¢ 83.€
7.C 425 34 — 52.7
2.9 41.¢ 3.1 — 47.¢
— 40.5 3.2 — 43.7
— 28.¢ — — 28.¢
— 455.1 25.1 (480.9) —
1.1 19.1 1.¢ — 22.1
13.¢ 702.¢ 422 (480.9) 278.¢
643.¢ — 4.8 — 648.¢
_ — 24.C (24.0 -
4.3 26.2 21 — 32.€
661.7 729.1 73.2 (504.2) 959.¢
324.1 451.¢ 16.¢ (468.6) 324.1
$ 985.t $ 1,180.¢ $ 90.C 972, $ 1,283.¢
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Condensed Consolidating Balance Sheet
December 29, 2013

(in millions)
Non-
Guarantors on  Guarantors on
Parent a Combined a Combined
Company Basis Basis Eliminations Consolidated
Assets
Current Assets:
Cash and cash equivalents $ 427 % 30 $ 16 $ —  $ 55.7
Accounts receivable, net — 238.¢ 27.2 — 265.¢
Amounts due from affiliated companies 410.2 — — (410.9) —
Inventoried costs — 59.1 15.5 — 74.€
Other current assets 10.7 19.4 4.1 — 34.2
Total current assets 463.¢ 314.1 62.¢ (410.9 430.c
Amounts due from affiliated companies, long-term — 24.C — (24.0 —
Property, plant and equipment, net 2.1 71.¢ 10.¢ — 84.¢
Goodwill — 574.¢ 21.€ — 596.¢
Intangible assets, net — 68.5 1.4 — 69.¢
Investment in subsidiaries 4742 36.7 — (510.9 —
Other assets 12.¢ 23.C (0.7) — 35.2
Total assets $ 952.¢ % 1,113.( $ 95.¢ % (945.) $ 1,216.¢
Liabilities and Stockholders' Equity
Current liabilities:
Accounts payable $ 28 $ 541 $ 5C $ — ¢ 61.¢
Accrued expenses 6.€ 40.€ 3. — 51.4
Accrued compensation 4.C 36.€ 4.C — 44.¢
Billings in excess of costs and earnings on
uncompleted contracts — 45.4 7.1 — 2.t
Deferred income tax liability — 28.4 — — 28.4
Amounts due to affiliated companies — 390.2 20.C (410.9) —
Other current liabilities 1.3 9.t 1.1 — 11.€
Total current liabilities 14.7 605.4 41.1 (410.9) 251.(
Long-term debt, net of current portion 639.t — 3.8 — 643.%
Amounts due to affiliated companies — — 24.C (24.0 —
Other long-term liabilities 2.8 21.4 .2 — 26.5
Total liabilities 657.C 626.¢ 71.z2 (434.2) 920.¢
Total stockholders' equity 295.¢ 486.2 247 (510.9 295.¢
Total liabilities and stockholders' equity $ 952¢ % 1113 $ 9. $ (945.) ¢ 1,216.¢
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Condensed Consolidating Statement of Operations andomprehensive Income (Loss)
Year Ended December 25, 2011

(in millions)
Non-
Guarantors on  Guarantors on
Parent a Combined a Combined
Company Basis Basis Eliminations Consolidated

Service revenues $ — 3 349.2 $ 1.7 $ — % 351.(
Product sales — 327.¢ 46.¢ (11.9 362.¢

Total revenues — 676.% 48.€ (11.9 713.¢
Cost of service revenues — 259.2 1.t — 260.7
Cost of product sales — 242.¢ 30.€ (11.9 262.(

Total costs — 501.% 324 (11.9 522.%

Gross profit — 175.C 16.2 — 191.2
Selling, general and administrative expenses 15.¢€ 1222 14.¢€ — 153.]
Research and development expenses — 7.6 0.7 — 8.€

Operating income (loss) from continuing operation (15.9 44.¢ 0.€ — 29.t
Other income (expense):

Interest expense, net (50.¢) 0.1 (0.9 — (51.7

Other income, net 0.2 0.4 (0.7) — —

Total other income and expense, net (50.5) 0.t (2.2 — (51.0)
Income (loss) from continuing operations before
income taxes (66.9) 452 (0.5) — (21.¢)
Provision (benefit) for income taxes from contirgin
operations — 3.C (1.2 — 1.¢c
Income (loss) from continuing operations (66.9) 42.% 0.€ — (23.5)
Income (loss) from discontinued operations — (0.8 0.1 — (0.7)
Equity in net income (loss) of subsidiaries 42.2 0.t — (42.9) —
Net income (loss) $ (242) $ 420 $ 07 $ 427 $ (24.2)
Comprehensive income (loss) $ (249 % 417 $ 0.€ § (42.5) $ (24.9)

F- 49




Table of Contents

Condensed Consolidating Statement of Operations andomprehensive Income (Loss)
Year Ended December 30, 2012

(in millions)
Non-
Guarantors on  Guarantors on
Parent a Combined a Combined
Company Basis Basis Eliminations Consolidated

Service revenues $ — % 448F% $ 15 $ — % 450.(
Product sales — 470.( 64.t (15.9 519.2

Total revenues — 918.t 66.C (15.9) 969.2
Cost of service revenues — 350.( 0.8 — 350.¢
Cost of product sales — 333.¢ 42.7 (15.9 361.2

Total costs — 683.¢ 43.t (15.9) 712.(

Gross profit — 234.% 22.F — 257.2
Selling, general and administrative expenses 7.4 171.2 13.¢€ — 192.t
Impairment of goodwill and intangibles — 96.€ — — 96.¢
Research and development expenses — 16.€ 0.6 — 17.¢

Operating income (loss) from continuing
operations (7.49) (50.0 7.7 — (49.7)
Other income (expense):

Interest expense, net (65.9) 0.3 (0.5) — (66.2)

Other income, net 0.2 0.1 0.€ — 1.2

Total other income and expense, net (65.€) 0.4 0.4 — (64.¢)
Income (loss) from continuing operations before
income taxes (73.0 (49.6) 8.1 — (114.5
Provision (benefit) for income taxes from
continuing operations 20.¢ (22.¢) 0.4 — (1.6
Income (loss) from continuing operations (93.9) (26.9) 7.7 — (112.9
Income (loss) from discontinued operations (0.2) (2.2 0.8 — (1.5
Equity in net income (loss) of subsidiaries (20.5) 8.3 — 12.2 —
Net income (loss) $ (1149 $ (20.7) $ 8t $ 122 $ (114.9
Comprehensive income (loss) $ (115.0 $ 20§ 94 §$ 11.5 (115.0
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Condensed Consolidating Statement of Operations andomprehensive Income (Loss)
Year Ended December 29, 2013

(in millions)
Parent Guarantors on a  Non-Guarantors on
Company Combined Basis a Combined Basis Eliminations  Consolidated
Service revenues — 438.2 54 — 443.€
Product sales — 448.¢ 75.% (16.9) 507.(
Total revenues — 886.¢ 80.7 (16.9) 950.¢
Cost of service revenues — 3312 3.6 — 335.2
Cost of product sales — 338.¢ 53.4 (16.9 375.¢
Total costs — 670.2 57.2 (16.9) 710.€
Gross profit — 216.€ 23.4 — 240.(
Selling, general and
administrative expenses 5t 167.2 14.1 — 186.¢
Impairment of goodwill and
intangibles — — — — —
Research and development
expenses — 20.2 1.2 — 21.4
Operating income (loss) fror
continuing operations (5.5 29.2 8.1 — 31.¢
Other income (expense):
Interest expense, net (65.6€) 2.8 (0.4) — (63.7)
Other income, net — (0.3 .3 — —
Total other income and
expense, net (65.€) 2.C (0.2) — (63.7)
Income (loss) from continuing
operations before income taxes  (71.J) 31z 8.C — (31.9
Provision (benefit) for income
taxes from continuing _
operations 0.€ (0.7) 0.1 — —
Income (loss) from continuing
operations (71.9) 31.¢ 7.6 — (31.9
Income (loss) from
discontinued operations 0.1 (5.9 — — (5.3
Equity in net income (loss) of
subsidiaries 34.4 7.5 — (42.9) —
Net income (loss) $ (372 $ 34.s % 7¢  $ 429 $ (37.2)
Comprehensive income (Ioss)$ 879 $ 344 $ 7.€ $ (429 $ (37.2)
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Condensed Consolidating Statement of Cash Flows
Year Ended December 25, 2011

(in millions)
Non-
Guarantors Guarantors
ona ona
Parent Combined Combined
Company Basis Basis Eliminations Consolidated
Net cash provided by (used in) operating activities $ (55.]) 60t $ 02 $ — 5.2
Investing activities:
Cash paid for acquisitions, net of cash acquired (421.0) 18.C 11.¢ — (391.))
Decrease in restricted cash 1.4 1.€ — — 3.C
Investment in affiliated companies — (68.€) —_ 68.€ —_
Capital expenditures (0.2) (6.9 (1.0 — (7.5)
Net cash provided by (used in) investing activifiesn
continuing operations (419.9 (55.9) 10.¢ 68.€ (395.¢
Financing activities:
Proceeds from the issuance of common stock 61.1 — — — 61.1
Proceeds from the issuance of long-term debt 425 — — — 425.7
Debt issuance costs paid (22.7) — — — (22.))
Purchase of treasury stock (10.9 — — — (10.9)
Repayment of debt — (2.€) 0.9) — 3.9
Financing from affiliated companies 63.€ — 5.C (68.€) —
Other, net 2.C — — — 2.C
Net cash provided by (used in) financing activifiesn
continuing operations 519.¢ (2.6) 4.2 (68.6) 452.¢
Net cash flows of continuing operations 44.F 2.€ 14.¢ — 62.C
Net operating cash flows from discontinued operetic — (2.2) (0.5) — 2.7)
Effect of exchange rate changes on cash and cash
equivalents — 0.9 (0.2 0.5
Net increase in cash and cash equivalents $ 44.t 01 § 142 % — 58.¢
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Condensed Consolidating Statement of Cash Flows
Year Ended December 30, 2012
(in millions)

Parent

Company Combined Basis

Guarantors on a Non-Guarantors on
a Combined Basis Eliminations

Consolidated

Net cash provided by (used in)

operating activities $ (98.2) $ 144% % 6.C — $ 52.2

Investing activities: — —
Cash paid for acquisitions, net of

cash acquired 2.3 (151.9) — — (149.9
Decrease in restricted cash — 0.€ — — 0.€
Investment in affiliated

companies (10.9) — (2.0 12.¢ —
Capital expenditures (0.5) (14.2) (1.9 — (16.€)
Other, net — 0.3 — — 0.2

Net cash provided by (used in)

investing activities from

continuing operations (9.0 (165.0 3.9 12.¢ (165.9)

Financing activities:
Proceeds from the issuance of

common stock 97.C — — — 97.C
Debt issuance costs paid 1.2 — — — (2.2
Repayment of debt — (0.5) (2.0 — (2.5)
Financings from affiliated

companies — 12.¢ — (12.9) —
Other, net (3.9 — — — (3.4

Net cash provided by (used in)

financing activities from

continuing operations 92.4 12.: (1.0 (12.9) 90.¢

Net cash flows of continuing

operations (14.9) (8.2) 1.1 — (21.9

Net operating cash flows from

discontinued operations — 1.3 — — 1.3

Effect of exchange rate changes

cash and cash equivalents — — — —

Net increase (decrease) in cash

cash equivalents $ (149 $ 69 $ 11 — % (20.6)
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Condensed Consolidating Statement of Cash Flows
Year Ended December 29, 2013
(in millions)

Parent Guarantors on a Non-Guarantors on
Company Combined Basis a Combined Basis Eliminations Consolidated

Net cash provided by (used in)
operating activities $ (65.9 $ 87t $ 1C $ — $ 22.€

Investing activities: — _
Cash paid for acquisitions, net

cash acquired — 2.2 — — 2.2
Decrease in restricted cash — 0.4 — — 04
Proceeds from the sale of

discontinued operations — ilg — — 1.3
Investment in affiliated

companies — (74.9) — 74.¢ —
Capital Expenditures (1.9 (12.9) (2.9) — (16.6)

Net cash provided by (used in)
investing activities from
continuing operations 1.9 (83.2) (2.9) 74.€ (12.7)

Financing activities:
Cash paid for contingent

acquisition consideration — (2.7 — — (2.2
Repayment of debt — — (2.0 — (2.0)
Purchase of ESPP shares 1.1 — — — 11
Financings from affiliated

companies 71.1 — 3.7 (74.¢) —
Other, net — — — — —

Net cash provided by (used in)
financing activities from

continuing operations 72.2 (2.9 2.7 (74.¢) (2.0
Net cash flows of continuing

operations 4. 2.2 0.8 — 7.8
Net operating cash flows from

discontinued operations — (1.3 — — 1.3
Effect of exchange rate changes

cash and cash equivalents — — 0.1 — 0.1
Net increase (decrease) in cash

cash equiva|ent3 $ 4¢ $ 0c $ 08 $ — $ 6.7
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List of Subsidiaries

Exhibit 21.1

Ai Metrix, Inc. Delaware
Airorlite Communications, Inc. New Jersey
Avtec Systems, Inc. Virginia
Charleston Marine Containers, Inc. Delaware
Composite Engineering, Inc. California
Kratos Systems and Solutions, Inc. Virginia
Dallastown Realty I, LLC Delaware
Dallastown Realty Il, LLC Delaware
Defense Systems, Incorporated Virginia
DEI Services Corporation Florida
Digital Fusion Solutions, Inc. Florida
Digital Fusion, Inc. Delaware
Diversified Security Solutions, Inc. New York
DTI Associates, Inc. Virginia

EW Simulation Technology Ltd.

United Kingdom

General Microwave Israel (1987) Ltd.

Israel

General Microwave Israel Corporation Delaware
General Microwave Corporation New York
Gichner Europe Limited United Kingdom
Gichner Systems Group, Inc. Delaware
Gichner Systems International, Inc. Delaware
Haverstick Consulting, Inc. Indiana
Haverstick Government Solutions, Inc. Ohio
Henry Bros. Electronics, Inc. California
Henry Bros. Electronics, Inc. Colorado
Henry Bros. Electronics, Inc. Delaware
Henry Bros. Electronics, Inc. New Jersey
Henry Bros. Electronics, Inc. Virginia
Henry Bros. Electronics, LLC Arizona
Herley GMI Eyal Ltd. Israel

Herley Industries, Inc. Delaware
Herley-CTI, Inc. Delaware
Herley-RSS, Inc. Delaware
HGS Holdings, Inc. Indiana

Integral Systems Europe Ltd.

United Kingdom

Integral Systems Europe S.A.S.

France

JMA Associates, Inc.

Delaware

KPSS Government Solutions, Inc.

Delaware




Kratos Defense & Rocket Support Services, Inc.

alvale

Kratos Integral Holdings, LLC Maryland
Kratos Integral Systems International, Inc. Califa
Kratos Networks, Inc. Delaware
Kratos Public Safety & Security Solutions, Inc. |&veare
Kratos Southeast, Inc. Georgia
Kratos Southwest L.P. Texas
Kratos Technology & Training Solutions, Inc. Calfiia
Kratos Texas, Inc. Texas
Kratos Unmanned Systems Solutions, Inc. Delaware
Carlsbad IS, Inc. Maryland
LVDM, Inc. Nevada
Madison Research Corporation Alabama
Micro Systems, Inc. Florida

MSI Acquisition Corp. Delaware
National Safe of California, Inc. California
Polexis, Inc. California
Reality Based IT Services Ltd. Maryland
RealTime Logic, Inc. Colorado
Rocket Support Services, LLC Indiana
SAT Corporation California
SCT Acquisition, LLC Delaware
SCT Real Estate, LLC Delaware
Securelnfo Corporation Delaware
Shadow |, Inc. California
Shadow Il, Inc. California
Stapor Research, Inc. Virginia
Summit Research Corporation Alabama
WFI NMC Corp. Delaware




Exhibit 23.1

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference iniRegion Statement Nos. 333-173099, 333-74108;7333 8, and
333-53014 on Form S-3, Registration Statement Bi83:150165, 333-155604, 333-167840, 333-174745,133360,
and 333-177493 on Form S-4, and Registration StteMos. 333-90455, 333-54818, 333-71702, 333-91852-
116903, 333-124957, 333-127060, 333-155317, 338246,7333-167839, 333-171257, 333-173383, 333-17,7338
179977, 333-182910, and 333-191156 on Form S-8iiofeport dated March 11, 2014, relating to tharficial
statements of Kratos Defense & Security Solutitms, and subsidiaries (the “Company”), and theaiffeness of the
Company's internal control over financial reportiagpearing in this Annual Report on Form 10-Kief Company for

the year ended December 29, 2013.
/s/ DELOITTE & TOUCHE LLF

San Diego, California
March 11, 2014



EXHIBIT 23.2
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTINGRM

We have issued our report dated March 12, 2013 vaspect to the consolidated financial statemémtghe years end:
December 25, 2011 and December 30, 2012 includdteiAnnual Report of Kratos Defense & Securityuliohs, Inc. on Forl
10K for the year ended December 29, 2013. We herehgant to the incorporation by reference of sgidms in the Registratis
Statements of Kratos Defense & Security Solutiéms, on Forms S-3 (File No. 333014, effective December 29, 2000, File
333-71618, effective October 15, 2001, File No0.-33208, effective November 28, 2001 and File N&-333099, effective Apr
15, 2011), on Forms S-4 (File No. 333-150165, d¢ffedMay 22, 2008, File No. 33855604, effective December 4, 2008, File
333-167840, effective July 12, 2010, File No. 3331445, effective June 20, 2011, File No. 333760, effective June 28, 2(
and File No. 333-177493, effective November 1, 3Cdriid on Forms S-8 (File No. 338455, effective November 5, 1999, |
No. 33:-54818, effective February 1, 2001, File No. 33302, effective October 17, 2001, File No. 3&B52, effective July
2002, File No. 333-116903, effective June 28, 2ok, No. 333-124957, effective May 16, 2005, File. 3334127060, effectiv
August 1, 2005, File No. 333-155317, effective Nober 12, 2008, File No. 333-157826, effective Matbh 2009, File No. 333-
167839, effective June 28, 2010, File No. 333-1712%fective December 17, 2010, File No. 3332383, effective April 8, 20:
and File No. 333-177494, effective October 25, 2@ile No. 333-333-179977, effective March 8, 20FE2e No. 333182910
effective July 27, 2012 and File No. 333-191156&aive September 13, 2013).

/s/ Grant Thornton LLP
San Diego, California
March 11, 2014



EXHIBIT 31.1

CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Eric M. DeMarco, certify that:

1. | have reviewed this Annual report on FormKLo6f Kratos Defense & Security Solutions, It

2. Based on my knowledge, this report does notaioany untrue statement of a material fact ot dénstate a material fact necessary to make the
statements made, in light of the circumstancesuwwt&h such statements were made, not misleaditigrespect to the period covered by this
report;

3. Based on my knowledge, the financial statememts other financial information included in théport, fairly present in all material respects the
financial condition, results of operations and ctigivs of the registrant as of, and for, the pesipdesented in this report;

4, The registrant’s other certifying officer(s)danare responsible for establishing and maintgimlisclosure controls and procedures (as defined in

Exchange Act Rules 13a-15(e) and 15d-15(e)) ardriat control over financial reporting (as definedExchange Act Rules 13a-15(f) and 18&{f))
for the registrant and have:

@) Designed such disclosure controls and proesdar caused such disclosure controls and proesdoibe designed under our supervision,
to ensure that material information relating to tbgistrant, including its consolidated subsidigris made known to us by others within
those entities, particularly during the period inigh this report is being prepared;

(b) Designed such internal control over finaneoggdorting, or caused such internal control oveatditial reporting to be designed under our
supervision, to provide reasonable assurance rieggttae reliability of financial reporting and tipeeparation of financial statements for
external purposes in accordance with generallypedeaccounting principles;

(c) Evaluated the effectiveness of the registsaditsclosure controls and procedures and presenthi report our conclusions about the
effectiveness of the disclosure controls and proeges] as of the end of the period covered by #gpsnt based on such evaluation; and
(d) Disclosed in this report any change in thgggteant’s internal control over financial repogithat occurred during the registrant’s most

recent fiscal quarter (the registrant’s fourth disguarter in the case of an annual report) thathaterially affected, or is reasonably likely
to materially affect, the registrant’s internal tmhover financial reporting; and

5. The registrant’s other certifying officer(s)dainhave disclosed, based on our most recent ei@tuaf internal control over financial reportirtg, the
registrant’s auditors and the audit committee efrégistrant’s board of directors (or persons perfiog the equivalent functions):

@ All significant deficiencies and material weakses in the design or operation of internal cbotrer financial reporting which are
reasonably likely to adversely affect the registsaability to record, process, summarize and refioancial information; and
(b) Any fraud, whether or not material, that inxed management or other employees who have aisamtifole in the registrant’s internal

control over financial reporting.

Date: March 11, 2014

KRATOS DEFENSE & SECURITY SOLUTIONS, INC.

/sl ERIC M. DEMARCO

Eric M. DeMarco

Chief Executive Officer, President
(Principal Executive Officer)




EXHIBIT 31.2

CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Deanna H. Lund, certify that:

1. | have reviewed this Annual report on FormK @f Kratos Defense & Security Solutions, I

2. Based on my knowledge, this report does not coraynuntrue statement of a material fact or omsitate a material fact necessary to make the
statements made, in light of the circumstancesuwwti&h such statements were made, not misleaditigrespect to the period covered by this
report;

3. Based on my knowledge, the financial statementsoéimer financial information included in this repdairly present in all material respects the
financial condition, results of operations and ctigivs of the registrant as of, and for, the pesipdesented in this report;

4. The registrant’s other certifying officer(s) andre responsible for establishing and maintainisgldsure controls and procedures (as defined in

Exchange Act Rules 13a-15(e) and 15d-15(e)) amdriat control over financial reporting (as definedExchange Act Rules 13a-15(f) and 184l))
for the registrant and have:

€) Designed such disclosure controls and proceduresused such disclosure controls and proceduties tlesigned under our supervision,
to ensure that material information relating to tbgistrant, including its consolidated subsidigris made known to us by others within
those entities, particularly during the period inigh this report is being prepared;

(b) Designed such internal control over financial réipgr, or caused such internal control over finah@gaorting to be designed under our
supervision, to provide reasonable assurance rieggitie reliability of financial reporting and tipeeparation of financial statements for
external purposes in accordance with generallygedeaccounting principles;

(c) Evaluated the effectiveness of the registrant'sldgire controls and procedures and presentedsimetbort our conclusions about the
effectiveness of the disclosure controls and proeges] as of the end of the period covered by #gpsnt based on such evaluation; and
(d) Disclosed in this report any change in the regigts internal control over financial reporting tlecurred during the registrant’s most

recent fiscal quarter (the registrant’s fourth disguarter in the case of an annual report) thathaterially affected, or is reasonably likely
to materially affect, the registrant’s internal tmhover financial reporting; and

5. The registrant’s other certifying officer(s) anddve disclosed, based on our most recent evaluatioernal control over financial reporting, toet
registrant’s auditors and the audit committee efrégistrant’s board of directors (or persons perfiog the equivalent functions):

€) All significant deficiencies and material weaknessethe design or operation of internal contraéiofinancial reporting which are
reasonably likely to adversely affect the registeaability to record, process, summarize and refioancial information; and
(b) Any fraud, whether or not material, that involveamagement or other employees who have a signifioéain the registrant’s internal

control over financial reporting.

Date: March 11, 2014

KRATOS DEFENSE & SECURITY SOLUTIONS, INC.

/s/ DEANNA H. LUND

Deanna H. Lund

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




EXHIBIT 32.1

CERTIFICATION PURSUANT TO SECTION 906 OF THE SARBAN ES-OXLEY ACT OF 2002
(18 U.S.C. SECTION 1350)

In connection with the accompanying Annual RepbKmatos Defense & Security Solutions, Inc. (theot@pany”) on Form 10-K for the year ended

December 29, 2013 (the “Report”), I, Eric M. DeMar€hief Executive Officer of the Company, certifprsuant to 18 U.S.C. Section 1350, as adopted
pursuant to Section 906 of the Sarbanes-Oxley A2002, that:

Q) The Report fully complies with the requirementsSeftction 13(a) or 15(d) of the Securities Exchangeof 1934, as amended; ¢
2) The information contained in the Report faptesents, in all material respects, the finanmadition and results of operations of the
Company.

Date: March 11, 2014

KRATOS DEFENSE & SECURITY SOLUTIONS, INC.

/sl ERIC M. DEMARCO

Eric M. DeMarco

Chief Executive Officer, President
(Principal Executive Officer)




EXHIBIT 32.2

CERTIFICATION PURSUANT TO SECTION 906 OF THE SARBAN ES-OXLEY ACT OF 2002
(18 U.S.C. SECTION 1350)

In connection with the accompanying Annual RepbKmatos Defense & Security Solutions, Inc. (theot@pany”) on Form 10-K for the year ended
December 29, 2013 (the “Reportl) Deanna H. Lund, Chief Financial Officer of ther@pany, certify, pursuant to 18 U.S.C. Section 1380adopted pursus
to Section 906 of the Sarbanes-Oxley Act of 200at:t

Q) The Report fully complies with the requirementsSeftction 13(a) or 15(d) of the Securities Exchangeof 1934, as amended; ¢
2) The information contained in the Report faptesents, in all material respects, the finanmadition and results of operations of the
Company.

Date: March 11, 2014
KRATOS DEFENSE & SECURITY SOLUTIONS, INC.
/s/ DEANNA H. LUND

Deanna H. Lund
Executive Vice President, Chief Financial Officer

(Principal Financial Officer)



