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CORPORATE PROFILE

SI International is proud to serve the United States Government. We define, design, build, deploy, and
operate mission-critical information technology and network solutions (IT) for the Department of Defense
and Federal Civilian agencies. We deliver solutions quickly—often in a matter of months. The Company
combines its technology expertise and functional knowledge of client missions to deliver a full spectrum
of state-of-the-practice systems and services in homeland security, federal IT modernization, and space

systems modernization.

MISSION CRITICAL

We develop IT solutions that are critical to our clients’
core missions by providing the right information
and knowledge to the right people at the right time,
so they can achieve their objectives more efficiently
and effectively.

MISSION ACCOMPLISHED

We deliver solutions using rapid development pro-
cesses to give our clients essential systems that assist
in achieving their missions, and then we build on
each success to incorporate additional capabilities in
rapid succession.
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FINANCIAL HIGHLIGHTS

Amounts in thousands excep! earnings per share

For fiscal year ended 1999 2000 2001 2002
Revenues $33,891  $120,580 $146,583  $149,351
Operating Income 799 4123 4778 6,719
Net Income LKA (746) (729) 2,483
Diluted Earnings per Share {0.06) {0.86) (1.06) (0.03)
Stockholders’ Equity 2,601 350 (2,431) 73,977
Segmented Revenue (i millions) Net Income i thousands) Free Cash Flow" (i thousands)

18% Organic Growth in Core Government Business (2000-2002)
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TO MY FELLOW SHAREHOLDERS

2002 was a watershed year for SI International. We have all the elements required to be a world-class federal
IT company and have initiated an exciting new chapter in our growth as a public company. | would like to use
this inaugural annual report to provide you with a sense of both the distance we have traveled and our future

strategic direction.

When we founded SI International in 1998, we had a very clear vision of the company we wanted to become. We
believed that advances in information technology and network communications had the potential to transform
the way the Federal Government fulfilled many of its primary missions. And we set out to build a company that
would be uniquely positioned to deliver these solutions to Civilian agencies, the Department of Defense, and the
Intelligence community.

Subsequent events have elevated these issues to a national imperative. From defense transformation to information
sharing to the War on Terror, modernizing 1T systems has assumed a central role in the government's vision of
the future. In his State of the Union Address, President Bush said, “Our government must have the best informa-
tion possible, and we will use it to make sure the right people are in the right places to protect all our citizens.”

This quote describes SI International's mission precisely—providing solutions that deliver the best information possible
to the right people, be they civilian officials or warfighters, so they can do their jobs more effectively and
efficiently. Given the importance of this work, we've entitled this year's annual report “Mission Critical, Mission
Accomplished”

Solid Financial Results

tn 2002, SI International delivered solid financial results, booking $149 million in revenue, up 2 percent from the
prior year. Qur core government contracting business grew by 14 percent in 2002 to $138 million, or 93 percent
of total revenues. Federal Government work will remain our strategic focus in the years to come. 83 percent
of our revenue came as a prime contractor, which provides us with excellent visibility into our clients' future
spending priorities.

Operating income increased by 40 percent to $6.7 million in 2002 from $4.8 million in 2001.
- — And we expect operating margins to continue to improve, since we are just beginning to
realize the leverage of our robust management infrastructure. Net income in 2002 was

$2.5 million, compared to a loss of $729,000 in the prior year.

! In 2002, ST [nternational generated $4.0 million in free cash flow. In addition, we raised
f $54 million in equity capital in our initial public offering in November of 2002.
/ As a result, we ended the year with a strong, liquid balance sheet. As of December 28,
2002, the Company had $11 million in cash, no debt, and a new credit facility of $35 mil-
lion. This provides us with the financial strength to support both organic growth and

selective acquisitions. Our backlog at year-end stood at a record $233 million, of which
$68 million was funded.

Our Most Valuable Asset
In growing our business, SI International's greatest assets are our client base,

our people, and our reputation for quality performance. In 2002, we had
over 500 active client engagements, including longstanding, key solutions
provider relationships with the Department of State, the U.S, Air Force
Space Command, and the Immigration and Naturalization Service.

Ray Oleson Chairman and Chief Executive Officer
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With a focus on mission-critical assignments, our work is central to our clients' success, and failure is not an

option. Deliver on those projects, and you have customers who will work with you again and again.

ST International provides full technology life-cycle support that connects organizational objectives, system design,
and user experience to deliver measurable performance improvements. Drawing on the resources of our practice
areas, we are able to take a project from feasibility study all the way through to training and fully outsourced
operations under tight timeframes. We can stand up a priority program in a matter of months, rather than years—
an approach we call rapid response/rapid deployment.

Positioned for Growth

ST International is committed to growing our company, and doing so in a manner that enhances shareholder value.
The market for government 1T services is substantial, estimated to be in excess of $50 billion in government
FY 2003. It is one of the few areas of IT spending expected to continue to see double-digit growth.

SI International's capabilities and track record are aligned with many of the Federal Government's most urgent IT
priorities in the years ahead. They include:

Federal IT Modernization—We have a strong competency in replacing legacy “stovepipe” systems with integrated
enterprise solutions that promote data sharing and coordination among multiple agencies.

Space Systems Modernization—With a strategic presence in Colorado Springs, SI International is one of the leading
systems engineering and command and control experts working with the Air Force Space Command.

Homeland Security—SI International has strong, established relationships with several of the agencies that are being
integrated into the new Department of Homeland Security. Given our experience in areas related to border security,
information security, data sharing, and systems integration, we expect to play an important role in the largest
government reorganization in decades.

Given our core competencies, we are well positioned to participate in these primary growth drivers of future
Federal Government IT investments. In 2003, we plan to scale up our Major Programs Marketing Initiative in
order to target and win larger-scale projects in each of these high-priority program areas.

Foundation of Our Success
At SI International, we recognize that financial performance is the effect, and not the cause, of business excellence.
The real drivers of our success are the quality of the people and the values that underpin everything that we do.

SI International is guided by a management team comprised of individuals with an average of 20 years of executive-
level experience running and growing companies in the Federal IT marketplace. Our 1,200 employees have a
breadth and depth of advanced technological skills, a deep understanding of government business processes, and
a shared commitment to improving the effectiveness of our government through the application of technology.

At the very cornerstone of the company is a unique Culture of Respect for our clients, employees, and business
partners. It embodies the values of honesty, service, and open communication that are required to build
long-term, valuable relationships in our industry. As a new public company, we extend this Culture of Respect to
our shareholders. This means applying the highest standards in fulfilling our financial reporting obligations,
communicating with our investors, and providing you with regular updates on our progress in realizing the
strategies ['ve outlined above.

I would like to close by thanking our clients, our employees, our business partners, and our shareholders for their
support. SI International's journey is just beginning. | look forward to reporting to you on our progress in the months
and vears to come.

} Obo o

Ray Oleson
Chairman & CEO
ST International
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SI' INTERNATIONAL PRACTICE AREAS

SI International uses an integrated approach to defining, designing, developing, delivering, and operating systems
that meet its clients' mission objectives. Drawing on the resources of eight specialized practice areas, the Company
is able to provide support for the complete systems life cycle—from feasibility studies through development,
deployment, and training, and encompassing fully outsourced operations. By connecting organizational objectives
and user experience to system design, SI International is able to rapidly deliver performance-oriented solutions that

result in measurable improvements in customers' operations.

SOFTWARE DEVELOPMENT

The Software Development practice delivers custom software integrated with commercial off-the-shelf products. lts core
competencies are detailed design, implementation, configuration control, and documentation, as well as enterprise-wide data
management, testing, and independent verification and validation services.

SYSTEMS ENGINEERING

The Systems Engineering practice delivers mission and requirements analysis, operational architecture modeling and development,
system design, validation and verification, integrated logistics support, life-cycle engineering support, and complex simulation
and modeling services. The technical staff is skilled in command, control, communications, computer and intelligence,
engineering, and object-oriented analysis and design.

SYSTEMS CONSULTING

The Systems Consulting practice supports the modeling, simulation, and prototyping of solutions. The work includes feasibility

studies, strategic planning, systems development consulting, quality assurance, project management, organizational assessment,
™

system and transition planning, and acquisition support. Enterprise architecture modeling tools and StarSafe™, a software suite
developed by SI International, are used in designing secure system solutions.

eSOLUTIONS

The eSolutions practice delivers software implementation services that Web-enable legacy applications to leverage an organization's
utilization of the World Wide Web (Internet, intranet, or extranet) to facilitate business strategies and processes. Clients are provided
with feasibility studies, system planning, systems development, migration planning, quality assurance, systems integration, and
user training.

MISSION-CRITICAL OUTSOURCING

The Mission-Critical Outsourcing practice uses its domain expertise to operate clients’ systems and processes vital to their business.
Professional services provided encompass network operations, sustaining engineering, administrative processing, and overall
program management.

INFORMATION SECURITY

The Information Security practice delivers analyses, methods, and technologies that enable clients to secure their information
against unauthorized access and service disruption. To proactively manage risks, the staff provides security policy and procedure
development, threat determination and risk assessment, vulnerability analysis, system security engineering, network defense,
secure document processing, applications and Web security, and training.

LEARNING SOLUTIONS

The Learning Solutions practice designs, develops, and delivers training and performance support solutions to meet clients' learning
and performance needs. Learning Solutions' services encompass distance learning; Web-, computer-, and instructor-based training;
electronic performance support; performance-centered interface design; knowledge management; help desk staffing and
management; and local area network operations support.

NETWORK SOLUTIONS

The Network Solutions practice designs, develops, and deploys a full range of telecommunications network and infrastructure
solutions. These solutions span voice, narrowband, broadband, and wireless technologies. Applications include large-scale
enterprise, highly secure networks for government agencies, and central office build-outs for commercial carriers,

FOUR
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We take special pride in our ability to bring

21st century technologies and 2 full range of

SI International capabilities to client assignments.
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FEDERAL INFORMATION TECHNOLOGY MODERNIZATION

Modernizing its information and communications infrastructure is not an option for the Federal Government. It is an imperative. Federal agencies

are under intense pressure to provide more services with fewer people, increase efficiency while eliminating waste, and break down the institutional
stovepipe systems—within and among organizations—that impede the flow of information required for effective decision-making.

Although achieving these goals may require comprehensive organizational reengineering, success ultimately depends on the effective use of modern
information technology systems and processes. In many cases, this involves replacing overlapping and inefficient legacy systems with enterprise-wide
systems that promote interoperability, collaboration, and information assurance.

SI International's focus includes helping the Federal Government meet this critical challenge. For instance, in 2002, we used our Learning Solutions
and eSolutions expertise to design and develop an electronic performance support system (EPSS) for the Joint Staff. The EPSS provides staff with -
the online information, tools, training modules, and guidance they need to do their jobs—transforming information into knowledge used to formulate

and manage the Command’s essential business processes.

Enhancing Mission-Critical Systems
Promoting Flexible Response to a Changing Environment

SI International's federal information technology modernization concentration is also exemplified by our newly awarded, $36-million, Department of
Army Civilian Personnel Policy (CPP) Automation Support Services contract. CPP is responsible for establishing direction and policy governing
the management and utilization of Department of the Army civilian personnel. Services provided are broad in scope, but revolve around continu-
ing CPP's transition to a Web-based environment, implementing software solutions that address increasingly complex business processes, and
enhancing systems and databases to minimize redundancy and improve performance and data security.

The Federal Government is also committed to capturing advances in technology to provide better services to public- and private-sector organizations,
as well as individual citizens. One such instance is enhancing the Next-Generation Weather Radar (NEXRAD) system, a network of Doppler radars
that serves the weather prediction and forecasting needs of the National Weather Service, the Air Force Weather Agency, and the Federal Aviation
Administration. SI International provides the engineering and support services needed to fulfil! system upgrade and enhancement requirements. In 2002,
we supported the installation/deployment of a new open radar product generator (ORPG)—a NEXRAD systems component—at 170 installations
throughout the United States. ORPG's deployment has already resulted in significant improvements in the delivery of timely and accurate storm
and flash flood warning, public forecast, and advisory information.
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HOMELAND SECURITY

The concept of Homeland Security is not new to SI International. Long before September 11, we established effective relationships with agencies
that are now part of the Department of Homeland Security, including the Immigration and Naturalization Service, the U.S. Customs Service, and
the Secret Service.

In 2002, our Homeland Security support encompassed the testing of a PocketPC-based device used by U.S. Customs Service officers to capture
and share details pertaining to passenger information and hidden contraband crossing our borders. Developed by SI International, the Customs
Automated Data Integration System (CADIS) is a prototype designed to modernize and streamline the data capture of forms used to document
passenger inspection activities. Another prototype, CETAIR, which captures and transmits contraband inspection data~—via wired or wireless

network—to a Web-based application residing on the Customs intranet, was developed to support the needs of Contraband Enforcement Teams
at the Miami International Airport.

Each prototype reflects ST Internationals integrated approach to mission-critical solutions. We designed and built the software, engineered its encryption
capabilities, and trained system users. SI International delivered the first operational prototype within budget in just 90 days.

Leveraging Technology to
Strengthen Security at Home

SI International's Homeland-Security focus is also exemplified by our long-term support for a variety of LS. Department of State visa management and
processing requirements. For example, as part of preparations for the 2002 Salt Lake City Winter Olympics, we developed the Olympic Visa Information
System (OVID) a Web-based workflow management system used to collect, organize, process, and manage data on game participants. OVID
processing was a collaborative effort that involved the Salt Lake City Olympic Committee, the Department of State, and other U.S. government
agencies. Our solution incorporated comprehensive security features and was constructed and ready for deployment in record time.

The Company’s Department of State partnership featured the development and implementation of one of the largest multi-mastered, replicated Oracle
databases in the world. Updated and redistributed to 234 embassies every 5 minutes, the database compares electronic visa applications with vari-
ous "watch” lists and tracks the disposition of rejects. SI International's philosophy of continuous enhancement means that we are constantly seeking
ways of incorporating new and appropriate technology into the system to maximize its effectiveness in identifying visa fraud.

N

Winter Olympics 20
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SPACE SYSTEMS MODERNIZATION

With an increased reliance on space-based assets to support network-centric warfare, SI Internationals strategic presence in Colorado Springs,

Colorado, positions us well in continuing to assist three major commands: the Air Force Space Command (AFSPC), U.S. Northern Command
(NORTHCOM), and North American Aerospace Defense Command (NORAD). SI International is an industry-recognized expert in military space

operations and command and control systems.

SI Internationals systems engineering and network systems accomplishments, combined with the resources of our professional staff—a high proportion
of whom have extensive military space systems domain expertise—mean that we know what it takes to deliver exceptional, military-specific products

and services.

Advancing the State-of-the-Practice in

Military Space Operations

SI International’s space systems modernization expertise is reflected in our selection to develop and maintain operational architectures for the recently
established Space Situational Awareness Integration Office (SSAIO}. The SSAIO establishes and recommends the overall direction for the Nation’s
space situational awareness (SSA) capabilities. The SSAIO accomplishes this by capturing national SSA requirements, building national SSA
architectures, evaluating capakhilities to satisfy requirements, and developing integrated modernization plans and investment strategies, allocating
requirements, and supporting SSA community budget builds. Qur operational architecture solutions articulate and depict the elements of complex
systems and allow intricate problems to be decomposed into easily understood components, facilitating a common understanding of desired capa-
bilities and easy interaction between the system designers and the operational user community early in the design phase and throughout the entire

life cycle.

In addition, SI Juternational was chosen in 2002 as the prime contractor supporting the Air Force Space Command to plan the transition from the cur-
rent Milstar protected satellite communications system to the Advanced Extremely High Frequency (AEHF) System. These systems incorporate
advanced technology to provide secure, survivable satellite communications to the President, Secretary of Defense, and Combatant Commanders
worldwide. The Company will be responsible for developing a transition plan from the Milstar System to the more capable AEHF System while
ensuring the interoperability between the AEHF System and the evolving Transitional Communications Architecture currently in development by
the Department of Defense.

This year, SI International was also selected to provide ballistic missile defense planning and development support to the U.S. Strategic Command.
As part of this contract, we will help the Command’s Ballistic Missile Defense Division develop operational plans and concepts and provide technical
and analytical assistance in determining the operational effectiveness of proposed missile defense systems architectures.

EIGHT
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MISSTON ACCOMPLISHED

SIINTERNATIONAL HAS EARNED A REPUTATION FOR RAPID
DEVELOPMENT/RAPID DEPLOYMENT OF ROBUST IT SOLUTIONS THAT
IMPROVE OUR CUSTOMERS' PERFORMANCE CAPABILITIES. OUR FOCUSED
CORPORATE CULTURE IS WELL SUITED TO RESPONDING TO FEDERAL
GOVERNMENT AGENCIES' INCREASING SENSE OF URGENCY IN MEETING
THEIR RELATED OPERATIONAL CHALLENGES AND REQUIREMENTS.
SIINTERNATIONAL'S CORE COMPETENCIES AND APPLICATION OF
COMMERCIALLY AVAILABLE TECHNOLOGY REDUCE TOTAL SYSTEM COST,

PROMOTE INTEROPERABILITY, AND SHORTEN THE TIME TO BENEFIT.
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STOCK LISTING

SI International, Inc. is traded on the
Nasdaqg Stock Market under the symbol
“SINT

CORPORATE HEADQUARTERS
ST International, Tnc.

12012 Sunset Hills Road, Suite 800
Reston, VA 20190

703-234-7000

STOCKHOLDER SERVICES

Questions concerning registered stock-
holder accounts, including name or address
changes and transfers, should be directed
to our transfer agent:

Wachovia Bank, N A.

1525 West W.T. Harris Blvd., 3C3
Charlotte, NC 28262
800-829-8432

INDEPENDENT AUDITCORS
Ernst & Young LLP

8484 Westpark Drive
McLean, VA 22102

OUTSIDE LEGAL COUNSEL
Shaw Pittman LLP
1650 Tysons Blvd.
Mclean, VA 22102
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ANNUAL MEETING

The 2003 Annual Meeting of stockholders
will be held at 3.00 p.m. (EDT) on
Friday, June 6, 2003 at:

Hyatt Regency Reston

1800 Presidents Street

Reston, VA 20190

ANNUAL REPORT ON FORM 10-K/A
Copies of the Company's 2002 Form 10-
K/A for the fiscal year ended December 28,
2002 filed with the Securities and Exchange
Commission may be obtained at no charge
by calling SI International's Investor Relations
Department at 703-234-6900 or by sending
an email to: investors@si-intl.com.

ADDITIONAL INFORMATION

SI Internationals Web site (www.si-intl.com)
contains information such as corporate
news releases, management profiles, finan-
cial results, and SEC filings. Inquiries for
additional investor information should be
directed to.

Alan Hill

Director, Corporate Communications
703-234-6900

investors@si-intl,com

SAFE HARBOR
Certain statements in this Annual Report con-
tain forward-looking statements. The use of

ELEVEN
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words such as “may,” “might,” “will" “should,”

plans” “anticipates,” "believes” “esti-

"o

‘expects,
mates,” “intends,” “future,” “potential” or "con-
tinue," the negative of these terms, and other
comparable terminology are intended to iden-
tify forward-looking statements as defined by
the safe harbor provisions under the Private
Securities Litigation Reform Act of 1995, These
statements are only predictions based on our
current expectations and projections about
future events. Because these forward-looking
statements involve risks and uncertaintics, there
are important factors that could cause our actual
results, level of activity, performance, or achieve-
ments to differ materially from the results, level of
activity, performance or achievements expressed
or implied by the forward-looking statements.
These risks and uncertainties include: differences
between authorized amounts and amounts
received by SI International under goverament
contracts; government customers’ failure to
exercise options under contracts; changes in
Federal Government (or other applicable) pro-
curement laws, regulations, policies, and budgets;
ST Internationals ability to attract and retain qual-
ified personnel; and other risks described in the
"Risk Factors” section discussed in our Form 10-
K/A for the fiscal year ended December 28, 2002.

EQUAL EMPLOYMENT
OPPORTUNITY

It is the policy of SI Intemational, Inc. to recruit,
hire, employ, train, and promote persons in all
job classifications without regard to race, color,
religion, sex, age, national origin, or disability
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In Building a World-Class Company, We shall
RESPECT our clients & business partners
RESPECT our people resources
RESPECT our colleagues

As a Statement of Principle, Our Company shall
ADDRESS NEEDS, not assail them
DEBATE DECISIONS, not denigrate them
CRITIQUE WORK, not workers
ATTACK ISSUES, not idiosyncrasies

We shall act collegially and fairly—with
forethought about the feelings of others.

= | @aﬁ} Olloo o

INTERNATICNAL Ray J. Oleson — Chairman and CEQ,

Sl International
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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549
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that the registrant was required to file such reports), and (2) has been subject to such filing requirements for
the past 90 days. Yes No [

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not
contained herein, and will not be contained, to the best of registrant’s knowledge, in definitive proxy or
information statements incorporated by reference in Part III of this Form 10-K or any amendment to this
Form 10-K. [J

Indicate by check mark whether the registrant is an accelerated filer (as defined in Rule 12b-2 of the
Act). YES [ NO

The aggregate market value of SI International, Inc. common stock held by non-affiliates of the
registrant as of March 12, 2003, was $24,262,698. SI International, Inc. common stock began publicly trading
on November 12, 2002.

Indicate the number of shares outstanding of each of the registrant’s classes of common stock, as of
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as of April 9, 2003, are incorporated by reference into Part II, item 5, and Part III of this Form 10-K/A.




Introduction

ITEM 1
ITEM 2
ITEM 3
ITEM 4

ITEM S
ITEM 6
ITEM 7

ITEM 7A
ITEM 8
ITEM 9

ITEM 10
ITEM 11
ITEM 12
ITEM 13
ITEM 14

ITEM 15

SI INTERNATIONAL, INC.

FORM 1¢-K/A
INDEX
PART I
BUSINESS « o o v it e e e
PrOpeItiES . . . ot e e
Legal Proceedings . . . . ... .ot e e

Submission of Matters To a Vote of Security Holders ... .............. .. ...

PART H1
Market for the Company’s Common Equity and Related Stockholder Matters . . ..
Selected Financial Data . . . ... ... ... .. . ... .
Management’s Discussion and Analysis of Financial Condition and Results of
OPErations . . . ..ot e e
Quantitative and Qualitative Disclosures about Market Risk ... ........... ...
Financial Statements and Supplementary Data . ... ........ ... ... .......
Changes in and Disagreements with Accountants on Accounting and Financial
DiISCIOSUIE . .ot

PART III
Directors and Executive Officers of the Company ... ....... ... ...
Executive Compensation . .. ....... .ottt
Security Ownership of Certain Beneficial Owners and Management . . ... ..... ..
Certain Relationships and Related Transactions ..........................
Controls and Procedures .. ........ ... .. i

PART IV
Exhibits, Financial Statement Schedules, and Reports on Form &K ............
SIgMALUIES . . . . ot e e e

27
28
28




EINTRODUCTION

This Amendment No. 1 to SI International, Inc.’s annual report on Form 10-K for the fiscal year
ended December 28, 2002 is being refiled in its entirety to change the date of the annual meeting to
June 6, 2003; to change the record date for the annual meeting to April 9, 2003; and to correct other
clerical issues.

BUSINESS INFORMATION

Throughout this document, we have occasionally had the need to distinguish between SI
International, Inc. as a company separate from its subsidiaries, such as when we discuss its
incorporation date, from SI International, Inc. combined with its subsidiaries, such as in the discussion
of our business and in our financial statements. In order to clarify which entity we are referring to in
various discussions, we use the terms “SI International, Inc.” and “SI International” to refer to SI
International, Inc. without its subsidiaries. All other references, including “SI,” “the Company,” “we
and “us” refer to SI International and its subsidiaries.

2

PART |
item 1. Business

SI International, Inc. was organized as a Delaware corporation under the name of “SI
International Incorporated” on October 14, 1998. SI conducts operations both in its own name and
through subsidiaries, each of which are located in the U.S. '

Some of the statements under “Business,” “Management’s Discussion and Analysis of Financial
Condition and Results of Operations,” and elsewhere in this Form 10-K constitute forward-looking
statements. These statements involve known and unknown risks, uncertainties, and other factors that
may cause our actual results, level of activity, performance or achievements to be materially different
from any future results, levels of activity, performance or achievements expressed or implied by such
forward-looking statements. In some cases, you can identify these statements by forward-looking words
such as “anticipate,” “believe,” “could,” “estimate,” “expect,” “intend,” “may,” “plan,” “potential,”
“should,” “will,” and “would” or similar words. You should read statements that contain these words
carefully because they discuss our future expectations, contain projections of our future results of
operations or of our financial position, or state other forward-looking information. We believe that it is
important to communicate our future expectations to our investors. However, there may be events in
the future that we are not able to predict accurately or control. The factors listed in the section
captioned “Business-Risk Factors,” as well as any cautionary language in this Form 10-K, provide
examples of risks, uncertainties, and events that may cause our actual results to differ materially from
the expectations we describe in our forward-looking statements.

Although we believe that the expectations reflected in the forward-looking statements are
reasonable, we cannot guarantee future results, levels of activity, performance or achievements. You
should not place undue reliance on these forward-looking statements, which apply only as of the date
of this Form 10-K. Subsequent events and developments may cause our views to change. However,
while we may elect to update these forward-looking statements at some point in the future, we
specifically disclaim any obligation to do so.

Overview

We are a provider of information technology and network solutions primarily to the federal
government. Our business is guided by our experienced team of five executive officers, who have an
average of 20 years of executive level experience in our industry. Our next level of senior management
is comprised of seven individuals who have an average of 27 years of experience in managing




government information technology businesses. We provide our full suite of services through our
workforce of over 1,200 employees. Approximately 60% of these employees hold federal government
security clearances or have passed National Agency Checks. Approximately 20% of our employees hold
Top Secret security clearances. A significant portion of our employees who hold Top Secret security
clearances also hold Sensitive Compartmental Information clearances, which permit us to bid on highly
classified projects.

Our broad set of contract vehicles gives us extensive reach and enables us to deliver a full range of
our services and solutions to the federal government. As of December 28, 2002, we had over 500 active
engagements. The strength of our service offerings and information technology expertise allows us to
maintain substantial relationships with clients, some of whom have been clients of ours, or of one of
our acquired businesses, for over 15 years. In fiscal 2002 and in fiscal 2001, we derived approximately
83% and 82%, respectively of our revenue from contracts on which we acted as prime contractor.
Acting as a prime contractor provides us with stronger client relationships and visibility and access to
new work that are not available when acting as a subcontractor. Cur total backlog as of December 28,
2002 was approximately $232.6 million, of which approximately $68.1 million was funded. See
“—Backlog” for a discussion of how we calculate backlog.

The Federal Government Technology Services Market

The ongoing modernization of the federal government’s information systems and communication
networks is creating an increase in its demand for information technology services. According to
INPUT, an independent market research firm, federal government information technology spending is
projected to increase from $37.1 billion in government fiscal 2002 to $63.3 billion in government fiscal
2007, representing a compound annual growth rate of approximately 11%. However, we believe that
many information technology requirements are not specifically included in the information technology
portion of the federal government’s budget.

We believe the following industry trends will also continue to drive the federal government
technology services market:

Increased federal government relianmce om outsourcing. We believe that the federal government is
increasingly turning to the information technology industry to execute support processes and functions
that were traditionally performed in-house. In October 2001, the General Accounting Office, or GAQ,
published a report stating that, of the total federal government fiscal 2000 information technology
expenditures of $42.3 billion, the federal government purchased $13.4 billion of information technology
services from outside contractors, compared to $3.7 billion in 1990, representing a compound annual
growth rate of 14%. According to INPUT, from government fiscal 1991 through government fiscal 2001
the number of federal executive branch civilian employees decreased from 2.2 million to 1.8 million.
Between government fiscal 2002 and government fiscal 2007, INPUT forecasts that the percentage of
contracted out IT spending will continue to increase, reaching a high of 87% in government fiscal 2007.
INPUT expects the government-procured commercial services segment, comprised of outsourcing,
professional services, systems integration, and processing services, to grow at a compound annual
growth rate of 15% over a five year forecast from government fiscal 2002 through government fiscal
2007. The government-procured commercial services spending for government fiscal 2002 was
$14.5 billion and INPUT believes it should exceed $28 billion by government fiscal 2007. Currently,
commercial services accounts for 39% of contracted out spending. INPUT believes that figure will
increase to nearly 45% by government fiscal 2007. We believe, as a driver, homeland security will have
the greatest impact on three specific segments of the IT market: information security, communications,
and knowledge management. We believe that the rapid pace of technological innovations and the
federal government’s increasing reliance on complex information technology infrastructure combined
with a decline in executive branch civilian employees make it increasingly difficult for many
governmental agencies to operate and upgrade their information technology systems. We expect that



several trends will contribute to the federal government’s increasing use of service providers to fulfill a
larger portion of its information technology responsibilities, and we believe that we will continue to
gain new engagements to the extent that the federal government increases its reliance on outsourcing
for its information technology needs. These trends include: .. .

The aging of the federal government’s workforce. In April 2001, the GAO estimated that
approximately 31% of employees working in 24 federal agencies in 1998 will be eligible to retire by
2006 and that approximately half of those eligible employees will actually retire by the end of 2006. In
the same report, the GAO concluded that the federal government’s human capital challenges are
adversely affecting the ability of many agencies to carry out their missions.

Increased federal government emphasis on competitive sourcing. 'The current administration has
made competitive sourcing a major initiative of its management agenda. According to the President’s
Management Agenda for government fiscal 2002, nearly half of all U.S. government employees perform
tasks that are available in the commercial marketplace. To the extent that the federal government
workforce declines, we believe that the federal government will have a growing need for entities
offering the technical skills, familiarity with government processes and procedures and skilled personnel
to meet the diverse information technology needs of the various federal government agencies.

Increased spending on homeland security and intelligence. In the wake of the terrorist attacks on
September 11, 2001, there has been an increased emphasis on homeland security, intelligence and
national defense, including protecting critical infrastructure. On September 18, 2001, Congress enacted
a $40.0 billion emergency supplemental appropriation bill for these purposes. In addition, starting
April 30, 2002, the administration proposed increasing the funding for homeland security from
$16.0 billion in government fiscal 2001 to $19.5 billion and $37.7 billion for government fiscal 2002 and
government fiscal 2003, respectively. Since that time, the Department of Defense fiscal 2003
appropriations bill has been passed allotting $364.6 billion to the department. In addition, Congress has
approved government fiscal 2003 appropriations for federal civilian agencies in the amount of
$397.4 billion. In a December 2002 report, GAQO identified $2.9 billion in IT funding for homeland
security in government fiscal 2003. As part of this additional proposed spending, on April 18, 2002 the
government announced a new Unified Command, the U.S. Northern Command, which is
headquartered in Colorado Springs, Colorado. The U.S. Northern Command’s “mission is homeland
defense and civil support, specifically: conduct operations to deter, prevent, and defeat threats and
aggression aimed at the United States, its territories, and interests within the assigned area of
responsibility; and as directed by the President or Secretary of Defense, provide military assistance to
civil authorities including consequence management operations”.

Although the total amount to be spent for intelligence applications is classified, the most recently
declassified information, which was for government fiscal 1998, indicated that the aggregate budget for
federal intelligence agencies and intelligence activities was $26.7 billion. We believe that there will be
further increases in spending on federal intelligence activities, which are expected to represent
significant additional opportunities for us.

Increased simpiicity of procurement. Through changes that began with the Federal Acquisition
Streamlining Act of 1994, or FASA 94, the federal government has developed a variety of accelerated
contracting methods. Federal governmental agencies have increasingly been able to rely on multiple
contracting vehicles to procure needed services in an expedient manner. According to INPUT, the
average time to procure products and services was approximately 55% less in government fiscal 2001
than it was in government fiscal 1995. For example, in government fiscal 2001, the Department of
Transportation awarded a series of GWAC contracts, known as STATUS, which permit some
procurements to be completed within a 72-hour timeframe.




Qur Core Strengths

We strategically built our business to respond specifically to the federal information technology
marketplace. We believe that our core strengths position us to respond to the long-term trends and
changing demands of our market.

QOur Experienced Management Team

Qur business is guided by our experienced team of five executive officers who have an average of
20 years of executive level experience in our industry and a history of successfully growing information
technology service providers. Cur principal founders, Ray Oleson and Walter Culver, each have more
than 33 years of managerial experience in our industry. Our executive officers have served as
presidents, chief operating officers, and chief financial officers at Fortune 500 and industry-leading
public companies. Our executive officers also have strong backgrounds in identifying, acquiring and
integrating businesses. Members of our management team have acquired and successfully integrated, in
the aggregate, 20 businesses, four of them since our formation in 1998. In addition to our strong team
of executive officers, our senior management is comprised of seven individuals who have an average of
27 years experience in managing government information technology businesses.

Our Corporate Culture

Our corporate culture is based on respect for clients, personnel, business partners and
management. We view our commitment to this culture of respect as a cornerstone of our company. We
believe that our culture helps us build the relationships necessary to gain an in-depth understanding of
our clients’ needs, business practices and information technology and network systems. Further, we
believe our culture is a factor in helping our employee turnover rate remain low compared to other
companies in our industry, helping us to maintain client domain knowledge and providing consistent
service to our clients. Further, we believe that our commitment to respect, combined with quality of
performance, is an important factor in retaining clients and winning new referrals.

Focus on Information Technology Services

We deliver a full spectrum of information technology services and sclutions that address challenges
commen to many federal government agencies and commercial companies. Our capabilities position us
to capitalize on the federal government’s increasing demand for information technology services. We
integrate our technical areas of expertise into comprehensive solutions covering information technology
applications, systems engineering, network and telecommunications engineering and outsourcing. Our
focus on end-to-end information technology solutions allows us to leverage our knowledge and
experience to provide best practices across many federal government agencies and industries.

Our skilled employees use their advanced technological training and extensive experience to
implement our state-of-the-practice solutions. We deliver these solutions through our over 1,200
employees, many of whom possess security clearances and National Agency Checks that allow us to bid
on and perform classified work for the federal government.

Knowledge of Federal Government Contracting and Federal Agencies

We believe that our in-depth knowledge of federal government contracting and the governmental
agencies we serve and their procurement processes allows us to provide better solutions for our clients’
needs. Our experienced team of executive officers and senior managers brings to us their many years of
experience and extensive contacts in the industry. They provide us with an understanding of our clients’
needs and procedures, as well as valuable mission-specific information. We believe that the insight
provided by our officers and managers allows us to design solutions that are responsive to our clients’
mission-critical needs.



Successful Integration of Acquired Businesses

We believe that a critical component of our success is our ability to identify, acquire and integrate
companies that build or expand our suite of services to serve our clients’ needs more effectively. Prior
to the formation of SI International in 1998, members of our management team participated in a total
of 16 acquisitions. We believe that this experience provides a basis for our disciplined approach to
identifying acquisition candidates and integrating acquired companies. By integrating corporate
infrastructures such as marketing and sales, accounting, human resources and internal networks, we can
save the expense of redundant functions. In addition, by integrating operations, we establish a
* corporate-wide mission which can reduce internal competition and promote the cross- selling of newly
augmented skill sets to increase our client base.

Within the 15-month period from January 1999 through March 2000, we identified, acquired and
integrated four federal government information technology services companies with aggregate revenues
of approximately $105 million, measured for the 12 months prior to their respective acquisition dates.
Through each of these acquisitions, we built and expanded our information technology capabilities and
expanded our client relationships. We applied our disciplined acquisition processes to integrate the
acquired companies and successfully grew these businesses.

Our Growth Strategy

We have implemented the following strategies in order to reach our goal of becoming a leading
provider of information technology and network solutions to our clients:

* Maintain and expand our existing client relationships. We maintain relationships with our existing
clients by adhering to our culture of respect and providing quality performance. We believe this
helps us win renewals of our engagements. In addition, we use our knowledge of our clients’
needs to identify additional opportunities and cross-sell new services to them.

e Leverage our existing client base to win new clients. We believe satisfied clients are one of our
most effective marketing tools. Since FASA 94 went into effect, client referrals have become a
crucial component of expedited procurement processes and are key to our winning new
contracts. Since we focus on technology infrastructure improvement, we are able to transfer our
skills readily from client to client. We plan to continue building a network of clients and
leveraging these relationships to gain access to new clients. We have launched a Major Programs
initiative through which we intend to compete for large contracts over longer procurement
periods. We believe that favorable client referrals are strategically important to our winning
these opportunities.

 Pursue strategic acquisitions. We plan to continue utilizing our disciplined methodology to
identify, evaluate and integrate strategic acquisitions. We have acquired and successfully
integrated four businesses since 1999, which positioned us with strategically important technical
skills in important client areas. For example, in mid-1999 we recognized that functional skills in
military space applications in Colorado Springs would be an important growth area. We acquired
SI Engineering, headquartered in Colorado Springs, which positions us to respond to the needs
of the recently formed U.S. Northern Command, which is headquartered in that city.

Our Areas of Practice

We provide information technology and network solutions that address four broad areas of client
needs:

* information technology applications;

* systems engineering;




° network and telecommunications engineering; and

e outsourcing.

We service these four areas of client need through the following eight practice areas.

Software Development. Our software development practice delivers custom software integrated with
commercial off-the-shelf products to meet our clients’ software requirements. We bring an
understanding of complex software development and integration techniques for detailed design,
implementation, testing, configuration control and documentation. We also provide enterprise-wide data
management as well as testing and independent verification and validation services. Our technical staff
is skilled in state-of-the-practice technologies such as C++, J2EE, Power Builder and Oracle Tools.
Our software development process had been externally assessed at the Software Engineering Institute
(SEI) Capability Maturity Model (CMM) for Software—Level 2 indicating standardized, repeatable
processes are utilized.

Systems Consulting. Our systems consulting practice supports the modeling, simulation and
prototyping of solutions. Our work includes feasibility studies, strategic planning, systems development
consulting, quality assurance, project management, organizational assessment, system and transition
planning and acquisition support. To aid us in our work, we utilize state-of-the-practice technologies
such as enterprise architecture modeling tools and StarSafe, a software tool suite we developed for use
in designing secure system solutions.

eSolutions. Our eSolutions practice delivers software implementation services that web-enable
legacy applications intended to leverage an organization’s utilization of the worldwide web (internet,
intranet or extranet) to facilitate its business strategies and processes. We provide our clients with
feasibility studies, system planning, systems development, migration planning, quality assurance, systems
integration and user training. Our technical staff utilizes tools such as Microsoft.Net, Oracle Tools and
Microsoft Visual Basic and Front Page, to help them deliver software integration services.

Information Security. Our information security practice delivers analyses, methods and
technologies that enable our clients to secure their information against unauthorized access and service
disruption. Cur solutions are designed to protect and defend information systems against malicious
actions, reduce the threat to system security and proactively manage risk. We provide security policy
and procedure development, threat determination and risk assessment, vulnerability analysis, system
security engineering, network defense, secure document processing, applications and web security,
security evaluation and accreditation and training.

Learning Solutions. QOur learning solutions practice designs, develops and delivers training and
performance support to meet our clients’ individual and organizational learning and performance
needs. We provide distance learning, web-based training, computer-based training, instructor-led
training, electronic performance support, performance-centered interface design, knowledge
management, help desk staffing and management and local area network operations. Cur technical staff
is skilled in instructional systems design, usability engineering, software engineering, multimedia and
graphic design and online documentation.

Systems Engineering. Qur systems engineering practice delivers mission and requirements analysis,
operational architecture modeling and development, system design, validation and verification,
integrated logistics support, life cycle engineering and complex simulation and modeling. Our technical
staff is skilled in command, control, communications, computer and intelligence, engineering, object
oriented analysis and design, system testing, requirements traceability and specialty disciplines, including
electro-magnetic pulse engineering, reliability/maintainability/availability engineering and safety and
environmental engineering. Many of these skills are focused on space applications.




Network Engineering, Furnishing, Installation and Testing/Turn-Up (Network EFI&T). Our network
EFI&T practice designs, develops and deploys a full range of telecommunications network and
infrastructure solutions for our government and commercial clients. These solutions span voice,
narrowband, broadband and wireless technologies. Applications include large scale enterprise networks
for government, highly secure networks and central office build-outs for commercial carriers.

Mission-critical Outsourcing. Our mission-critical outsourcing practice uses our domain expertise to
operate our clients’ systems and processes vital to their businesses. We offer professional services to
perform network operations, sustaining engineering, administrative processing and overall program
management.

Clients

We provide our services primarily to federal government clients such as the U.S. Air Force Space
Command, U.S. Army, the Department of State, the Immigration and Naturalization Service and the
intelligence community. In fiscal 2002, we derived approximately 93% of our total revenue from federal
governmental agencies and approximately 7% of our total revenue from commercial clients.

Our largest client is the Department of Defense. We derived approximately 40% of our total
revenue in fiscal 2002 and approximately 45% of our total revenue in fiscal 2001 from the Department
of Defense and the intelligence community. In fiscal 2002 and fiscal 2001, services we provided to the
U.S. Air Force Space Command represented 37% and 36% of our total revenue, respectively, and
consisted of approximately 250 separate engagements. We also derived 20% of our revenue in fiscal
2002 and 16% of our revenue in fiscal 2001 from the Department of State. Each of these entities
consists of a substantial number of separate offices, each of which typically exercises independent
decision making and funding authority. We believe our contract base among these separate offices is
well diversified. As of December 28, 2002, we had over 500 active engagements. In fiscal 2002 and
fiscal 2001, we derived approximately 83% and 82%, respectively, of our revenue from contracts on
which we acted as prime contractor and derived approximately 17% and 18%, respectively, of our
revenue from contracts on which we acted as a subcontractor. The following are the end clients from
our top 25 contracts based upon contract revenue in fiscal 2002:

Department of Defense Federal civilian agencies
U.S. Air Force Space Command Department of State
U.S. Army Department of Energy
U.S. Navy Department of Commerce
National Security Agency Federal Aviation Administration
National Guard Bureau U.S. Library of Congress

Office of Personnel Management
Immigration and Naturalization Service
Commercial entities
Celgene Corporation
Roche Laboratories Inc.
Hewlett-Packard Company

We often subcontract portions of work to be performed under a contract or task order under
which we are the prime contractor. Approximately 14%, 13% and 11% of our total revenue in fiscal
2002, fiscal 2001 and fiscal 2000, respectively, was generated by work performed by subcontractors. The
subcontractors are sometimes responsible for critical portions of the contracted services. Our
subcontracting arrangements typically specify that all terms of the primary contract pass down to the
subcontractor. We are not dependent upon any one subcontractor or group of subcontractors to
provide a substantial degree of work for us. In addition, it is typical that a subcontractor on one
engagement may be a competitor or a client in other situations. We believe that cultivating good




relationships with our subcontractors is necessary to maintain our competitive position as well as to
facilitate meeting performance obligations under our contracts,

Backiog

Backlog is our estimate of the amount of revenue we expect to realize over the remaining life of
the signed contracts and task orders we have in hand as of the measurement date. Our total backlog
consists of funded and unfunded backlog. We define funded backlog as estimated future revenue under
government contracts and task orders for which funding has been appropriated by Congress and

authorized for expenditure by the applicable agency, plus our estimate of future revenue we expect to
realize from our commercial contracts. Unfunded backlog is the difference between total backlog and
funded backlog. Unfunded backlog reflects our estimate of future revenue under signed government
contracts and task orders for which either funding has not yet been appropriated or expenditure has
not yet been authorized. Qur total backlog does not include estimates of revenue from GWAC or GSA
schedules beyond signed, funded task orders, but our unfunded backlog does include estimates of
revenue beyond signed, funded task orders for other types of indefinite delivery, indefinite quantity, or
ID/IQ, contracts, such as our contract with the U.S. Air Force Space Command.

Our total backlog as of December 28, 2002 was approximately $232.6 million, of which
approximately $68.1 million was funded. However, there can be no assurance that we will receive the
amounts we have included in our backlog or that we will ultimately recognize the full amount of our
funded backlog as of December 28, 2002 that we estimate will be recognized as revenue during fiscal
2003 or thereafter.

We believe that backlog is not necessarily indicative of the future revenue that we will actually
receive from contracts and task orders included in calculating our backlog. We assess the potential
value of contracts for purposes of backlog based upon several subjective factors. These subjective
factors include our judgments regarding historical trends (i.e., how much revenue we have received
from similar contracts in the past), competition (i.e., how likely are we to successfully keep all parts of
the work to be performed under the contract) and budget availability (i.e., how likely is it that the
entire contract will receive the necessary funding). If we do not accurately assess each of these factors,
or if we do not include all the variables that actually affect the revenue we actually recognize from our
contracts, the potential value of our contracts, and accordingly, our backlog, will not reflect the actual
revenue received from contracts and task orders. As a result, there can be no assurance that we will
receive amounts included in our backlog or that monies will be appropriated by Congress or otherwise
made available to finance contracts and task orders included in our backlog. Many factors that affect
the scheduling of projects could alter the actual timing of revenue on projects included in backlog.
There is always the possibility that the contracts could be adjusted or cancelled. We adjust our backlog
on a quarterly basis to reflect modifications to or renewals of existing contracts, awards of new
contracts or approvals of expenditures. See “Risk Factors—The calculation of our backlog is subject to
numerous uncertainties, and we may not receive the full amounts of revenue estimated under the
contracts included in our backlog, which could reduce our revenue in future periods.”

Competition

We operate in markets that are highly competitive and include a large number of participants. We
compete with many companies, both large and smali, for our contracts. As a result, we do not have a
consistent number of competitors against whom we repeatedly compete. We also may team with some
of these companies and other competitors to perform work under other contracts. These and other
companies in our market may compete more effectively than we can because they are larger, have
greater financial and other resources, have better or more extensive relationships with governmental
officials involved in the procurement process and have greater brand or name recognition.
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As a result of the diverse requirements of the federal government and our commercial clients, we
frequently form teams with the companies in our markets in order to compete for large procurements,
while bidding against them in other situations.

In each of our practice areas, we generally bid against companies of varying sizes and specialties,
from small businesses to multi-billion dollar corporations. Because of the current industry trend toward
consolidation, some of these companies may emerge better able to compete with us. Therefore, it is
essential that we differentiate ourselves from these companies. We believe that our technical abilities,
client relationships, past performance, cost containment, reputation and ability to provide quality
personnel] give us a strong presence in the markets we serve. In addition, we believe that our culture of
respect for and commitment to our clients and business partners greatly aids our business. While we
believe these factors help to set us apart from other companies in our markets, we may not be able to
continue to maintain our competitive position, as new companies enter the marketplace and alliances
and consolidations among competitors emerge. Some companies in our markets have longer operating
histories, greater financial and technological capabilities, greater brand or name recognition and larger
client bases than we have.

Government Contracting and Regulatory Processes

For fiscal 2002, approximately 93% of our revenue was derived from work performed under
federal government contracts. The government contracting process differs in many ways from
commercial contracting, and involves a high degree of federal government regulation and oversight.

Historically, agencies of the federal government wishing to procure services from contractors have
been required to prepare a request for proposal, known as an RFP, or some similar form of solicitation.
The RFP is typically an extensive document describing the services desired and the terms and
conditions that form the final agreement, including the criteria the soliciting agency will use to select
the service provider. Interested parties submit proposals in response to the RFP, which the agency
evaluates, often requesting additional information and multiple discussions with bidders prior to final
award of the contract.

In recent years, the federal government has taken steps to streamline the procurement process. For
example, in 1994, the enactment of the FASA 94 made the procurement process substantially faster and
less burdensome for companies that qualify for a bidders list. FASA 94 was the first of several statutory
and regulatory changes in recent years that significantly altered government procurement practices by
increasing the number and types of procurement contract “vehicles” available to federal government
clients to satisfy their requirements. Federal governmental agencies are now more likely to use flexible
contract vehicles that permit a number of firms to compete for specific orders. The General Services
Administration Multiple Award Schedule, or GSA MAS, Program is an example of a flexible contract
vehicle employed by the federal government. Under the MAS Program, GSA contracts with multiple
vendors to provide goods and services, at predetermined prices, to specified authorized buyers. GSA
schedules are listings of services and products, along with their respective prices, offered by approved
contractors. The schedules are maintained by the GSA for use by any federal agency or other
authorized entity. A contractor must successfully complete a pre-qualification process in order to be
selected by the GSA for inclusion of the contractor’s goods or services on a GSA Schedule. When an
agency selects services under a GSA schedule contract, the soliciting agency, or the GSA on its behalf,
conducts a bidding process, limited to qualified GSA schedule contractors. The process typically
involves substantially less time and cost than the historical, non-GSA bidding process.

In addition to the GSA MAS program, we also hold other ID/IQ contracts with other individual
agencies, which are generally known as task order contracts. These are essentially umbrella contracts
that set forth the basic terms and conditions under which the agency may order goods and services
from one, and in some cases, more than one, contractor. Contractors undergo a competitive
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pre-selection process to become eligible to perform work under ID/IQ contracts. A soliciting agency
issues task orders for goods or services to be performed or provided under a contract. When task
orders are issued under multiple award ID/IQ contracts, each awardee typically has an opportunity to
be considered for the task order. The agency desiring contract services may conduct a competition
among the interested awardees, resulting in the issuance of a task order to a single contractor. These
contracts have increased competition and pricing pressure by concentrating work under fewer contracts,
and requiring competition both prior to the initial award of the contract and throughout the term of
the contract in order to obtain task orders for the services we provide, requiring that we make
sustained post-award marketing efforts to realize revenue under each such contract. Moreover, even if
we are qualified to work on a particular new contract or a contract subject to renewal, we might not be
awarded business because of the federal government’s policy and practice of procuring goods and
services from multiple contractors in order to maintain a diverse base of contractors. In addition, ID/IQ
contracts do not obligate the federal government to purchase goods or services above the minimum
levels set forth in the contract,

A task order calls for a specific set of services to be delivered by the contractor to a particular
client agency. Our experience has been that the key factors in bidding successfully for these task orders
are technical merit, cost, relevant past performance considerations and client trust. From time to time
we are also party to GWACs, which are ID/IQ contracts that permit the aggregation of multiple
agencies’ requirements in a single contract, in order to encourage contractors to offer the best possible
prices and to reduce the costs associated with multiple acquisitions.

For single-award large scale contracts, such as those targeted by our Major Program initiative,
interested contractors submit information indicating their desire to perform the required services. The
agency then solicits competitive proposals or bids from qualified contractors by providing them with a
formal RFP, or similar solicitation. The RFP typically describes the desired services, terms and
conditions, and evaluation criteria the agency will use. Bidders then submit proposals in response to an
RFP, and the agency evaluates the proposals and makes the award determination. Agencies are
encouraged to award contracts on a “best value” basis. This means that the contractor selected for the
award should, in the agency’s judgment, provide the greatest overall benefit in response to the
requirement, including technical merit, cost and relevant past performance considerations. The entire
bid process can sometimes take a year or more.

The competitive bidding process presents a number of risks, including the following:

o we expend substantial funds, managerial time and effort to prepare bids and proposals for
contracts that we may not win;

= we may be unable to estimate accurately the resources and cost that will be required to service
any contract we win, which could result in substantial cost overruns; and

° we may encounter expense and delay if our competitors protest or challenge awards of contracts
to us in competitive bidding, and any such protest or challenge could result in a requirement to
resubmit bids on modified specifications or in the termination, reduction or modification of the
awarded contract.

The government contracts for which we compete typically have multiple year terms, and if we are
unable to win a particular contract, we generally will be foreclosed from competing again for that
contract until its expiration several years later. In addition, upon the expiration of a contract, if the
client requires further services of the type provided by the contract, there is frequently a competitive
rebidding process.
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Laws and Regulations Affecting Cur Business

Federal government contracts are subject to a number of federal laws and regulations, including
the Federal Acquisition Regulation, or FAR, and Cost Accounting Standards, or CAS. These statutes
and regulations contain several rules that may affect us significantly.

The Anti-Deficiency Act prohibits federal government employees from committing government
funds, by contract or otherwise, in excess or in advance of appropriations, unless authorized by some
specific statute. Since Congress usually appropriates funds on a fiscal year basis, many of our contracts
are funded by the applicable agency annually as Congress makes appropriations for future fiscal years.
In addition, since funds are often allocated to agencies by the Office of Management and Budget, many
of our contracts are incrementally funded.

Disappointed bidders and contractors excluded from competing for government contracts and task
orders may submit an objection to a contracting officer or General Accounting Office within time limits
specified under FAR and General Accounting Office bid protest remedies. The U.S. Court of Federal
Claims also has bid protest jurisdiction. Performance under a contract being protested may be
suspended while the protest is pending, and in cases where the contract is found to have been
improperly awarded, the contract may be terminated.

Certain FAR clauses, such as the Limitation of Cost and Limitation of Funds clauses, limit the
federal government’s liability for expenditures or obligations beyond those authorized by the applicable
contract. In many cases, contracts are awarded for only one year with a number (in a number of cases,
four) of successive option years. Agencies are not obligated to exercise these option years, but in our
experience, most renewal options under our contracts have been exercised. In addition, certain FAR
clauses allow the federal government to terminate contracts for convenience (i.e., at will), although the
federal government is obligated to pay for costs incurred.

Larger contracts may also be subject to the Truth in Negotiations Act and Cost Accounting
Standards. The Truth in Negotiations Act requires us to provide current, accurate and complete cost or
pricing data in connection with the negotiation of a contract, modification or task order that is not
subject to full and open competition or other exceptions to the Act. Cost Accounting Standards are
applicable to certain contracts and require the contractor to apply consistent accounting practices and
comply with specific cost accounting criteria. “Contract Cost Principles and Procedures” sets forth the
rules regarding the allocability and allowability of costs incurred in connection with federal government
contracts.

Organizational Conflict of Interest, or OCI, as defined by the FAR, establishes rules for avoiding,
mitigating and neutralizing conflicts of interest in the issuance of contracts by the federal government.
Virtually all government contracts, including ours, have this provision incorporated into their terms. An
OCI may arise because the nature of the work to be performed by a contractor has the potential,
absent some restriction on future activities, to result in an unfair competitive advantage to the
contractor or impair the contractor’s objectivity in performing the contract or providing assistance or
advice to the federal government. The government contracting officer is responsible for resolving any
significant potential OCIs before a contract award is made. Federal government contractors have an
obligation to manage and, if necessary, report an OCI to the contracting officer. We have a
company-wide policy regarding care in the acceptance of and compliance with contractual OCI
provisions, which includes awareness training programs and coordination and reporting systems. We
review new contracts and task orders at the time we receive them for potential OCI issues. Accordingly,
we believe that as a result of the systems we have in place, our backlog will not be affected by OCI
issues.

Our books and records are subject to audit by the Defense Contract Audit Agency, or DCAA, and
other governmental audit agencies, to ensure that the costs and hourly rates for which we invoice the
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federal government under cost reimbursable and time and materials contracts are in compliance with
the Cost Principles, Cost Accounting Standards and FAR invoicing regulations. Each fiscal year, we
must submit final cost data to the federal government indicating cur actual costs incurred for the prior
year, exclusive of certain costs that are not recoverable by federal government contractors. This data is
audited, and subject to adjustments by the auditing agency based upon established guidance, which may
affect our recovery on cost reimbursable contracts for prior fiscal years. These audits may alsc result in
assessment of penalties, interest costs and debarment. The federal government retains a portion of the
fee earned by us under cost reimbursable contracts until contract completion and audit by the DCAA.
Audits of our business units by the DCAA have been completed for all of our fiscal years through 1999
without material adjustments. In the opinion of management, the audits for fiscal years 200C and 2601
will not result in adjustments that would have a material adverse effect on our financial position or
results of operations; however, future material adjustments are possible.

Our conduct and performance is alsc subject to the False Claims Act. The False Claims Act
prohibits contractors from knowingly submitting false or fraudulent claims to the federal government.
We have established standards of conduct for our employees and a reporting mechanism that any of
our employees can use to report inappropriate or illegal activities.

Certain types of services are subject to the Service Contract Act and the Davis-Bacon Act. These
Acts require that the contractor pay to all personnel assigned to the contract at least the prevailing
wage and fringe benefits, as established by and in accordance with the regulations promulgated by the
U.S. Department of Labor. We have an established policy for evaluation of RFP’s that include Service
Contract Act and Davis-Bacon Act requirements and in the event of an award to us, for ensuring our
compliance with these requirements.

Employees

As of December 28, 2002, we had over 1,200 employees, including approximately 60% who hold
federal government security clearances or have passed National Agency Checks. We have no unionized
employees and do not have any collective bargaining agreements. However, we may pursue contracts
that will require us tc have unionized employees. We believe we have a good relationship with our
employees.

Risk Factors
Risks Related to Qur Industry

We depend on contracts with the federal government for most of our revenue, and our business would
be seriousiy harmed if the government ceased doing businmess with us or significantly decreased the
amount of business it does with us.

We derived approximately 93% and 88% of our total revenue in fiscal 2002 and in fiscal 2001 from
federal government contracts, either as a prime contractor or a subceontractor. This includes
approximately 49% and 45% of our total revenue in fiscal 2002 and in fiscal 2001, respectively, that we
derived, either as a prime contractor or a subcontractor, from contracts with agencies of the
Department of Defense and intelligence community. We expect that we will continue to derive most of
our revenue for the foreseeable future from work performed under federal government contracts. If we
were suspended or prohibited from contracting with the federal government generally, or with any
significant agency of the Department of Defense or the intelligence community, or if our reputation or
relationship with the federal government or any significant agency of the Department of Defense or the
intelligence community were impaired, or if any of the foregoing otherwise ceased doing business with
us or significantly decreased the amount of business it does with us, our business, prospects, financial
condition and operating results would be seriously harmed.
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Our two largest contracts, in terms of revenues, are the contract with the U.S. Air Force Space
Command for communications and computer infrastructure for command and control, information
management and intelligence and for surveillance and reconnaissance, or C412SR, and the National
Visa Center, or NVC, contract with the Department of State. The C4I2SR contract generated 23% of
our total revenues in fiscal 2002 and 19% of our total revenues in fiscal 2001, and the NVC contract
generated 11% of our total revenues in fiscal 2002 and 8% of our total revenues in fiscal 2001. The
C4I2SR and the NVC contract expire in September 2004. Although the NVC contract expires in 2004,
aggregate expenditures under this contract are capped at $45 million. The government has exercised its
annual option to continue contracting with us for the work through the end of government fiscal year
2003. In addition, the government has given notice of its intent to the contractor community that it will
raise the contract ceiling on the NVC contract from $45 million to $60 million. Accordingly, we believe
that increase in the contract ceiling will occur and that it will cover at least the newly exercised option
year, although there can be no assurance in that regard. Our third largest contract, in terms of
revenues, is our contract with the Department of State for application development services, or ADP.
The ADP contract generated 8% of our total revenues in fiscal 2002 and 7% of our total revenues in
fiscal 2001. The ADP contract would have terminated on September 30, 2002, but was extended by the
Department of State through March 31, 2003. The Department of State has signed an additional
extension taking the contract through June 2003. We expect to recompete for the C4I2SR, NVC and
ADP contracts; however we cannot guarantee that we will win these recompetes. If we fail to win the
recompete for any of these contracts or any of our other major contracts, or if the government does
not increase the amount of aggregate expenditures authorized under the NVC contract, our business
will be materially adversely affected.

QOur business could be adversely affected by changes in budgetary priorities of the federal government.

Because we derive a significant portion of our revenue from contracts with the federal government,
we believe that the success and development of our business will continue to depend on our successful
participation in federal government contract programs. Changes in federal government budgetary
priorities could directly affect our financial performance. A significant decline in government
expenditures, a shift of expenditures away from programs which call for the types of services that we
provide or a change in federal government contracting policies, could cause federal governmental
agencies to reduce their expenditures under contracts, to exercise their right to terminate contracts at
any time without penalty, not to exercise options to renew contracts or to delay or not enter into new
contracts. Any of those actions could seriously harm our business, prospects, financial condition or
operating results. Moreover, although our contracts with governmental agencies often contemplate that
our services will be performed over a period of several years, Congress usually must approve funds for
a given program each government fiscal year and may significantly reduce or eliminate funding for a
program. Significant reductions in these appropriations by Congress could have a material adverse
effect on our business. Additional factors that could have a serious adverse effect on our federal
government contracting business include:

* changes in federal government programs or requirements;

* budgetary priorities limiting or delaying federal government spending generally, or by specific
departments or agencies in particular, and changes in fiscal policies or available funding,
including potential governmental shutdowns;

¢ reduction in the federal government’s use of technology solutions firms; and

* an increase in the number of contracts reserved for small businesses, or small business set asides,
which could result in our inability to compete directly for these prime contracts.

Our contracts with the federal government may be terminated or adversely modified prior to
completion, which could adversely affect our business.
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Federal government contracts generally contain provisions, and are subject to laws and regulations,
that give the federal government rights and remedies not typically found in commercial contracts,
including provisions permitting the federal government to:

e terminate our existing contracts;
» reduce potential future income from our existing contracts;
* modify some of the terms and conditions in our existing contracts;

= suspend or permanently prohibit us from doing business with the federal government or with any
specific government agency;

e impose fines and penalties;
e subject us to criminal prosecution;

 subject the award of some contracts to protest or challenge by competitors, which may require
the contracting federal agency or department to suspend our performance pending the outcome
of the protest or challenge and which may also require the government to solicit new bids for
the contract or result in the termination, reduction or modification of the awarded contract;

» suspend work under existing multiple year contracts and related task orders if the necessary
funds are not appropriated by Congress;

° decline to exercise an option to extend an existing multiple year contract; and
e claim rights in technologies and systems invented, developed or produced by us.

The federal government may terminate a contract with us either “for convenience” (for instance,
due to a change in its perceived needs or its desire to consolidate work under another contract) or if
we default by failing to perform under the contract. If the federal government terminates a contract
with us for convenience, we generally would be entitled to recover only our incurred or committed
costs, settlement expenses and profit on the work completed prior to termination. If the federat
government terminates a contract with us based upon our default, we generally would be denied any
recovery for undelivered work, and instead may be liable for excess costs incurred by the federal
government in procuring undelivered items from an alternative source. As is common with government
contractors, we have experienced and continue to experience occasional performance issues under some
of our contracts. We may in the future receive show-cause or cure notices under contracts that, if not
addressed to the federal government’s satisfaction, could give the government the right to terminate
those contracts for default or to cease procuring our services under those contracts.

QCur federal government contracts typically have terms of one or more base years and one or more
option years. Many of the option periods cover more than half of the contract’s potential term. Federal
governmental agencies generally have the right not to exercise options to extend a contract. A decision
to terminate or not to exercise options to extend our existing contracts could have a material adverse
effect on our business, prospects, financial condition and results of operations.

Certain of our federal government contracts also contain “organizational conflict of interest”
clauses that could limit our ability to compete for certain related follow-on contracts. For example,
when we work on the design of a particular solution, we may be precluded from competing for the
contract to install that solution. While we actively monitor our contracts to avoid these conflicts, we
cannot guarantee that we will be able to avoid all organizational conflict of interest issues.

If we fail to establish and maintain important relationships with government entities and agencies, our
ability to successfully bid for new business may be adversely affected.

To develop new business opportunities, we primarily rely on establishing and maintaining
relationships with various government entities and agencies. We may be unable to successfully maintain
our relationships with government entities and agencies, and any failure to do so may adversely affect
our ability to compete successfully for new business.
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We derive significant revenue from contracts and task orders awarded through a competitive bidding
process. If we are unable to win new awards or successfully compete for renewal contracts, our
business and prospects may be adversely affected.

A significant number of our contracts and task orders with the federal government are awarded
through a competitive bidding process. We expect that much of the business that we will seek in the
foreseeable future will continue to be awarded through competitive bidding of new contracts and task
orders and contracts subject to renewal. Recently, members of Congress and administration officials
have authorized changes to the procurement process intended to increase competition among suppliers
to the federal government. Budgetary pressures and reforms in the procurement process have caused
many federal government clients to increasingly purchase goods and services through indefinite
delivery/indefinite quantity, or ID/IQ, contracts, including General Services Administration contracts, or
GSA contracts, and other government-wide acquisition contracts, or GWACs. These contracts have
increased competition and pricing pressure by concentrating work under fewer contracts, and requiring
competition both prior to the initial award of the contract and throughout the term of the contract in
order to obtain task orders for the services we provide, requiring that we make sustained post-award
marketing efforts to realize revenue under each such contract. These contracts generally approve
particular contractors to provide specified goods and services to the applicable governmental agency but
generally do not obligate the agency to purchase any particular amount of goods or services. To procure
goods or services under the contract, the agency generally awards task orders to perform specified
services or to supply specified goods pursuant to competitive bidding among approved contractors.
Thus, the existence of a contract does not ensure future revenue; rather, the contract merely provides
us the opportunity to compete for additional work. An agency may administer an ID/IQ contract in
which it procures goods and services for itself. Under the same contract, other federal agencies may
also procure goods and services. These contracts are known as GWACs. When multiple prime
contractors hold GWACs for the same goods and services, all of them are eligible to supply goods and
services under the contract. As a result, qualified contractors often compete with each other to obtain
task orders under a GWAC. Similarly, GSA contracts, including contracts commonly known as GSA ‘
Schedule contracts, are procurement contracts administered by the GSA on behalf of the entire federal
government. Like GWACs, multiple contractors may be awarded GSA contracts for the same goods and
services. As a result, an agency may procure goods and services from any contractor awarded the GSA
contract at the prices and on the terms stated in the contract. Moreover, even if we are highly qualified
to work on a particular new contract or a contract subject to renewal, we might not be awarded
business because of the federal government’s policy and practice of procuring goods and services from
multiple contractors in order to maintain a diverse base of contractors.

The competitive bidding process presents a number of risks, including the following:

* we expend substantial funds, managerial time and effort to prepare bids and proposals for
contracts that we may not win;

» we may be unable to estimate accurately the resources and cost that will be required to service
any contract we win, which could result in substantial cost overruns; and

e we may encounter expense and delay if our competitors protest or challenge awards of contracts
to us in competitive bidding, and any such protest or challenge could result in a requirement to
resubmit bids on modified specifications or in the termination, reduction or modification of the
awarded contract.

The government contracts for which we compete typically have multiple year terms, and if we are
unable to win a particular contract, we generally will be foreclosed from competing again for that
contract until its expiration several years later. If we are unable to win new contract awards, our
business and prospects will be adversely affected. In addition, upon the expiration of a contract, if the
client requires further services of the type provided by the contract, there is frequently a competitive
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rebidding process. Approximately 14.7% of our revenue recognized during fiscal 2002 was derived from
contracts that we expect will become subject to recompetition bids prior to the end of government
fiscal 2003. To date, we have only submitted recompetition bids for three of our contracts for which we
are prime contractor. There can be no assurance that we will win any particular bid or recompetition
bid, or that we will be able to replace business lost upon expiration or completion of a contract, and
the termination or nonrenewal of any of our significant contracts or a substantial portion of our other
contracts could materially harm our operating results.

Our business may suffer if our facilities or our employees are unable to obtain or retain the security
clearances or other gualifications needed to perform services for our cliemts.

Many of our federal government contracts require employees and facilities used in specific
engagements to hold security clearances and to clear National Agency Checks and Defense Security
Service checks. Many of our contracts require us to employ personnel with specified levels of
education, work experience and security clearances. Depending on the level of clearance, security
clearances can be difficult and time-consuming to obtain. If our employees or our facilities lose or are
unable to obtain necessary security clearances or successfully clear necessary National Agency or ‘
Defense Security Service checks, we may not be able to win new business and our existing clients could
terminate their contracts with us or decide not to renew them. To the extent we cannot obtain or
maintain the security clearances necessary for our facilities or our employees working on a particular
contract or to the extent our facilities or our employees do not successfully clear necessary National
Agency Checks or Defense Security Service checks, we may not derive the revenue anticipated from the
contract, which could seriously harm our operating results.

We must comply with a variety of laws, regulations and procedures and our failure to comply could
harm our operating results.

We must observe laws and regulations relating to the formation, administration and performance
of federal government contracts, which affect how we do business with our clients, and impose added
costs on our business. For example, the Federal Acquisition Regulation and the industrial security
regulations of the Department of Defense and related laws include provisions that:

° allow our federal government clients to terminate or not renew our contracts if we come under
foreign ownership, control or influence;

e require us to disclose and certify cost and pricing data in connection with contract negotiations;
e require us to prevent unauthorized access to classified information; and

° require us to comply with laws and regulations intended to promote various social or economic
goals.

We are subject to industrial security regulations of the Department of Defense and other federal
agencies that are designed to safeguard against foreigners’ access to classified information. If we were
to come under foreign ownership, control or influence, we could lose our facility security clearances,
which could result in our federal government customers terminating or deciding not to renew our
contracts, and could impair our ability to obtain new contracts.

In addition, our employees often must comply with procedures required by the specific agency for
which work is being performed, such as time recordation or prohibition on removal of materials from a
location.

Qur failure to comply with applicable laws, regulations or procedures, including federal
procurement regulations and regulations regarding the protection of classified information, could result
in contract termination, loss of security clearances, suspension or prohibition from contracting with the
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federal government, civil fines and damages and criminal prosecution and penalties, any of which could
have a material adverse effect on our business.

The federal government may revise its procurement or other practices in a manmer adverse to us.

The federal government may revise its procurement practices or adopt new contracting rules and
regulations, such as cost accounting standards. It could also adopt new contracting methods relating to
GSA contracts, GWACs or other government-wide contracts, or adopt new standards for contract
awards intended to achieve certain social or other policy objectives, such as establishing new set-aside
programs for small or minority-owned businesses. In addition, the federal government may face
restrictions from new legislation or regulations, as well as pressure from government employees and
their unions, on the nature and amount of services the federal government may obtain from private
contractors. These changes could impair our ability to obtain new contracts or contracts under which
we currently perform when those contracts are put up for recompetition bids. Any new contracting
methods could be costly or administratively difficult for us to implement, and, as a result, could harm
our operating results. For example, the Truthfulness, Responsibility and Accountability in Contracting
Act, proposed in 2001, would have limited and severely delayed the federal government’s ability 1o use
private service contractors. Although this proposal was not enacted, it or similar legislation could be
proposed at any time. Any reduction in the federal government’s use of private contractors to provide
federal information technology services would adversely impact our business.

Cur contracts and administrative processes and systems are subject to audits and cost adjustments by
the federal government, which could reduce our revenue, disrupt cur business or otherwise adversely
affect our results of operations.

Federal governmental agencies, including the Defense Contract Audit Agency, or DCAA, routinely
audit and investigate government contracts and government contractors’ administrative processes and
systems. These agencies review our performance on contracts, pricing practices and cost structure. They
also review our compliance with applicable laws, government regulations, policies and standards and the
adequacy of our internal control systems and policies, including our purchasing, property, estimating,
compensation and management information systems. Any costs found to be improperly allocated to a
specific contract will not be reimbursed, and any such costs already reimbursed must be refunded.
Moreover, if any of our administrative processes and systems are found not to comply with the
applicable requirements, we may be subjected to increased government scrutiny or required to obtain
additional governmental approvals that could delay or otherwise adversely affect our ability to compete
for or perform contracts. Therefore, an unfavorable outcome to an audit by the DCAA or another
government agency, such as the Defense Security Service, or DSS, which verifies security compliance,
could materially adversely affect our competitive position and result in a substantial reduction of our
revenues. If a government investigation uncovers improper or illegal activities, we may be subject to
civil and criminal penalties and administrative sanctions, including termination of contracts, forfeitures
of profits, suspension of payments, fines and suspension or debarment from doing business with the
federal government. In addition, we could suffer serious reputational harm if allegations of impropriety
were made against us.

Failure to maintain strong relationships with other government contractors could resuit in a decline in
our revenue.

We derived approximately 17% and 18%, respectively, of our total revenue in fiscal 2002 and fiscal
2001 from contracts under which we acted as a subcontractor or from “teaming” arrangements in which
we and other contractors jointly bid on particular contracts or programs. As a subcontractor or team
member, we often lack control over fulfillment of a contract, and poor performance on the contract
could tarnish our reputation, even when we perform as required. We expect to continue to depend on
relationships with other contractors for a portion of our revenue in the foreseeable future. Moreover,
our revenue and operating results could be adversely affected if any prime contractor or teammate
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chooses to offer a client services of the type that we provide or if any prime contractor or teammate
teams with other companies to independently provide those services.

The calculation of our backiog is subject to numerous uncertainties, and we may net receive the full
amounts of revenue estimated under the comtracts included in our backlog, which could reduce our
revenue in future perieds.

Backlog is our estimate of the amount of revenue we expect to realize over the remaining life of
the signed contracts and task orders we have in hand as of the measurement date. Our total backlog
consists of funded and unfunded backlog. We define funded backlog as estimated future revenues
under government contracts and task orders for which funding has been appropriated by Congress and
authorized for expenditure by the applicable agency, plus estimated future revenues we expect to
receive under signed purchase orders with commercial clients. Unfunded backlog is the difference
between total backlog and funded backlog. Unfunded backlog reflects our estimate of future revenues
under signed government contracts and task orders for which either funding has not been appropriated
or expenditures have not been authorized. Qur total backlog does not include estimates of revenue
from GWAC or GSA schedules beyond signed, funded task orders, but our unfunded backlog does
include estimates of revenue beyond signed, funded task orders for other types of ID/IQ contracts,
including our C4I2SR contract with the U.S. Air Force Space Command.

The calculation of backlog is highly subjective and is subject to numerous uncertainties and
estimates, and there can be no assurance that we will in fact receive the amounts we have included in
our backlog. Our assessment of a contract’s potential value is based upon factors such as historical
trends, competition and budget availability. In the case of contracts which may be renewed at the
option of the applicable agency, we generally calculate backlog by assuming that the agency will
exercise all of its renewal options; however, the applicable agency may elect not to exercise its renewal
options. In addition, federal contracts typically are only partially funded at any point during their term,
and all or some of the work to be performed under a contract may remain unfunded unless and until
Congress makes subsequent appropriations and the procuring agency allocates funding to the contract.
Our estimate of the portion of backlog from which we expect to recognize revenues in fiscal 2002 or
any future period is likely to be inaccurate because the receipt and timing of any of these revenues is
dependent upon subsequent appropriation and allocation of funding and is subject to various
contingencies, such as timing of task orders, many of which are beyond our control. In addition, we
may never receive revenues from some of the engagements that are included in our backlog and this
risk is greater with respect to unfunded backlog. The actual receipt of revenues on engagements
included in backlog may never occur or may change because a program schedule could change, the
program could be canceled, the governmental agency could elect not to exercise renewal options under
a contract or could select other contractors to perform services, or a contract could be reduced,
modified or terminated. We adjust our backlog on a quarterly basis to reflect modifications to or
renewals of existing contracts or task orders, awards of new contracts or task orders, or approvals of
expenditures. Additionally, the maximum contract value specified under a government contract or task
order awarded to us is not necessarily indicative of the revenues that we will realize under that
contract. We also derive revenues from ID/IQ contracts, which typically do not require the government
to purchase a specific amount of goods or services under the contract other than a minimum quantity,
which is generally very small. If we fail to realize revenue included in our backlog, our revenues and
operating results for the then current fiscal year as well as future reporting periods may be materially
harmed.

Loss of our GSA contracts or GWACs would impair cur ability to attract new business.

We are a prime contractor under several GSA contracts and GWAC schedule contracts. We believe
that our ability to continue to provide services under these contracts will continue to be important to
our business because of the multiple opportunities for new engagements each contract provides. If we
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were to lose our position as prime contractor on one or more of these contracts, we could lose
substantial revenues and our operating results could suffer. GSA contracts and other GWAC:s typically
have a one or two-year initial term with multiple options exercisable at the government client’s
discretion to extend the contract for one or more years. We cannot be assured that our government
clients will continue to exercise the options remaining on our current contracts, nor can we be assured
that our future clients will exercise options on any contracts we may receive in the future.

Risks Related te Our Business
We have incurred net losses and our revenue and operating results could be volatile.

As of the end of fiscal 2002, we have an accumulated stockholders deficit of $1.3 million. We
incurred net losses attributable to common stockholders of $2.8 million and $2.3 million for fiscal 2001
and fiscal 2000, respectively. In fiscal 2002, we had net income attributable to common stockholders of
$529,000. We cannot assure you that we will not incur net losses attributable to common stockholders
in the future.

Our revenue and operating results may vary significantly from quarter to quarter. In particular, if
the federal government does not pass, or delays passing, an appropriation act for each government
fiscal year beginning on Cctober 1, or fails to pass a resolution maintaining current funding levels until
passage of an appropriation act, federal agencies may be forced to suspend our contracts, delay
payments for work performed and delay the award of new and follow-on contracts and task orders due
to a lack of funding. We are unable to predict the amount and timing of equipment purchases required
by the U.S. Air Force Space Command C4I2SR contract. The timing of purchases under this contract
affects our revenue and operating results, sometimes substantially, and we expect that these fluctuations
will continue for the term of the contract. Further, the rate at which the federal government procures
technology may be negatively affected depending on priorities of presidential administrations or senior
government officials. Therefore, our historical operating results may not be a good indication of our
future performance. Our quarterly operating results may not meet the expectations of securities
analysts or investors, which in turn may have an adverse effect on the market price of our common
stock. Our quarterly operating results may also fluctuate due to impairment of goodwill charges
required by recent changes in accounting standards.

We may lose money or generate less than anticipated profits if we do not accurately estimate the cost
of our performance under fixed price or time and materials comtracts.

Some of our contracts require that we perform on a fixed price basis. We derived 17% of our total
revenue in fiscal 2002 and 19% of our total revenue in fiscal 2001 from fixed price contracts. A fixed
price contract generally provides that we will receive a specified price for our performance under the
contract, regardless of the cost to us of such performance. This requires that we accurately estimate the
cost that we will incur to perform our obligations under any contract at the time that we submit our
proposal or offer to the applicable government agency. When making proposals for engagements on a
fixed price basis, we rely on our estimates of costs and timing for completing the projects. These
estimates are subject to numerous variables and uncertainties, and there can be no assurance that the
costs of performing under any fixed price contract will not exceed, perhaps substantially, our estimates.
Any increased or unexpected costs or unanticipated delays in connection with the performance of fixed
price contracts, including costs and delays caused by factors outside our control, could make these
contracts less profitable than anticipated or could cause us to incur losses, which could be substantial,
on these contracts. In the past, we have from time to time incurred losses on some fixed price contracts
and our profits on some fixed price contracts have been less than anticipated. Our operating results
could be materially adversely affected if the actual costs of performing under these contracts exceed
our estimates.
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Many of our contracts are performed on a time and materials basis. A time and materials contract
typically provides that we are paid a fixed hourly rate for direct labor costs expended and reimbursed
for allowable materials, costs and expenses. We derived 42% of our total revenues in fiscal 2002 and
41% of our total revenues in fiscal 2001 from time and materials contracts. While these types of
contracts are generally subject to less uncertainty than fixed price contracts, to the extent that our
actual labor costs are higher than the contract rates, we may lose money on the contract.

Cur margins and operating results may suffer if cost reimbursable contracts increase as a percentage
of our total government contracts.

In general, cost reimbursable contracts are the least profitable of our government contracts. Our
cost reimbursable contracts generally provide for reimbursement of costs, which are determined to be
reasonable, allowable and allocable to the contract, as well as payment of a fee representing the profit
margin negotiated between us and the contracting agency, which may be fixed or performance based.
Our time and materials contracts generally are more profitable than our cost reimbursable contracts.
Cost reimbursable contracts contributed approximately 41% and 40% of our total revenues in fiscal
2002 and fiscal 2001. To the extent that cost reimbursable contracts represent an increased proportion
of our total government contracts, our operating results may suffer.

Our markets are highly competitive, and many of the companies we compete against have substantially
greater resources.

We operate in highly competitive markets that include a large number of participants and involve
intense competition to win contracts. Many of our competitors may compete more effectively than we
can because they are larger, have greater financial and other resources, have better or more extensive
relationships with government officials involved in the procurement process and have greater brand or
name recognition. In order to stay competitive in our industry, we must attract and retain the highly
skilled employees necessary to provide our services and keep pace with changing technologies and
client preferences. In addition, some of our competitors have established alliances or strategic
relationships among themselves or with third parties in order to increase their ability to address client
needs. As a result, new competitors or alliances among competitors may emerge and compete more
effectively than we can. There is also a significant industry trend towards consolidation which may
result in the emergence of larger companies that may be better able to compete with us. If we are
unable to compete effectively, our business could be materially harmed.

Qur failure to attract and retain qualified employees, including our executive and semior management
team, may adversely affect our business.

Our continued success depends to a substantial degree on our ability to recruit and retain the
technically skilled personnel we need to serve our clients effectively. Our business involves the
development of tailored technology solutions for our clients, a process that relies heavily upon the
expertise and services of our employees. Competition for skilled personnel in the information
technology services industry is intense, and technology service companies often experience high attrition
among their skilled employees. Recruiting and training these employees require substantial resources.
Our failure to attract and retain technical personnel could increase our costs of performing our
contracts, reduce our ability to meet our clients’ needs, limit our ability to win new business and
constrain our ability to grow.

In addition to attracting and retaining qualified technical personnel, we believe that our success
will depend on the continued employment of our executive and senior management team and its ability
to generate new business and execute projects successfully. We believe that the personal reputations of
our management team members and the business relationships between individual members of our
management team and governmental officials involved in the procurement process and related areas
are critical elements of obtaining and maintaining client engagements in our industry, particularly with
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agencies performing classified operations. To create and maintain these client relationships, identify
potential business opportunities and establish our reputation among our current and potential clients,
we depend on our senior management team. The loss of any of our senior executives could cause us to
lose client relationships or new business opportunities, which could seriously harm our business.

We may have difficulty identifying and executing future acquisitions on favorable terms, which may
adversely affect our results of operations and stock price.

A substantial majority of our historical growth was the result of acquisitions and the selective
pursuit of acquisitions remains one of our key growth strategies. We cannot assure you that we will be
able to identify and execute suitable acquisitions in the future on terms that are favorable to us, or at
all.

We may encounter other risks in executing our acquisition strategy, including:
* increased competition for acquisitions which may increase the price of our acquisitions; and

* our failure to discover material liabilities during the due diligence process, including the
failure of prior owners of any acquired businesses or their employees to comply with
applicable laws or regulations such as the Federal Acquisition Regulation and health, safety,
employment and environmental laws, or their failure to fulfill their contractual obligations
to the federal government or other clients.

In connection with any future acquisitions, we may decide to consolidate the operations of any
acquired business with our existing operations or to make other changes with respect to the acquired
business, which could result in special charges or other expenses. Our results of operations also may be
adversely affected by expenses we incur in making acquisitions and, in the event that any goodwill
resulting from present or future acquisitions is found to be impaired, by goodwill impairment charges.
As of December 28, 2002, we had approximately $39.8 million of goodwill resulting from acquisitions
on our balance sheet and, to the extent we make future acquisitions, the amount of goodwill could
increase, perhaps substantially. Any of the businesses we acquire may also have liabilities or adverse
operating issues.

In addition, our ability to make future acquisitions may require us to obtain additional financing
and we may be materially adversely affected if we cannot obtain additional financing for any future
acquisitions. To the extent that we seek to acquire other businesses in exchange for our common stock,
fluctuations in our stock price could have a material adverse effect on our ability to complete
acquisitions and the issuance of common stock to acquire other businesses could be dilutive to our
stockholders. To the extent that we use borrowings to acquire other businesses, our debt service
obligations could increase substantially and relevant debt instruments may, among other things, impose
additional restrictions on our operations, require us to comply with additional financial covenants or
require us to pledge additional assets to secure our borrowings.

We may have difficulty integrating the operations of any companies we acquire, which may adversely
affect our resuits of operations.

The success of our acquisition strategy will depend upon our ability to successtully integrate any
businesses we may acquire in the future. The integration of these businesses into our operations may
result in unforeseen events or operating difficulties, absorb significant management attention and
require significant financial resources that would otherwise be available for the ongoing development of
our business. These integration difficulties could include the integration of personnel with disparate
business backgrounds, the transition to new information systems, coordination of geographically
dispersed organizations, loss of key employees of acquired companies and reconciliation of different .
corporate cultures. For these or other reasons, we may be unable to retain key clients or to retain or
renew contracts of acquired companies. Moreover, any acquired business may fail to generate the
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revenue or net income we expected or produce the efficiencies or cost-savings that we anticipated. Any
of these outcomes could adversely affect our operating results.

If we are unable to manage our growth, our business may be adversely affected.

Sustaining our growth has placed significant demands on our management, as well as on our
administrative, operational and financial resources. If we continue to grow, we must improve our
operational, financial and management information systems and expand, motivate and manage our
workforce. If we are unable to do so, or if new systems that we implement to assist in managing any
future growth do not produce the expected benefits, our business, prospects, financial condition or
operating results could be adversely affected.

Systems failures may disrupt our business and have an adverse effect om our results of operations.

Any systems failures, including failure of network, software or hardware systems, whether caused
by us, a third-party service provider, unauthorized intruders and hackers, computer viruses, natural
disasters, power shortages or terrorist attacks, could cause loss of data and interruptions or delays in
our business or that of our clients. In addition, the failure or disruption of mail, communications or
utilities could cause us to interrupt or suspend our operations or otherwise harm our business. Our
property and business interruption insurance may be inadequate to compensate us for losses that may
occur as a result of any system or operational failure or disruption, and insurance tc cover these types
of risks may not be available in the future on terms that we consider acceptable, if at all.

The systems and networks that we maintain for our clients, although redundant in their design,
could also fail. If a system or network we maintain were to fail or experience service interruptions, we
might experience loss of revenue or face claims for damages or contract termination. Our liability
insurance may be inadequate to compensate us for damages that we might incur and liability insurance
to cover these types of risks may not be available in the future on terms that we consider acceptable, or
at all.

If our subcontractors fail to perform their contractual obligations, cur performance as a prime
contractor and our ability to obtain future business could be materially and adversely impacted.

Approximately 14%, 13% and 11% of our total revenue in fiscal 2002, fiscal 2001 and fiscal 2000,
respectively, was generated by work performed by subcontractors who perform a portion of the work
we are obligated to deliver to our clients. A failure by one or more of cur subcontractors to
satisfactorily deliver on a timely basis the agreed-upon supplies and/or perform the agreed-upon
services may materially and adversely affect our ability to perform our obligations as a prime
contractor. In extreme cases, a subcontractor’s performance deficiency could result in the federal
government terminating our contract for default. A default termination could expose us to liability for
excess costs of reprocurement by the government and have a material adverse effect on our ability to
compete for future contracts and task orders. :

Our indebtedness and debt service obligations may increase substantially and we will be subject to
restriction under debt instrumemnts.

We entered into a new $35 million secured revolving credit facility contemporaneously with the
closing of our initial public offering. A portion of the proceeds from our initial public offering were
used to repay all borrowings under our existing credit facility. Borrowings available under our new
credit facility will be used to finance our future business needs, including acquisitions, when and if we
identify suitable acquisition targets. Accordingly, the amount of our indebtedness will likely increase,
perhaps substantially.

QOur indebtedness could have significant negative consequences, including:

° increasing our vulnerability to general adverse economic and industry conditions;
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° limiting our ability to obtain additional financing;

° requiring that a substantial portion of our cash flow from operations be applied to pay our
debt service obligations, thus reducing cash available for other purposes;

e limiting our flexibility in planning for or reacting to changes in our business or in the
industry in which we compete; and

¢ placing us at a possible disadvantage compared to our competitors with less leverage or
better access to capital.

Our new credit facility bears interest at variable rates based upon prevailing market interest rates,
which exposes us to the risk of increased interest rates. Also, our new credit facility requires that we
comply with various financial covenants and impose restrictions on us, including restrictions on, among
other things, our ability to incur additional indebtedness or liens, make acquisitions and pay dividends
on our capital stock.

During fiscal 2002, we were not in compliance with the minimum EBITDA covenant under that
credit facility. The lenders agreed to waive the covenant non-compliance as of September 28, 2002 and
amend the facility to exclude certain nonrecurring charges from the computation of EBITDA in
subsequent periods.

In fiscal 2001, our capital expenditures exceeded the limits set by one of the financial covenants
under our previous credit facility. The lenders agreed to amend the facility, thereby waiving the capital
expenditures covenant for fiscal 2001.

If we fail to comply with the financial covenants in our new credit facility, our lenders may exercise
remedies, including requiring immediate repayment of all outstanding amounts. The borrowings and
other amounts due under our new credit facility are secured by substantially all of our current and
future tangible and intangible assets, including accounts receivable, inventory and capital stock of our
existing or future subsidiaries. Our ability to obtain other debt financing may therefore be adversely
affected because the lenders under our new credit facility have a prior lien on our assets to secure
amounts we owe to them. In addition, upon the occurrence of specified events of default under the
new credit facility, the lenders would be entitled to demand immediate repayment of all borrowings and
other amounts outstanding under the facility and to realize upon the collateral pledged under the
facility to satisfy our obligations to them. These events of default include, among others, the loss by us
of any customer accounting for more than 10% of our revenue in the previous twelve months. See
“Item 7-Management’s Discussion and Analysis of Financial Condition and Results of Operations—
Liquidity and Capital Resources” for further information with respect to the terms of our new credit
facility.

Risks Related to our Common Stock

The market price of our common stock could be volatile, resulting in a substantial loss on your
investment.

The stock market in general, and the market for technology-related stocks in particular, has been
highly volatile. As a result, the market price of our common stock is likely to be similarly volatile, and
investors in our common stock may experience a decrease, which could be substantial, in the value of
their stock, including decreases unrelated to our operating performance or prospects. The price of our
common stock could be subject to wide fluctuations in response to a number of factors, including those
listed elsewhere “Risk Related to our Business” and others such as:

* variations in our operating performance and the performance of other similar companies;

e actual or anticipated fluctuations in our quarterly operating results;
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changes in our revenue or earnings estimates or recommendations by securities analysts;

publication of research reports about us or our industry by securities analysts or our failure to
meet analysts’ projections;

additions and departures of key personnel;

changes in the relative proportions of our fixed price, time and materials and cost reimbursable
contracts;

» the extent we use subcontractors to perform services under our contracts;

s strategic decisions by us or our competitors, such as acquisitions, divestitures, spin-offs, joint
ventures, strategic investments or changes in business strategy;

o federal government spending levels, both generally and by our particular government clients;
e the passage of legislation or other regulatory developments affecting us or our industry;

° speculation in the press or investment community;

° changes in the government information technology services industry;

o changes in accounting principles;

s terrorist acts, acts of war or periods of widespread civil unrest; and

e changes in general market and economic conditions.

In the past, securities class action litigation has often been initiated against companies following
periods of volatility in their stock price. This type of litigation could result in substantial costs and
divert our management’s attention and resources, and could also require us to make substantial
payments to satisfy judgments or to settle litigation.

Ownership of our stock is concentrated and this small group of stockholders may exercise substantial
comtrol over our actions.

Based on shares outstanding as of December 28, 2002, investment partnerships and a limited
liability company managed by Frontenac Company beneficially own approximately 40% of cur
outstanding common stock and our officers and directors beneficially own, in the aggregate,
approximately 46% of our outstanding stock. The percentage of our shares owned by our directors and
officers as set forth in the preceding sentence includes the shares owned by partnerships and a limited
liability company managed by Frontenac Company because two of our directors are affiliates of
Frontenac Company and are therefore deemed to beneficially own those shares. These stockholders, if
acting together, will have the ability to substantially influence the election of directors and other
corporate actions. In addition, these partnerships and this limited liability company, if acting together,
will also have the ability to substantially influence the election of directors and other corporate actions.
This concentration of ownership may also have the effect of delaying or preventing a change in our
control.

A substantiai number of shares of our common stock will be eligible for sale im the near future, which
could cause our common stock price to decline significantly.

If our stockhclders sell, or the market perceives that our stockholders intend to sell, substantial
amounts of our common stock in the public market, the market price of our common stock could
decline significantly. These sales may also make it more difficult for us to sell equity or equity-related
securities in the future at a time and price that we deem appropriate. Based on the number of our
shares outstanding as of December 28, 2002, we have 8,439,741 outstanding shares of common stock.
Approximately 4,011,429 additional shares of common stock will be available for sale in the public
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market 180 days after November 12, 2002, the date of our initial public offering, following the
expiration of lock-up agreements entered into by our executive officers, directors and some of our -
stockholders. Wachovia Securities, Inc., on behalf of the underwriters, may release the executive
officers, directors and stockholders from their lock-up agreements with the underwriters’ at any time
and without notice, which would allow for earlier sale of shares in the public market. As restrictions on
resale end, the market price of our common stock could drop significantly if the holders of restricted
shares sell them or are perceived by the market as intending to sell them.

Holders of approximately 3,974,021 shares of our common stock will have the right to require us
to register those shares under the Securities Act of 1933 for sale in the public market or to participate
in subsequent registrations of our common stock. In addition, we have registered the shares available
for issuance under our stock option plans.

Provisions of our charter and bylaws and Delaware law make a takeover of our company more
difficult.

Our basic corporate documents and Delaware law contain provisions that might enable our
management to resist an attempt to take over our company. For example, our board of directors can
issue shares of common stock and preferred stock without stockholder approval, and the board could
issue stock to dilute and adversely affect various rights of a potential acquirer. Other provisions of our
charter and bylaws that could deter or prevent a third party from acquiring us include:

* the division of our board of directors into three separate classes serving staggered three-year
terms;

* the absence of cumulative voting in the election of our directors, which means that the holders
of a majority of the voting power of our outstanding capital stock have the power to elect all of
our directors;

* limitations on the ability of our stockholders to remove directors and the provisions requiring
that vacancies in our board of directors must be filled by the remaining directors;

 prohibitions on our stockholders from acting by written consent or calling special meetings; and
¢ procedures for advance notification of stockholder nominations.

We are subject to Section 203 of the Delaware General Corporation Law that, subject to
exceptions, would prohibit us from engaging in any business combination with any interested
stockholder, as defined in that section, for a period of three years following the date on which that
stockholder became an interested stockholder.

The board could use these and other provisions to discourage, delay or prevent a change in the
control of our company or a change in our management. These provisions might also discourage, delay
or prevent an acquisition of our company at a price that you may find attractive. These provisions
could also make it more difficult for you and our other stockholders to elect directors and take other
corporate actions and could limit the price that investors might be willing to pay for shares of our
common stock.

Item 2. Properties

As of December 28, 2002, we leased office space at fifteen U.S. locations for an aggregate of
approximately 305,000 square feet in eight states. In February 2003, we relocated two major offices and
closed several smaller locations reducing the aggregate amount leased to approximately 232,000 square
feet.

Our corporate offices are located at 12012 Sunset Hills Road, Reston, Virginia in approximately
68,000 square feet of leased space. Our other major offices are located in Colorado Springs, Colorado;
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Rockville, Maryland; and Arlington, Virginia. Our Colorado Springs properties consist of approximately
60,000 square feet under a lease that expires in November 2005 and approximately 30,000 square feet

under a lease that expires in April 2006. Our Rockville office consists of approximately 24,000 square
feet under a lease expiring in November 2011. Our Arlington office consists of approximately 14,500
square feet under a lease that expires in December 2012. In addition, we have employees who work on
engagements at other smaller operating locations around the United States.

All of our offices are in new, or reasonably modern, well-maintained buildings. The facilities are
substantially utilized and are adequate for present operations. We do not own any real estate or
improvements.

Item 3. Legal Proceedings

On March 1, 2002, the Company filed a demand for arbitration with the American Arbitration
Association seeking to arbitrate a dispute with one of its former employees, regarding the valuation of
units purchased by the former employee in SI International, L.L.C,, its principal stockholder. On
March 25, 2002, the former employee filed a complaint in Delaware Chancery Court against the
Company, SI International, L.L.C., Ray J. Oleson, Chief Executive Officer, Frontenac VII Limited
Partnership, and Frontenac Masters VII Limited Partnership, seeking to enjoin the demand for
arbitration on the grounds that the dispute in question is not subject to arbitration. The complaint was
dismissed on June 24, 2002. In July 2002, the former employee filed his counterclaims in the
arbitration. This litigation was resolved and fully settled by virtue of a settlement and release executed
in November 2002 under which the Company made no monetary payment.

In November 2001, a lawsuit was filed in the District Court of Dallas County, Texas, naming
System Technology Associates, Inc. (now SI Engineering), one of the acquired businesses, as a
defendant. The claims arose out of an alleged breach of certain confidentiality and non-disclosure
provisions of a contract to analyze two oil and gas fields by an STA employee. The suit charged STA
with breach of contract, violation of the Texas Deceptive Trade Practices Act, conspiracy to defraud and
fraud. In June 2002, the Company entered into a mutual release, compromise and settlement
agreement with the plaintiff, filed in the District Court of Dallas County, Texas. The Company paid the
plaintiff the settlement amount upon execution of the agreement in exchange for a full release of all
claims against SI Engineering by the plaintiff and a dismissal of SI Engineering from the lawsuit in
July 2002.

We are a party to other litigation and legal proceedings that we believe to be a part of the
ordinary course of our business. While we cannot predict the ultimate outcome of these matters, we
currently believe, based upon information available to us as of the date of this filing, that any ultimate
liability arising out of these proceedings will not have a material adverse effect on our financial
position. We may become involved in other legal and governmental, administrative or contractual
proceedings in the future.

Item 4. Submission of Matters To a Vote of Security Holders

During the gquarter ended December 28, 2002, we submitted certain matters to a vote of our
stockholders through the solicitation of four written consents under Section 228 of the General
Corporation Law of the State of Delaware.

A written consent was received from stockholders dated October 22, 2002. This consent approved:

(1) the Agreement and Plan of Merger by and among SI International, Inc., SI MergerSub, Inc.
and SI International Telecom Corporation (the “Merger Agreement”);

(2) the incorporation of SI MergerSub, Inc.;
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(3) the filing of a Certificate of Amendment to our Restated Certificate of Incorporation;

(4) the issuance of our common stock in the merger pursuant to the Merger Agreement;

(5) an amendment to our 1998 Stock Option Plan;

(6) an amendment to our 2001 Service Award Stock Option Plan;

(7) an amendment to our January 2001 Nonqualified Stock Option Plan;

(8) the adoption of our 2002 Stock Incentive Plan;

(9) the Exchange Agreement by and between SI International, Inc. and SI International, L.L.C,;

(10) the authorization of the Warrant Exchange Agreement by and among SI International, Inc.
and the holders of certain warrants; and

(11) the authorization of the cashless exercise of certain warrants.

Each of these matters was approved by the affirmative vote of 2,651,622 shares of our common stock,
representing 100% of the 2,651,622 shares of our common stock then outstanding. These numbers give
effect to the approximately 18.54 for one reverse stock split we effectuated on November 2, 2002.

A written consent was received from stockholders dated November 1, 2002. This consent approved
the change to the number of shares reserved for issuance under the 2002 Stock Incentive Plan from
1,700,000 to 1,600,000 prior to the closing of our initial public offering of our common stock. This
matter was approved by the affirmative vote of 2,592,448 shares of our common stock, representing
98.0% of the 2,651,622 shares of our common stock then outstanding. These numbers give effect to the
approximately 18.54 for one reverse stock split we effectuated on November 2, 2002.

A written consent was received from stockholders dated November 2, 2002. This consent approved:
(1) the approximately 18.54 for one reverse stock split; and
(2) the filing of a Certificate of Amendment to our Restated Certificate of Incorporation.

Each of these matters was approved by the affirmative vote of 2,590,038 shares of our common stock,
representing 97.7% of the 2,651,622 shares of our common stock then outstanding. These numbers give
effect to the approximately 18.54 for one reverse stock split we effectuated on November 2, 2002.

A written consent was received from stockholders dated November 11, 2002. This consent
approved the filing of our Second Restated Certificate of Incorporation prior to the closing of our
initial public offering of our common stock. This matter was approved by the affirmative vate of
2,590,038 shares of our common stock, representing 97.7% of the 2,651,622 shares of our common
stock then outstanding.
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PART 11
Item 5. Market for the Company’s Common Equity and Related Stockholder Matters

Since November 12, 2002, SI International’s common stock has been publicly traded on the
Nasdaq National Market under the symbol “SINT”. Prior to November 12, 2002, SI International’s
common stock was not publicly traded. The high and low sales prices of SI International’s common
stock as reported by the Nasdaq National Market were:

High Lew

Year ended December 28, 2002:
Fourth Quarter (from November 12, 2002) $14.20 $10.20

As of March 12, 2003, there were approximately 20 holders of record of SI International’s common
stock. As of March 12, 2003 the closing price of SI International’s common stock was $7.13.

We have never declared or paid any cash dividends on our common stock. We currently intend to
retain earnings, if any, to support our growth strategy and do not anticipate paying cash dividends in
the foreseeable future.

Eguity Compensation Plan Information

Information regarding securities authorized for issuance under our equity compensation plans will
be set forth in the definitive proxy statement for the 2003 annual meeting of stockholders and is
incorporated into this report by reference.

Sale of Unregistered Securities

During fiscal 2002, we sold certain securities that were not registered under the Securities Act of
1933 as amended at the time of issuance.

In October 2002, we issued approximately 12,034 shares of SI International common stock to SI
International, L.L.C.; 243 shares of SI International common stock to John L. Howard; 49 shares of SI
International common stock to Stuart Hill; 12 shares of SI International common stock to Gene
Dickhudt and 12 shares of SI International common stock to Osama Mowafi. This transaction was
exempt from registration pursuant to Section 4(2) of the Securities Act of 1933 and Regulation D
promulgated thereunder.

In November 2002, under the stock incentive plan, we issued options to purchase 740,823 shares of
ST International common stock, at an exercise price equal to the initial public offering per share in the
offering to some of our directors, officers and employees prior to or contemporaneously with the
completion of our initial public offering.

The foregoing transactions did not involve any underwriters, underwriting discounts or
commissions, or any public offering, and SI International, Inc. believes that each transaction was
exempt from the registration requirements of the Securities Act of 1933, as amended, by virtue of
Section 4(2) thereof, Regulation D promulgated thereunder or Rule 701 promulgated under
Section 3(b) thereof, pursuant to compensatory benefit plans and contracts relating to compensation as
provided under such Rule 701. All recipients had adequate access to information about SI
International, Inc.

Use of Proceeds

We are furnishing the following information with respect to the use of proceeds from our initial
public offering of common stock, $0.01 par value per share, which closed in November 2002. The
effective date of the Registration Statement on Form S-1 for the offering was November 8, 2002, and
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the commission file number of the Registration Statement is 333-87964. The offering commenced on
November 12, 2002. The offering terminated on November 15, 2002, All of the shares of common stock
registered for our account were sold prior to the termination of the offering. The managing
underwriters for the offering were Wachovia Securities, Inc, Legg Mason Wood Walker, Incorporated,
and BB&T Capital Markets, a Division of Scott & Stringfellow, Inc. We registered 4,350,000 shares of
our common stock, $0.01 par value per share, in the offering. The aggregate offering price of the
shares registered and sold by us was $53.9 million. The actual expenses incurred for our account in
connection with the offering were as follows:

Underwriting Fees. . . ... .o e e $3,773,000
Offering Related Expenses . .............ciiiiieen. .. 77,064
SEC registration fee . .......... it e 10,836
NASD listing and filing fee .. ............ I 113,238
Printing and engraving costs . ........... i 3021,755
Legal fees and eXpenses .. ... ...ttt 1,284,236
Accounting fees and expenses . ............ i 842,000
Directors & Officers Liability Insurance ... ..................... 334,000
Blue Sky fees and expenses . . ...........o i 50,000
Miscellaneous EXPenses . . . oo v v v e e 41,298
Total .o e e e $6,830,427

Payment of expenses were to persons other than our directors, officers, general partners or their
associates, persons owning 10% or more of our equity securities, or our affiliates.

Our net offering proceeds after expenses were approximately $47,069,573. From November 15,
2002 until December 28, 2002 we used $31.1 million to repay outstanding borrowings under our credit
facility, $10.1 million to repay loans from several of our stockholders, and $1.4 million to repurchase
outstanding warrants. The remaining proceeds were placed in investments vehicles affording low-yield,
low-risk, and high liquidity capability. Such payments, other than amounts paid to several of our
stockholders, were to persons other than our directors, officers, general partners or their associates,
persons owning 10% or more of our equity securities, or our affiliates.

Item 6. Selected Fimancial Data

The selected financial data presented below for our 2000, 2001 and 2002 fiscal years, and as of the
end of our 2001 and 2002 fiscal years, are derived from our audited consolidated financial statements
included in this Form 10-K. The selected financial data presented below for our 1999 fiscal year and as
of the end of our 1999 and 2000 fiscal years are derived from our audited consolidated financial
statements not included in this Form 10-X. The selected financial data for, and as of the end of, fiscal
years 1997 and 1998 under the heading “Predecessor” are derived from the audited financial statements
of SI International Application Development, Inc., formerly known as Statistica, Inc., and are not
included in this Form 10-K. We were founded in 1998 and acquired SI International Application
Development, Inc., or SI Development on January 15, 1999. SI Development is considered our
predecessor for financial reporting purposes. You should read the selected financial data presented
below in conjunction with the consolidated financial statements, the notes to the consolidated financial
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statements and with “Management’s Discussion and Analysis of Financial Condition and Results of
Operations” included elsewhere in this Form 10-K.

Cur fiscal year is based on the calendar year and ends each year on the Saturday closest to
December 31 of that year. All fiscal years shown below include 52 weeks.

Fiscal Year

Predecessor SI Imternational, Inc.
1998 1999 2000 2001 2002
(dollars in thousands, except per share data)

Statement of Operations Data:

Revenue ... ... .. ... . . e e $20,174  $33,891 $120,580 $146,583 $149,351
Costs and expenses:
DIIECE COSES + o v v v v v ettt e e et e 12,060 20,731 71,868 87,071 91,240
INdirect COStS . . v v i vt e e e e e e e 6,670 11,646 40,509 49,495 49,404
Depreciation . . .. ..o vt e 62 198 992 1,653 1,988
AMOTtZation . . . . . v o e — 517 3,088 3,586 —
Total operating eXpenses . . . . .o v v i e 18,792 33,092 116,457 141,805 142,632
Income from operations . . ... ... . ... . e 1,382 799 4,123 4,778 6,719
Other income (EXPENSE) . . . .. . . vttt i — 2 (157) — —
Interest €XPense . .. ..o i (245) (419)  (4,023) (3,451) (2,432)
MIROrity IDEETESIS . . . v v v v ot — — — (144) (118)
Change in fair value of put warrants . .. ........ ... ... ... ..., — — (265)  (1,255) 640
Income (loss) before provision for income taxes . . ................ 1,137 382 (322) (72) 4,809
Provision for income taxes . . . . ... ... . .. e e 419 271 424 657 1,794
Net Income (loss), before extraordinary item . . .................. 718 111 (746) (729 3,015
Extraordinary loss, early extinguishment of debt, netoftax ........... — — — — (532)
Netineome .. ... vttt i e 718 111 (746) (729) 2,483
Dividends on redeemable cumulative preferred stock . .. ......... ... — 251 1,505 2,052 1,954
Net income (loss) attributable to common stockholders. . ... ... ... ... $ 718 $ (140)$ (2,251) $ (2,781) $ 529
Earnings (loss) per common share:
Basic earnings (loss) pershare . . . ....... .. .. ... .. .., $ (0.06)8 (086)$% (1.06)$ 0.16
Diluted earnings (loss) pershare . .............. ... .. ..... (0.06) (0.86) (1.06) (0.03)
Balance Sheet Data (at period end):
Cash and cash equivalents . .. ....... D $ 3 % 218 %8 198 $ 470 $ 10,856
Working capital . . . ... ... e 2,531 (4258) 9,599 16,103 29,937
Total @SSELS . . . . . i e e 5,661 31,380 82970 80461 92,315
Total debt, including current portion . ... ... ... ... .. ... 2,023 14,559 39,595 40,082 480
Total stockholders’ equity (deficit) . ... .. ... ... .. ... .. ... .. 315 2,601 350 (2431) 73,977
Other Financial Data:
EBITDA(L) . . . .« o e $ 1444 $ 1516 $ 8046 $ 10,017 § 8,707
Capital expenditures . .. ... ... . e 51 267 1,884 2,577 1,653
Net cash provided by (used in) operations .. .................. 353 (116) (874) 1,697 5,680
Net cash used in investing activities . . . . ... ... ....... ... .. ... (48) (16,701) (36,215) (2,577) (1,653)
Net cash provided by (used in) financing activities ... ............ (320) 16,931 37,069 1,152 6,359

(1) EBITDA is defined as net income (loss) before the extraordinary item plus interest expense, income taxes, depreciation and
amortization, change in the value of put warrants and minority interest. Reported 2002 EBITDA includes the effects of the
$2.0 million charge incurred in connection with managements decision not to pursue collection of certain amounts
contractually due from a customer and $0.9 million of legal and settlement costs both incurred in the second fiscal quarter of
2002.

EBITDA as calculated by us may be calculated differently than EBITDA for other companies. We have provided EBITDA
because it is a commonly used measure of financial performance as well as to enhance an understanding of our operating
results. EBITDA should not be construed as either:

° an alternative to net income (loss), as determined in accordance with generally accepted accounting principles in the
United States, as an indicator of our operating performance; or

° as an alternative to cash flows as a measure of liquidity.
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Item 7. Management’s Discussion and Amalysis of Fimancial Condition and Results of Operations

The following discussion and analysis should be read in conjunction with the “Selected Consolidated
Financial Data” and the consolidated financial statements and related notes included elsewhere in this
Form 10-K. This discussion and analysis contains forward-looking statements that involve known and
unknown risks, uncertainties, and other factors that may cause our actual results, level of activity,
performance or achievements to be materially different from any future results, levels of activity, performance
or achievements expressed or implied by such forward-looking statemnents. In some cases, you can identify
these statements by forward-looking words such as “anticipate,” “believe,” “could,” “estimate,” “expect,”
“intend,” “may,” “plan,” “potential,” “should,” “will,” and “would” or similar words. You should read
statements that contain these words carefully because they discuss our future expectations, contain
projections of our future results of operations or of our financial position, or state other forward-looking
information. We believe that it is important to communicate our future expectations to our investors.
However, there may be events in the future that we are not able to predict accurately or control. In
particular, statements that we make in this section relating to the sufficiency of anticipated sources of capital
to meet our cash requirements are forward-looking statements. Our actual results could differ materially
from those anticipated in these forward-looking statements for many reasons, including as a result of some
of the factors described below, in “Item 1-Business-Risk Factors” and elsewhere in this Form 10-K. You
should not place undue reliance on these forward-looking statements, which apply only as of the date of the
filing of this Form 10-K.

Backlog is our estimate of the amount of future revenue we expect to realize over the remaining life of
our signed contracts and task orders as of the measurement date. Accordingly, all statements regarding the
amount of our backlog are forward-looking statements and are subject to the risks and uncertainties referred
to above and elsewhere in this Form 10-K.

Our fiscal year is based on a calendar year and ends each year on the Saturday closest to December 31
of that year. As a result, our fiscal year may be comprised of 52 or 53 weeks. Our 2000, 2001 and 2002
fiscal years each had 52 weeks.

Overview

We are a provider of information technology and network solutions primarily to the federal
government. Our clients include the U.S. Air Force Space Command, U.S. Army, the Department of
State, the Immigration and Naturalization Service and the intelligence community. In addition, we
provide our services to a small number of commercial entities. We combine our technological and
industry expertise to provide a full spectrum of state-of-the-practice solutions and services, from design
and development to implementation and operations, to assist our clients in achieving their missions.
Our service offerings focus primarily on our clients’ mission-critical needs in the areas of:

« information technology applications;

¢ systems engineering;

e network and telecommunications engineering; and
 outsourcing.

In fiscal 2002 and fiscal 2001, we received 92.9% and 88.4%, respectively of our revenues from
services we provided to various departments and agencies of the federal government and 7.1% and
11.6%, respectively of our total revenues from work performed for commercial entities. The following
table shows our revenues from the client groups listed as a percentage of total revenue. Revenue data
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for the Department of Defense includes revenue generated from work performed under engagements
for both the Department of Defense and the intelligence community.

Fiscal Year
2000 2001 2002

Department of Defense . . .. ......... ... .. ... .. ... ... 39.8% 45.0% 49.0%
Federal civilian agencies . ......... ... ... . i i 474% 43.4% 43.9%
Commercial entities .. .............. ..., 12.8% 11.6% 1.1%

100.0% 100.0% 100.0%

Total revenue . ... .. i e

We have derived a substantial majority of our revenues from governmental contracts under which
we act as a prime contractor. We also provide services indirectly as a subcontractor. We intend to focus
on retaining and increasing the percentage of our business as prime contractor because it provides us
with stronger client relationships. The following table shows our revenues as prime contractor and as
subcontractor as a percentage of our total revenue for the following periods:

Fiscal Year
2000 2001 2002

814% 82.1% 82.9%
18.6% 17.9% 17.1%

100.0% 100.0% 100.0%

Prime contract revenue . . . ... oot e e
Subcontract revenue . ... ... ... . . e

Total revenue . ... ... . e

Our services are provided under three types of contracts: cost reimbursable, time and materials
and fixed price coniracts. The following table shows our revenues from each of these types of contracts
as a percentage of our total revenue for the following periods:

Fiscal Year
2000 2001 2002

36.7% 39.7% 40.6%

Cost reimbursable . . .. ... .. . e
TFime and materials . . . .. ..ottt e e 41.6% 41.4% 42.1%

Fixed price . . . oo e e 21.7% 189% 17.3%
otal. oL 100.0% 100.0% 100.0%

Under cost reimbursable contracts, we are reimbursed for costs that are determined to be
reasonable, allowable and allocable to the contract, and paid a fee representing the profit margin
negotiated between us and the contracting agency, which may be fixed or performance based. Under
cost reimbursable contracts we recognize revenues and an estimate of applicable fees earned as costs
are incurred. We consider fixed fees under cost reimbursable contracts to be earned in proportion to
the allowable costs incurred in performance of the contract. For performance-based fees under cost
reimbursable contracts, we recognize the relevant portion of the expected fee to be awarded by the
client at the time such fee can be reasonably estimated, based on factors such as our prior award
experience and communications with the client regarding performance. In general, cost reimbursable
contracts are the least profitable of our government contracts. In fiscal 2002 and fiscal 2001, 40.6% and
39.7%, respectively, of our revenues were derived from cost reimbursable contracts.

Under time and materials contracts, we are reimbursed for labor at fixed hourly rates and
generally reimbursed separately for allowable materials, costs and expenses. To the extent that our
actual labor costs under a time and materials contract are higher or lower than the billing rates under
the contract, our profit under the contract may either be greater or less than we anticipated or we may
suffer a loss under the contract. We recognize revenues under time and materials contracts by
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multiplying the number of direct labor hours expended by the contract billing rates and adding the
effect of other billable direct costs. In general, we realize a higher profit margin on work performed
under time and materials contracts than cost reimbursable contracts. In fiscal 2002 and fiscal 2001,
42.1% and 41.4%, respectively, of our revenues were derived from time and materials contracts.

Under fixed price contracts, we perform specific tasks for a fixed price. Compared to cost
reimbursable and time and materials contracts, fixed price contracts generally offer higher profit margin
opportunities but involve greater financial risk because we bear the impact of cost overruns in return
for the full benefit of any cost savings. We generally do not undertake complex, high-risk work, such as
long-term software development, under fixed price terms. Fixed price contracts may include either a
product delivery or specific service performance throughout a period. Revenue on fixed price contracts
under which we render services throughout a period is recognized as the service is provided. For fixed
price contracts that provide for the delivery of a specific product with related client acceptance
provisions, revenues and associated contract costs are recognized upon product delivery and client
acceptance. In fiscal 2002 and fiscal 2001, 17.3% and 18.9%, respectively, of our revenues were derived
from fixed price contracts.

If we anticipate a loss on a contract, we provide for the full amount of anticipated loss at the time
of that determination.

Our most significant expense is direct cost, which consists primarily of direct labor costs for
program personnel and direct expenses incurred to complete contracts, including cost of materials and
subcontract efforts. Cur ability to predict accurately the number and types of personnel, their salaries,
and other costs, can have a significant impact on our direct cost.

The allowability of certain direct and indirect costs in federal contracts is subject to audit by the
client, usually through the DCAA. Certain indirect costs are charged to contracts and paid by the client
using provisional, or estimated, indirect rates, which are subject to later revision, based on the
government audits of those costs.

Approximately 14.7% of our revenue recognized during fiscal 2002 was derived from contracts that
we expect will become subject to competitive bids prior to the end of government fiscal 2003. We
actively monitor our relationships with our clients during our engagements, as well as the quality of the
service we provide, to assist in our efforts to win recompetition bids. In addition, we strive to maintain
good relationships with a wide variety of government contractors.

Recent Events

In April 2002, we changed Statistica, Inc.’s name to SI International Application
Development, Inc.; WPI, Inc.’s name to SI International Learning, Inc; SI Enterprise Consulting
Corporation’s name to SI International Consulting, Inc. (SI Enterprise Consulting Corporation was
previously named Noblestar Federal Systems, Inc.); and System Technology Associates, Inc.’s name to
ST International Engineering, Inc.

On March 9, 2000, we purchased all of the outstanding common stock of System Technology
Associates, Inc. for approximately $37.8 million in cash and subordinated notes. As of December 28,
2002, payment of approximately $0.5 million of the subordinated notes had been withheld since certain
of System Technology Associates’ accounts receivables had not been fully collected.

On January 1, 2001, we sold SI Engineering’s telecommunications assets to SI International
Telecom Corporation, a company under common ownership with us, as part of our determination to
capitalize on the perceived growth opportunity in the commercial telecommunications market at the
time by allowing the business of providing telecommunication solutions to develop in a focused manner
through a separate company. In exchange for those assets, we received shares of SI Telecom’s capital
stock. We also received an option and a warrant to purchase shares of SI Telecom’s capital stock.
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Subsequently, we determined that, as a result of deteriorating market conditions in the commercial
telecom market, it was no longer in the best interests of our stockholders to grow and develop a
business focused on the commercial telecom market. As a result, we made the decision in June 2002 to
merge SI International Telecom back into SI International, allowing us to redirect SI Telecom’s
resources to our core government contracting business. We completed this merger in October 2002,
and, as a result, SI Telecom is now our wholly owned indirect subsidiary.

Pursuant to the merger, we issued shares of our common stock in exchange for all outstanding
shares of SI Telecom’s common stock and junior preferred stock that we did not own. In addition, we
assumed all options to purchase shares of SI Telecom’s common stock by converting all options to
purchase shares of SI Telecom’s common stock into options to purchase our common shares. As a
result we issued 12,350 shares of cur common stock in exchange for SI Telecom’s common stock and
junior preferred stock and granted options to purchase 943 additional shares of our common stock at a
weighted average exercise price of approximately $556.26 per share. In addition, all outstanding
warrants to purchase SI Telecom common stock were converted into warrants to purchase 77 shares of
our common stock at an exercise price of $37.08 per share. We applied a portion of the net proceeds
from our initial public offering tc repurchase some of these warrants, together with some of the other
outstanding warrants to purchase our common stock.

On November 12, 2002, our initial public offering date, we issued 1,938,119 shares of our common
stock upon conversion of all outstanding shares of our preferred stock. The number of common shares
issued was equal to the aggregate liquidation value of our preferred shares (which was $1,000 per
share, plus all accrued and unpaid dividends at the time of the conversion) divided by a number, which
was equal to the initial public offering price per share of our common stock. In November 2002, we
effected an approximately 18.54 for one reverse stock split of our common stock. All share and share
price data in the financial statements for all periods reflects the post-reverse split amounts.

As described in note 1 to our consolidated financial statements included elsewhere in this
Form 10-K, our historical financial statements (including the notes thereto) and the other historical
financial data with respect to us appearing in the following discussion has been prepared as if SI
Telecom had been our wholly owned subsidiary for all of fiscal 2001 and thereafter.
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Results of Operations

The following table sets forth certain items from our consolidated statements of operations as a
percent of revenues for the periods indicated.

Fiscal Year

2009 2001 2002

Revenue .. ... ... e 100.0% 100.0% 100.0%
Costs and expenses:

DIIeCt COSES . . vttt et e 59.6 59.4 61.1

Indirect costs .. ... 33.6 33.8 331

Depreciation . ... .......ouiieiiiieii... 0.8 1.1 1.3

Amortization ... ... ... o 2.6 24 0.0

Total operating expenses. . .. ..., ... 96.6 96.7 95.5
Income from operations. . ......... . ... .. ... ... 34 33 4.5
Other income (eXpense). ... ... ooy (0.1) - 0.0
Interest eXpense ... .. ...ttt (3.3) (2.4) (1.6)
Minority interests .. ......... .. — (0.1) (0.1)
Change in fair value of put warrants . . . ............. (0.2) (0.8) 0.4
Income (loss) before provision for income taxes ....... (0.2) — 3.2
Provision for income taxes .. ..................... 0.4 0.5 1.2
Net Income (loss) before extraordinary item . ......... (0.6) (0.5) 2.0
Extraordinary Loss, netof tax ............. e — — (0.4)
Net income (10sS) .. ...... ..., 06)% (05% 1.6%

In connection with the repayment of the existing credit facility with a portion of the proceeds from
our public offering, we wrote down approximately $0.9 million of previously deferred debt arrangement
fees and discounts. This is reflected as an extraordinary loss in the fourth quarter of fiscal 2002.

Fiscal year 2002 compared with fiscal year 2001

Revenue. For the fiscal year ended December 28, 2002, our revenues increased 1.9% to
$149.4 million from $146.6 million for the same period in 2001. Revenues from work under federal
government contracts increased 7.1% to $138.8 million from $129.6 million for the same period in
2001. This increase was attributable primarily to an increase in our Information Technology and
Network Solutions services provided to our federal government customers. As anticipated, commercial
and other revenues decreased 37.6% to $10.6 million in 2002 from $17.0 million in 2001. This decrease
was attributable to our continuing de-emphasis of marketing activities in the commercial sector. The
decrease in our commercial work was largely the result of decreased spending by our customers in the
commercial telecom market and the petroleum reservoir modeling business. Consistent with our
decision in June 2002 to merge SI Telecom back into SI International and our decision to de-emphasize
our petroleum business, we have concentrated on our core federal government contracting business.

Direct costs. Direct costs include direct labor and other direct costs such as materials and
subcontracts. Generally, changes in direct costs are correlated to changes in revenue as resources are
consumed in the production of that revenue. For fiscal 2002, direct costs increased 4.7% to
$91.2 million from $87.1 million for fiscal 2001. This increase was attributable primarily to the increase
in revenue. As a percentage of revenue, direct costs were 61.1% for fiscal 2002 as compared to 59.4%
for fiscal 2001.
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Indirect costs. Indirect costs include facilities, selling, bid and proposal, indirect labor, fringe
benefits and other discretionary costs. For fiscal 2002, indirect costs decreased 0.2% to $49.4 million
from $49.5 million for the same period in 2001. Fiscal 2002 indirect costs included two one-time items:
a $2.0 million charge incurred in connection with management’s decision not to pursue collection of
certain amounts contractually due from a customer and $0.9 million of legal and settlement costs,
including settlement costs related to the SI Engineering litigation described under “Item 3—Legal
Proceedings”, legal costs incurred in connection with the SI Telecom Merger and legal fees asscciated
with other litigation and legal proceedings. Indirect costs were 33.1% of revenues for fiscal 2002 as
compared to 33.8% of revenues for the same period in 2001. Excluding the $2.0 million and
$0.9 million items, indirect costs were $46.5 million or 31.1% of revenue in fiscal 2002.

Depreciation. For fiscal 2002, depreciation increased 17.7% to $2.0 million from $1.7 million for
the same period in 2001. This increase was attributable primarily to our investment to modernize and
standardize our information technology infrastructure to support future growth. As a percentage of
revenue, depreciation was 1.3% for fiscal 2002 as compared to 1.1% for the same period in fiscal 2001.

Amortization. In compliance with SFAS 142, Goodwill and Other Intangible Assets, we
discontinued the amortization of goodwill effective December 30, 2001. Accordingly, there was no
amortization for the fiscal year ended December 28, 2002 compared to $3.6 millicn for the same period
in fiscal 2001.

Income from operations. For fiscal 2002, income from operations increased 39.6% to $6.7 million
from $4.8 million for the same period in 2001. This increase was attributable primarily to the
discontinuance of goodwill amortization, partially offset by the increase in direct costs as described
above. As a percentage of revenue, income from operations was 4.5% for fiscal 2002 as compared to
3.3% for the same period in fiscal 2001.

Interest expense.  For fiscal 2002, interest expense declined 31.4% to $2.4 million from $3.5 million
for the same period in 2001. This decline was attributable primarily to the significant decline in interest
rates and repayment of debt. As a percentage of revenue, interest expense was 1.6% for fiscal 2002 as
compared to 2.4% for the same period in fiscal 2001.

Provision for income taxes. The provision for income tax was $1.8 million in fiscal 2002, compared
to a provision of $0.7 million for the comparable period in 2001. QOur fiscal 2002 tax provision
represents an effective tax rate, which is greater than the federal statutory rate of 34% due primarily to
the effect of put warrants. This is the final year in which the put warrants will affect the tax provision.

Extraordinary item. For fiscal 2002, we incurred an extraordinary loss in the amount of
$0.5 million, net of tax. This loss was attributed to the early termination of our previous credit facility
as required under the terms of that credit facility as part of our initial public offering in
November 2002.

Dividends. For fiscal 2002, dividends on cumulative preferred stock decreased to $2.0 million from
$2.1 million for fiscal 2001. This decrease was attributed to the conversion of preferred stock to
common stock on November 12, 2002 in connection with our initial public offering.

Fiscal year 2001 compared to fiscal year 2000

Revenue. For fiscal 2001, revenues increased 21.6% to $146.6 million from $120.6 million in fiscal
2000. This increase was attributable primarily to an increase in revenues received for work performed
in all areas of our service offerings, including significant increases in the revenues we received from
several large contracts, and the inclusion of a full year of results of operations from SI Engineering,
which we acquired on March 9, 2000. Revenues from work under governmental contracts, which is our
core business, increased 23.3% to $129.6 million in fiscal 2001 from $105.1 million in fiscal 2000. This
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increase was attributable primarily to an increase in revenue under our C4I2SR contract. Commercial
revenues increased 9.7% to $17.0 million in fiscal 2001 from $15.5 million in fiscal 2000. This increase
was attributable primarily to an increase in revenue attributable to our Petroleum Environmental
Division Commercial Operations.

Direct costs.  For fiscal 2001, direct costs, including direct labor and other direct costs such as
materials and subcontracts, increased 21.2% to $87.1 million from $71.9 million in fiscal 2000. This
increase was attributable primarily to direct costs necessary to support our growth in revenue,
particularly increased direct labor costs as a result of a highly competitive labor market. As a
percentage of revenue, direct costs were 59.4% in fiscal 2001 compared to 59.6% in fiscal 2000.

Indirect costs. For fiscal 2001, indirect costs, including fringe benefits, selling, bid and proposal
costs, facilities costs, indirect labor costs and other discretionary costs, increased 22.2% to $49.5 million
from $40.5 million in fiscal 2000. This increase was attributable primarily to indirect costs necessary to
support our revenue growth and direct labor and other direct costs. As a percentage of revenue,
indirect costs were 33.8% in fiscal 2001 compared to 33.6% in fiscal 2000.

Depreciation. For fiscal 2001, depreciation increased 66.6% to $1.7 million from $1.0 million in
fiscal 2000. This increase was attributable primarily to our investment in the restructuring and
upgrading of our information technology and systems infrastructure. As a percentage of revenue, .
depreciation was 1.1% of revenue in fiscal 2001 compared to 0.8% in fiscal 2000. ‘

Amortization.  For fiscal 2001, amortization increased 16.1% to $3.6 million from $3.1 million in
fiscal 2000. This increase was attributable primarily to the inclusion of a full year of amortization of the
goodwill incurred as a result of our acquisition of SI Engineering on March 9, 2000. As a percentage of
revenue, amortization was 2.4% in fiscal 2001 compared to 2.6% in fiscal 2000.

Income from operations. For fiscal 2001, income from operations increased 15.9% to $4.8 million
from $4.1 million in fiscal 2000. This increase was attributable primarily to the increased profitability in
our mission-critical outsourcing activities and consulting practice, and the inclusion of a full year of
results of operation form SI Engineering, which we acquired on March 9, 2000. As a percentage of
revenue, income from operations decreased to 3.3% in fiscal 2001 from 3.4% in fiscal 2000.

Interest expense.  For fiscal 2001, interest expense decreased 14.2% to $3.5 million from
$4.0 million the year before. This decrease was attributable primarily to the significant decline in
interest rates during the period and the reduction in the amount of debt outstanding under our credit
agreement. As a percentage of revenue, interest expense was 2.4% in fiscal 2001 compared to 3.3% in
fiscal 2000.

Provision for income taxes. The provision for income taxes increased from $0.4 million in fiscal
2000 to $0.7 million in fiscal 2001. Our fiscal 2001 tax provision represents an effective tax rate, which
is greater than the federal statutory rate of 34% due to nondeductible charges for put warrants, and
goodwill amortization.

Supplemental Quarterly Information

The following table sets forth quarterly unaudited consolidated financial data for the fiscal quarters
of 2002 and 2001, expressed in dollars and as a percentage of total revenues for the respective periods.
We believe that this unaudited financial information includes all adjustments, consisting only of normal
recurring adjustments, necessary for a fair presentation of the information for each period. All of the
fiscal quarters reflected in the following table had thirteen weeks. Some unevenness of revenue from
quarter to quarter exists primarily because of the timing of purchases of materials necessary to perform
certain obligations under our C4I2SR contract with U.S. Air Force Space Command.
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Fiscal Year 2001 Fiscal Year 2002

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
(dolkars in thousands)

Revenue .. ...... ... ... ... ... . ... $33,112 $37,547 $35,334 $40,590 $33,463 $35,407 $38,378 $42,103
Costs and expenses:

Direct costs . . ... ... . 19,504 23,002 20,282 24,283 19,145 21,856 24,427 25812

Indirectcosts ... ........ .. .. ... 11,170 11,914 12,296 14,115 11,718 13,923 10,838 12,925

Depreciation . ............ . .. ... . ... 293 408 424 528 481 515 523 469

Amortization . .. ... . ... L 897 897 897 895 — — — —
Total operating expenses . . ................. 31,864 36,221 33,899 39,821 31,344 36,294 35,788 39,206
Income (loss) from operations . . . ............. 1,248 1,326 1435 769 2,119 (887) 2,590 2,897
Other income (expense) . . ... ............... — — — — — — — —
Interestexpense . . .. ... .. ... ... (995 (917) (892) (647) (697) (657) (659) (419)
Minority interests . . ... ... ... 34) (35) (37) (38) (38) (39) (41) —
Change in fair value of put warrants . . . ......... (495) 34 (283) (511 90y  (301) 1,031 —
Provision (benefit) for income taxes . ........... 122 208 281 46 564 (689) 819 1,100
Net income (loss), before extraordinary item . . . . . . . (398) 200 (58)  (473) 730 (1,195) 2,102 1,378
Extraordinary item; early extinguishment of debt, net

oftaxeffect .. .......... . ... .. .. ... — — — — — — — (532)
Netincome (Ioss) . . . ... ... .. $ (398)% 200 § (58)% (473) § 730 $(1,195)$ 2,102 § 846

Revenue . .......... ... .. ... ... ...... 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%
Costs and expenses:

Directcosts .. .......... ... .......... 589 61.3 57.4 59.8 57.2 61.7 63.7 61.3

Indirectcosts . .......... ... ... ... .. .. 337 317 348 34.8 35.0 393 282 30.7

Depreciation .. ....................... 0.9 11 1.2 1.3 1.4 15 1.4 1.1

Amortization . . ....... ... L oo 2.7 2.4 2.5 2.2 — — — —
Total operating expenses . ... ............... 96.2 96.5 95.9 98.1 936 1025 93.3 93.1
Income (loss) from operations . . . . ............ 3.8 35 4.1 19 6.4 (2.5) 6.7 6.9
Other income (expense) . . .. ................ — — — — — — — —
Interest expense . . . ... ..o i 3.0 (2.4) (2.6) (1.6) (2.1) (1.9) (1.8) (1.0)
Minority interests . . .. ... ... . L o L (0.1) 0.1) (0.1) (0.1) (0.1) 0.1) 0.1) —
Change in fair value of put warrants . . .. ........ (1.5) 0.1 (0.8) (1.3) (0.3) (0.9) 27 —
Provision (benefit) for income taxes . ........... 0.4 0.6 0.8 0.1 1.7 1.9 21 2.6
Net income (loss), before extraordinary item . .. .. .. (1.2) 0.5 (0.2) (1.2) 2.2 (3.5) 5.4 33
Extraordinary item; early extinguishment of debt, net

oftaxeffect . ...... ... ... ... . .. — — — — — — — (1.3)

Net income (Joss) .. ........ ... .. ....... (12y% 05% (02)% (1.2)% 22% (35)% 54% 20%

Liquidity and Capital Resources

QOur primary liquidity needs are the financing of working capital, capital expenditures and
acquisitions. We have historically relied primarily on cash flow from operations, borrowings under our
credit facility and from some of our stockholders and the sale of common and preferred stock to
provide for our cash needs.

Net cash provided by (used in) operations was $5.7 million for fiscal 2002, $1.7 million for fiscal
2001 and ($0.9) million for fiscal 2000. Cash provided by operations in fiscal 2002 was attributable to
net income of $2.5 million plus depreciation, amortization and other non-cash items of $2.3 million and
a decrease in working capital of $0.9 million. Cash provided by operations in fiscal 2001 was
attributable to depreciation and amortization of $5.2 million and a change in fair value of put warrants
of $1.3 million offset in part by a net loss of $0.7 million, a decrease in other non-cash charges of
$0.6 million, and an increase of $3.3 million related to changes in working capital. Cash used in
operations in fiscal 2000 was attributable to a net loss of $0.7 million and an increase in working capital
of $4.2 million offset by depreciation, amortization and other non-cash items of $4.2 million.

Cash used in investing activities was $1.7 million for fiscal 2002, $2.6 million in fiscal 2001,
$36.2 million in fiscal 2000. In fiscal 2002 we invested $1.7 million in capital assets. In fiscal 2001, we
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invested $2.6 million in capital assets. In fiscal 2000, we invested $1.9 million in capital assets and
$34.3 million to acquire businesses.

Cash provided by financing activities was $6.4 million for fiscal 2002, $1.2 million in fiscal 2001 and
$37.1 million in fiscal 2000. Cash provided by financing activities for fiscal year 2002 was attributable to
the proceeds from issuances of common stock of $47.1 million and the issuance of exchangeable notes
in the amount of $4.3 million to the unit holders of SI International, L.L.C., offset by the repayment of
all debt in the amount of $43.4 million, the repurchase of warrants held by the bank in the amount of
$1.4 million and payments on our long term capital leases of $0.2 million. Cash provided by financing
activities in fiscal 2001 was attributable to the proceeds from the issuance of exchangeable notes in the
amount of $5.0 million to the unitholders, including Frontenac VII Limited Partnership and Frontenac
Masters VII Limited Partnership, of SI International, L.L.C., our principal stockholder, net borrowings
against our line of credit of $0.2 million and increase in bank overdrafts of $0.9 million, offset by
repayments of notes payable of $3.5 million and repayments of long-term debt of $1.4 million. Cash
provided by financing activities in fiscal 2000 was attributable to the proceeds from issuance of
preferred stock of $15.1 million, proceeds from shareholder advance of $1.1 million, proceeds from
bank borrowings of $22.0 million, net borrowings against our revolving credit facility of $9.4 million and
decrease in bank overdrafts of $0.2 million, offset in part by repayment of notes payable of $9.9 million
and repayments of long-term debt of $0.8 million.

Cash and cash equivalents as of the end of fiscal 2002, fiscal 2001 and fiscal 2000 were
$10.9 million, $0.5 million and $0.2 million, respectively.

Following the closing of our initial public offering on November 12, 2002, we entered into a new
$35.0 million secured revolving credit facility with Wachovia Bank, N.A. acting as Administration Agent
for a consortium of lenders. We replaced all letters of credit outstanding under our prior credit facility
with letters of credit issued under the new facility. For the fiscal year ended December 28, 2002 we did
not have any borrowings under the new credit facility.

Borrowings under the new credit facility will become due and payable, and the new credit facility
will terminate in approximately three years. However, we will have the right to extend the maturity of
the credit facility for one year, subject to specified terms and conditions. The new credit facility permits
us, subject to our compliance with financial and nonfinancial covenants and customary conditions, to
make up to $35.0 million of revolving credit borrowings and also provides for the issuance of letters of
credit, although the amount of available revolving credit borrowings are reduced by the amount of any
outstanding letters of credit issued under the facility. Any borrowings outstanding under the facility will,
at our option, bear interest either at floating rates equal to LIBOR plus a spread ranging from 200 to
275 basis points or a specified base rate plus a spread ranging from 100 to 175 basis points, with the
exact spread determined upon the basis of our ratio of outstanding indebtedness to our earnings before
interest, taxes, and depreciation and amortization expense, as defined in the new credit facility.

We and each of our existing and future subsidiaries are jointly and severally liable with respect to
the payment of all borrowings and other amounts due and performance of all obligations under the
new credit facility. The new credit facility is secured by a pledge of substantially all of our current and
future tangible and intangible assets, as well as those of our current and future subsidiaries, including
accounts receivable, inventory and capital stock of our existing and future subsidiaries. The new credit
facility requires us to make mandatory prepayments of outstanding borrowings, with a corresponding
reduction in the maximum amount of borrowings available under the facility, with net proceeds from
certain insurance recoveries and asset sales, and with 100% of the net proceeds from debt issuances,
and with 50% of the net proceeds from certain equity issuances (excluding our initial public offering,
future underwritten public offerings of our common stock pursuant to an effective registration
statement and certain other equity issuances) subject to specified exceptions. Also, the new credit
facility includes a number of restrictive covenants including, among other things, limitations on our
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leverage and capital expenditures, limitations on our ability to incur additional indebtedness or liens,
requirements that we maintain minimum ratios of cash flow to fixed charges and of cash flow to
interest, prohibitions on payment of dividends on our capital stock, limitations on our ability to enter
into mergers, acquisitions or sales of our assets, and prohibitions on certain transactions among our
subsidiaries and affiliated companies. The new credit facility also contains events of default, including,
among other events, any transaction resulting in a new stockholder or group of stockholders acquiring
control of our board of directors or ownership of greater than 40% of our outstanding capital stock,
any material default by us under any material government contract to which we are a party, the
suspension of our ability to enter into contracts with the federal, state or local governments generally,
or the loss by us of any material customer. See “Risks Related to our Business—QOur indebtedness and
debt service obligations may increase substantially and we will be subject to restrictions under debt
instruments.”

We currently anticipate that cash flow from operations and borrowings available under our new
credit facility will be sufficient to meet our presently anticipated capital needs for at least the next
twelve months, but may be insufficient to provide funds necessary for any future acquisitions we may
make, whether during the next twelve months or thereafter. To the extent that we require additional
funds, whether for acquisitions or otherwise, we may seek additional equity or debt financing. Such
financing may not be available to us on terms that are acceptable to us, if at all, and any equity
financing may be dilutive to our stockholders. To the extent that we obtain additional debt financing,
our debt service obligations will increase and the relevant debt instruments may, among other things,
impose additional restrictions on our operations, require us to comply with additional financial
covenants or require us to pledge assets to secure our borrowings.

For fiscal 2002, we had two contracts that generated more than 10% of our revenue. Revenue
from our C4I2SR contract with the U.S. Air Force Space Command represented approximately 22.4%
of total revenue. Qur National Visa Center contract with the Department of State represented
approximately 11.0% of total revenue for fiscal 2002. We had only one contract that generated more
than 10% of our revenue for fiscal years 2001 and 2000. For fiscal 2001 and fiscal 2000, revenue from
our C4I2SR contract generated approximately 19.3% and 11.0%, respectively, of total revenue.

Financial data for all of our subsidiaries are included in our consolidated financial statements.

Critical Accounting Policies and Estimates

Our significant accounting policies are described in Note 2 to our accompanying consolidated
financial statements. We consider the accounting policies related to revenue recognition to be critical to
the understanding of our results of operations. Our critical accounting policies also include the areas
where we have made what we consider to be particularly difficult, subjective or complex judgments in
making estimates, and where these estimates can significantly impact our financial results under
different assumptions and conditions. We prepare our financial statements in conformity with
accounting principles generally accepted in the United States. As such, we are required to make certain
estimates, judgments and assumptions that we believe are reasonable based upon the information
available. These estimates, judgments and assumptions affect the reported amounts of assets and
liabilities at the date of the financial statements and the reported amounts of revenue and expenses
during the periods presented. Actual results could be different from these estimates.

Revenue Recognition

Our accounting policy regarding revenue recognition is written to comply with the following
criteria: (1) a contract has been executed; (2) the contract price is fixed and determinable; (3) delivery
of services or products has occurred; and (4) collectibility of the contract price is considered probable
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and can be reasonably estimated. Compliance with these criteria may require us to make significant
judgments and estimates.

For cost reimbursable contracts with fixed fees and our fixed price contracts, we estimate the
applicable fees earned as costs are incurred or services are provided. This process requires estimation
of the contemplated level of effort to accomplish the tasks under contract, the cost of the effort and
ongoing assessment towards completing the contract. We utilize a number of management processes to
monitor contract performance and revenue estimates, including monthly in-process reviews. For cost
reimbursable contracts with performance-based fees, we estimate the applicable fees earned based on
historical experience and performance evaluations from our customers. Cccasionally, facts may develop
that require revisions to estimated total costs or revenues expected. The cumulative effect of any such
revisions is recorded in the period in which the facts requiring the revision become known. The full
amount of anticipated losses on any contract type are recognized in the period in which they become
known.

In addition, certain indirect costs are charged to contracts and paid by the client using provisional,
or estimated, indirect rates that are subject to later revision based on government audits. Any costs
found to be improperly allocated to a specific contract will not be reimbursed, and any such costs
already reimbursed must be refunded.

Effect of Recemtly Issued Accounting Standards

In June 2001, the FASB issued Statement of Financial Accounting Standards No. 141, Business
Combinations, or SEAS 141, and Statement of Financial Accounting Standards No. 142, Goodwill and
Other Intangible Assets, or SFAS 142. SFAS 141 requires business combinations initiated after June 30,
2001, to be accounted for using the purchase method of accounting, and broadens the criteria for
recording intangible assets separate from goodwill. Recorded goodwill and intangibles will be evaluated
against these new criteria and may result in certain intangibles being reclassified into goodwill, or
alternatively, amounts initially recorded as goodwill may be separately identified and recognized apart
from goodwill.

SFAS 142 requires the use of the non-amortization approach to account for purchased goodwill
and certain related intangibles. Under the non-amortization approach, goodwill and certain related
intangibles will not be amortized into results of operations, but instead will be reviewed for impairment
and written down and charged to results of operations only in the periods in which the recorded value
of goodwill and certain related intangibles exceeds its fair value.

We adopted the provisions of each statement beginning with fiscal 2002. The adoption of these
accounting standards resulted in a reclassification of the previously identified intangible asset,
assembled workforce, into goodwill and the cessation of goodwill amortization commencing fiscal 2002.
The carrying value of assembled workforce and goodwill was $4.9 mitlion and $34.9 million,
respectively, as of December 29, 2001. Amortization related to goodwill was approximately $3.6 million
in fiscal 2001. SFAS No. 142 requires a two-step approach in assessing goodwill for impairment and
then measuring impairment, if it exists. We completed the first step in the determination of whether an
impairment exists during the quarter ended June 29, 2002. In addition, we completed our annual
impairment test as of September 27, 2002. Our analysis indicates that no impairment of goodwill
existed; however, future impairment reviews may result in the recognition of such impairment.

In October 2001, the FASB issued Statement of Financial Accounting Standards No. 144,
Accounting for the Impairment or Disposal of Long-Lived Assets, or SFAS 144, which addresses the
financial accounting and reporting for the impairment or disposal of long-lived assets. SFAS 144
establishes a single accounting model, based on the framework established in Statement of Financial
Accounting Standards No. 121, or SFAS 121, for recognition and measurement of the impairment of
long-lived assets to be held and used, the measurement of long-lived assets to be disposed of by sale
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and for segments of a business to be disposed of. SFAS 144 supercedes SFAS 121 and also supercedes
APB Opinion No. 30, Reporting the Results of Operations—Reporting the Effects of Disposal of a Segment
of a Business, and Extraordinary, Unusual and Infrequently Occurring Events and Transactions. This
statement is effective for fiscal years beginning after December 15, 2001. We adopted this standard on
December 30, 2001 and adoption of the new standard did not have a material impact on our financial
position or results of operations.

In April 2002, the FASB issued SFAS No. 145, “Rescission of FASB 4, 44, and 64, Amendment of
FASB Statement No. 13 and Technical Corrections.” Among other things, SFAS No. 145 rescinds both
SFAS No. 4, “Reporting Gains and Losses from Extinguishment of Debt” and the amendment to SFAS
No. 4, SFAS No. 64, “Extinguishment of Debt Made to Satisfy Sinking Fund Requirements.” Through
this rescission, SFAS No. 145 eliminates the requirement that gains and losses from the extinguishment
of debt be aggregated and, if material, classified as an extraordinary item, net of the related income tax
effect. Generally. SFAS No. 145 is effective for fiscal years beginning after May 15, 2002. Upon
adoption of SFAS No. 145 at the beginning of fiscal 2003, the Company will reclassify its fiscal 2002
extraordinary loss within income from operations when the financial statements for the periods in
which the extinguishment of debt occurred are reissued.

Item 7A. Quantitative and Qualitative Disclosures About Market Risk.

Historically, our investment positions have been relatively small and short-term in nature. We have
typically made investments in a fund with an effective average maturity of fewer than 40 days having a
portfolio make-up consisting primarily of commercial paper and notes and variable rate instruments,
and to a much smaller extent overnight securities and bank instruments. Since our initial public
offering, the Board of Directors approved an investment policy that requires we invest in relatively
short-term, high quality, and high liquidity obligations.

Item 8. Financial Statements and Supplementary Data.

The consolidated financial statements of SI International, Inc. are submitted on pages F-1 through
F-26 of this report.

Item 9. Changes in and Disagreememnts with Accountants om Accounting and Financial Disclosure.

In May 2002 we replaced our independent public accountants, Arthur Andersen LLP, and retained
Ernst & Young LLP to act as our independent auditors. Arthur Andersen LLP had been our
independent public accountants since 1998. In connection with Arthur Andersen LLP’s audit of the
consolidated financial statements for the fiscal years 1998, 1999, 2000 and 2001, and in connection with
the subsequent period up to their dismissal, there were no disagreements with Arthur Andersen LLP
on any matters of accounting principles or practices, financial statement disclosure or auditing scope or
procedures, nor any reportable events. Arthur Andersen LLP’s report on our consolidated financial
statements for the fiscal years ended 1998, 1999, 2000 and 2001 contained no adverse opinion or
disclaimer of opinion and was not modified or qualified as to uncertainty, audit scope or accounting
principles. The decision to change auditors was unanimously approved by our board of directors,
including all of the members of our audit committee. Prior to the dismissal of Arthur Andersen LLP,
we had not consulted with Ernst & Young LLP on any accounting matters.

PART IIX

The information required by Items 10, 11, 12, and 13 of Part III of Form 10-K has been omitted in
reliance on General Instruction G(3) and is incorporated herein by reference to the definitive proxy
statement of SI International, Inc. for its 2003 annual meeting of stockholders to be filed with the SEC
pursuant to Regulation 14A promulgated under the Securities Exchange Act of 1934, as amended.

44




Item 14. Controls and Procedures.

The Company has established and maintains disclosure controls and procedures that are designed
to ensure that material information required to be disclosed by SI International in the reports that it
files under the Securities Exchange Act of 1934 is recorded, processed, summarized and reported within
the time periods specified in the Securities and Exchange Commission’s rules and forms, and that such
information is accumulated and communicated to the Company’s management, including the Chief
Executive Officer and Chief Financial Officer, as appropriate, to allow timely decisions regarding
required disclosure.

Within the 90 days prior to the date of this annual report, under the supervision and with the
participation of SI International’s Chief Executive Officer and Chief Financial Officer, the Company
carried out an evaluation of the effectiveness of the design and operation of disclosure controls and
procedures. Based upon that evaluation, the Chief Executive Officer and Chief Financial Officer
concluded that our disclosure controls and procedures are effective as of the date of such evaluation in
timely alerting them to material information relating to the Company (including its consolidated
subsidiaries) required to be included in SI International’s periodic SEC filings.

There have been no significant changes to the Company’s internal controls or in other factors that
could significantly affect internal controls subsequent to the date the Company carried out its
evaluation.

PART IV
Item 15. Exhibits, Financial Statement Schedules and Reports on Form 8-K.
(a) Documents filed as part of this Report
1. Financial Statements.

Report of Independent Auditors

Consolidated Balance Sheets as of December 28, 2002 and December 29, 2001
Consolidated Statements of Operations for the fiscal years ended December 28, 2002,
December 29, 2001 and December 30, 2000

Consolidated Statements of Stockholders’ Equity for the fiscal years ended
December 28, 2002, December 29, 2001, and December 30, 2000

Consolidated Statements of Cash Flows for the fiscal years ended December 28,
2002, December 29, 2001, and December 30, 2000

E  Notes to Consolidated Financial Statements

MY Owp

2. Supplementary Financial Data.
Schedule Ii—Consolidated Valuation and Qualifying Accounts
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3. Exhibits.

EXHIBIT
NQ. DESCRIPTION

3.1 Second Restated Certificate of Incorporation

3.2% Amended and Restated Bylaws, [as amended]

4.1* Registration Rights Agreement, as amended

4.2* Specimen Certificate of our common stock

4.3* Stock Purchase Agreement, as amended

4.4* Amendment to Stock Purchase Agreements
10.1* Form of 2002 Stock Incentive Plan
10.2* January 2001 Nongqualified Stock Option Plan
10.3* SI International, Inc. 2001 Service Award Stock Option Plan
10.4* 1998 Stock Option Plan
10.5**  Credit Agreement

10.6* Executive Employment Agreement with S. Bradford Antle
10.7% Executive Employment Agreement with Walter J. Culver
10.8* Executive Employment Agreement with Thomas E. Dunn
10.9* Executive Employment Agreement with Thomas E. Lloyd
10.10*  Executive Employment Agreement with Ray J. Qleson
10.11*  Form of Indemnification Agreement

16.1* Letter of Arthur Andersen
21.1% Subsidiaries of the registrant
231 Consent of Ernst & Young LLP
99.1 Certification of Chief Executive Officer
99.2 Certification of Chief Financial Officer

*  Incorporated by reference herein from Exhibits to the Registrant’s Registration Statement on
Form S-1 (File No. 333-87964) as declared effective by the Commission on November 8, 2002.

** Incorporated by reference herein from the Registrant’s Current Report on Form 8-K filed on
November 18, 2002.

(b) Reports on Form 8-K

e Current Report on Form 8-K on November 12, 2002, announcing our initial public offering of
4,350,000 shares of common stock, including 500,000 sold by the selling stockholders, and
commencement of trading on the Nasdaq National Market under the symbol “SINT”

o Current Report on Form 8-K on November 18, 2002, reporting that, contemporaneous with the
closing of its initial public offering, we terminated our existing credit facility and entered into a
new $35 million secured revolving credit facility

(c) Exhibits. The exhibits required by this item are listed under Item 15(a)(3).
(d) Financial Statements Schedule.

The consolidated financial statement schedule required by this item is listed under Item

15(a)(2).
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the
registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto duly
authorized, on the 15th day of April, 2003.

SI INTERNATIONAL, INC.

/s/ RAY J. OLESON

Ray J. Oleson
Chairman of the Board and
Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed
below by the following persons on behalf of the Registrant and in capacities and on the dates indicated.

Signatures % %
/s/ RAY J. OLESON Chairman of the Board and Chief
Executive Officer April 15, 2003

Ray J. Oleson (Principal Executive Officer)

Executive Vice President, Chief
/s/ THOMAS E. DUNN Financial Officer and Treasurer
Thomas E. Dunn (Principal Financial and
Accounting Officer)

April 15, 2003

/s/ JAMES E. CRAWFORD, 111

Director April 15, 2003
James E. Crawford, III

/s/ WALTER J. CULVER . . . .

Vice Chairman and Director April 15, 2003
Walter J. Culver

/s/ WALTER C. FLORENCE i )

Director April 15, 2003
Walter C. Florence
/s/ GENERAL R. THOMAS MARSH
General R. Thomas Marsh Director April 15, 2003
(USAF-Ret.)

/s/ EDWARD SPROAT . .

Director April 15, 2003

Edward Sproat
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CERTIFICATION
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Ray J. Oleson, certify that:

1. I have reviewed this annual report on Form 10-K of SI International, Inc.;

2. Based on my knowledge, this annual report does not contain any untrue statement of a
material fact or omit to state a material fact necessary to make the statements made, in light of the
circumstances under which such statements were made, not misleading with respect to the fiscal year
covered by this annual report;

3. Based on my knowledge, the financial statements, and other financial information included in
this annual report, fairly present in all material respects the financial condition, results of operations
and cash flows of the registrant as of, and for, the fiscal years presented in this annual report;

4. The registrant’s other certifying officers and I are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-14 and 15d-14) for the
registrant and we have:

a) Designed such disclosure controls and procedures to ensure that material information
relating to the registrant, including its consolidated subsidiaries, is made known to us by others
within those entities, particularly during the fiscal year in which this annual report is being
prepared,;

b) Evaluated the effectiveness of the registrant’s disclosure controls and procedures as of a
date within 90 days prior to the filing date of this annual report (the “Evaluation Date”); and

¢) Presented in this annual report our conclusions about the effectiveness of the disclosure
controls and procedures based on our evaluation as of the Evaluation Date;

5. The registrant’s other certifying officers and I have disclosed, based on our most recent
evaluation, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or
persons performing the equivalent function):

a) All significant deficiencies in the design or operation of internal controls which could
adversely affect the registrant’s ability to record, process, summarize and report financial data and
have identified for the registrant’s auditors any material weaknesses in internal controls; and

b) Any fraud, whether or not material, that involves management or other employees who
have a significant role in the registrant’s internal controls; and

6. The registrant’s other certifying officers and I have indicated in this annual report whether or
not there were significant changes in internal controls or in other factors that could significantly affect
internal controls subsequent to the date of our most recent evaluation, including any corrective actions
with regard to significant deficiencies and material weaknesses.

April 15, 2003

By: /s/ RAY J. OLESON

Ray J. Oleson
Chairman of the Board and
Chief Executive Officer
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CERTIFICATION
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Thomas E. Dunn, certify that:

1. T have reviewed this annual report on Form 10-K of SI International, Inc.;

2. Based on my knowledge, this annual report does not contain any untrue statement of a
material fact or omit to state a material fact necessary to make the statements made, in light of the
circumstances under which such statements were made, not misleading with respect to the fiscal year
covered by this annual report;

3. Based on my knowledge, the financial statements, and other financial information included in
this annual report, fairly present in ali material respects the financial condition, results of operations
and cash flows of the registrant as of, and for, the fiscal years presented in this annual report;

4. The registrant’s other certifying officers and I are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-14 and 15d-14) for the
registrant and we have:

a) Designed such disclosure controls and procedures to ensure that material information
relating to the registrant, including its consolidated subsidiaries, is made known to us by others
within those entities, particularly during the fiscal year in which this annual report is being
prepared;

-b) Evaluated the effectiveness of the registrant’s disclosure controls and procedures as of a
date within 90 days prior to the filing date of this annual report (the “Evaluation Date”); and

¢) Presented in this annual report our conclusions about the effectiveness of the disclosure
controls and procedures based on our evaluation as of the Evaluation Date;

5. The registrant’s other certifying officers and I have disclosed, based on our most recent
evaluation, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or
persons performing the equivalent function):

a) All significant deficiencies in the design or operation of internal controls which could
adversely affect the registrant’s ability to record, process, summarize and report financial data and
have identified for the registrant’s auditors any material weaknesses in internal controls; and

b) Any fraud, whether or not material, that involves management or other employees who
have a significant role in the registrant’s internal controls; and

6. The registrant’s other certifying officers and I have indicated in this annual report whether or
not there were significant changes in internal controls or in other factors that could significantly affect
internal controls subsequent to the date of our most recent evaluation, including any corrective actions
with regard to significant deficiencies and material weaknesses.

April 15, 2003

By: /s/ THOMAS E. DUNN

Thomas E. Dunn
Executive Vice President,
Chief Financial Officer and Treasurer
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REPORT OF ERNST & YOUNG LLP, INDEPENDENT AUDITORS

To the Board of Directors of SI International, Inc.:

We have audited the accompanying consolidated balance sheets of SI International, Inc. (a
Delaware corporation) and subsidiaries (as defined in Note 1) as of December 29, 2001 and
December 28, 2002, and the related consolidated statements of operations, stockholders’ equity (deficit)
and cash flows for the fiscal years ended December 30, 2000, December 29, 2001, and December 28,
2002. Our audits also included the financial statement schedule listed in the index at [tem 15. These
financial statements and schedule are the responsibility of the Company’s management. Our
responsibility is to express an opinion on these financial statements and the schedule based on our
audits.

We conducted our audits in accordance with auditing standards generally accepted in the United
States. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes examining,
on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit
also includes assessing the accounting principles used and significant estimates made by management,
as well as evaluating the overall financial statement presentation. We believe that our audits provide a
reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the consolidated financial position of SI International, Inc. and subsidiaries (as defined in Note 1) as of
December 29, 2001 and December 28, 2002, and the results of their operations and their cash flows for
the fiscal years ended December 30, 2000, December 29, 2001, and December 28, 2002 in conformity
with accounting principles generally accepted in the United States. Also, in our opinion, the related
financial statement schedule, when considered in relation to the basic financial statements taken as a
whole, presents fairly in all material respects the information set forth therein.

As discussed in Note 1 to the consolidated financial statements, effective December 30, 2001, the
Company adopted Statement of Financial Accounting Standards No. 142 “Goodwill and Other
Intangible Assets”.

/s/ Ernst & Young LLP

McLean, Virginia
February 10, 2003
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SI Imternational, Inc. and Subsidiaries
(See Note 1)
Consolidated balance sheets
As of December 29, 2001 and December 28, 2002
(Amounts in thousands, except share and per share data)

December 29,

December 28,
2002

2001

Assets
Current assets:

Cash and cash equivalents . . . .......... . i, $ 470

Accounts receivable, NEt . . . ... .. e e e 30,916

Other CUITENE ASSETS & . . v i v v vt it ettt e e sttt et 2,385
Total current assets . . ... ... .... ... [ 33,771
Property and equipment, met . . . . .. .. .. ... .. e 4,878
Goodwill and assembled workforce, met. . . ... ....... .. ... ... ... . ... ... 39,829
Other assets . . ... ... . e e 1,983
TOtAl ASSELS -« v v v v e e e e e $80,461

Liabilities and stockholders’ eguity
Current liabilities:

Accounts payable and accrued eXpenses . . .. ... ...l $11,938
Current portion of notes payable . ............ ... .. ... . ... o i 1,380
Current portion of long-termdebt. . . ... ... .. .. ... .. oL 2,375
Current portion of capital lease obligation . ... ....... ... ... ...... ... ... 169
Deferred revenue . . . .. ... . . 451
Other current iabilities . . . . . o . . o i i e e e 1,355
Total current liabilities . .. ... ... . . e 17,668
Long-term debt, net of current Portion . . .. ... ... ... 31,327
Borrowings from stockholders . . . ... ... ... ... oL 5,000
Other long-term liabilities . .. ...... ... ... ... .. ... ... .. .. . ... ... 259
Put Warramts . . ... e e e e e 2,153
Minority interests . . .. .. ... .. .. e 1,305

Commitments and contingencies
Redeemable cumulative preferred stock—$0.01 par value per share; 35,000 and
10,000,000 shares authorized as of December 29, 2001 and December 28, 2002,
respectively; 21,372 and 0 shares issued and outstanding as of December 29,
2001 and December 28, 2002, respectively, including accrued and unpaid
preferred dividends of $3,808 and $0 as of December 29, 2001 and December
28,2002, respectively . . . .. 25,180
Stockholders’ equity (deficit):
Common stock—3$0.01 par value per share; 70,000,000 and 50,000,000 shares
authorized as of December 29, 2001 and December 28, 2002, respectively;
2,631,862 and 8,439,741 shares issued and outstanding as of December 29, 2001

and December 28, 2002, respectively . ........ .. . e - 27
Additional paid-in capital. . . ... ... . —
Deferred compensation . . .. ... ..ottt e (130)
Accumulated deficit .. ... ... ... (2,328)

Total stockholders’ equity (deficit) . ... ... ... ... .. ... ... . ... (2,431)
Total liabilities and stockholders’ equity (deficit). . .. ...... ... ... ... ...... $80,461

The accompanying notes are an integral part of these consolidated statements.
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SI EInternational, Inc. and Subsidiaries

(See Note 1)
Consolidated statements of operations
For the fiscal years ended December 39, 2000, December 29, 2001, and December 28, 2002
(Amoumnts in thousands, except per share data)

Fiscal Year

2009 2001 2002

REVEIIE . . . vttt e e e e $120,580 $146,583 $149,351
Costs and expenses:

Directcosts . .. ............ P 71,868 87,071 91,240

Indirect costs, including $12 and $139 of non-cash stock-based

compensation in fiscal year 2001 and fiscal year 2002,
respectively ... 40,509 49,495 49,404

Depreciation . . .. ... 992 1,653 1,988

AMOTtiZation . . . .. . o e 3,088 3,586 _
Total operating eXpenses . . ....... .. i 116,457 141,805 142,632
Income from operatioms. . . .. .. ..ot 4,123 4,778 6,719
Other income (EXPeMSE) . . . . . . o vttt it e (157) — —
Interest XPemSE . . o oo it e (4,023) (3,451) (2,432)
Minority imterests . .. ... ... — (144) (118) .
Change in fair value of put warrants .. ...................... (265) (1,255) 640
Income (loss) before provision for income taxes . ............... (322) (72) 4,809
Provision for income taxes. . . .. ... . i e e e e 424 657 1,794
Net income (loss) before extraordinary item ... ................ (746) (729) 3,015
Extraordinary loss; early extinguishment of debt, net of related tax

et . . e — — (532)
Net BICOHI® . . . . . ottt e (746) (729) 2,483
Dividends on redeemable cumulative preferred stock. . ........... 1,505 2,052 1,954
Net income (loss) attributable te common stockholders . .......... $ (2,251) $ (2,781) $ 529

Earnings (loss) per common share:

Basic income (loss) per common share before extraordinary loss. .. § (0.86) $ (1.06) $ 0.31
Diluted income (loss) per common share before extraordinary loss . $§ (0.86) $ (1.06) $ 0.12
Basic net income (loss) per common share .................. $§ (086) $ (1.06) $ 0.16
Diluted net income (loss) per common share................. $ (086) $ (1.06) $ (0.03)
Basic weighted-average shares outstanding . ... ................ 2,626 2,631 3,382
Diluted weighted-average shares cutstanding .. ................ 2,626 2,631 3,516

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




SI Imternational, Inc. and Subsidiaries
(See Note 1)
Consclidated statements of stockholders’ equity (deficit)

For the fiscal years ended December 30, 2000, December 29, 2001, and December 28, 2002
(Amounts in thousands, except share data)

Redeemable Stockholders’ equity (deficit)
cumulative Additional
preferred stock Common stock paid-in Deferred  Accumulated
Shares Amount Shares Amount Capital compensation deficit Total
Balance, January 1,2600 . ... ... .. 6,262 $§ 6,513 2,626,469  $27 $ 2,697 — $ (123) § 2,601
Issuance of redeemabie preferred
stock ... 15,110 15,110 — — — — — —
Dividends on redeemable preferred
SLOCK « v v — 1,505 — — (1,505) — — (1,505)
Netloss................... — — — — — — (746) (746)
Balance, December 38, 2006 . . ... .. 21,372 23,128 2,626,469 27 1,192 — (869) 350
Issuance of common stock for cash . — — 5,393 — 48 — — 48
Issuance of SI Telecom minority
shares . ............. ..., — — - - @n — -— 2n
Issuance of SI Telecom warrants . . . — — — — (33) — - 33)
Compensatory stock option grants . . — — — — 142 $(130) — 12
Dividends on redeemable preferred
stock ... — 2,052 — — (1,322) — (730) (2,052)
Netloss. .................. — — — — — — (729) (729)
Balance, December 29,2001 ... .. .. 21,372 25,180 2,631,862 27 — (130) (2,328) (2,431)
Compensatory stock option grants . . — — — — 518 (379) — 139
Dividends on redeemable preferred
stock . ... L oo — 1,954 — — (518) — (1,436) (1,954)
Exchange of SI redeemable
preferred stock for SI common
SLOCK . o (21,372) (27,134) 1,938,119 19 27,115 — - 27,134
Exchange of SI Telecom Junior
participating preferred shares for
SI commonstock ........... — — 12,034 — 1,396 — — 1,396
Exchange of SI Telecom common
stock for SI common stock . . ... — — 316 — 27 — — 27
Conversion of put warrants . ... .. — — 7,410 — 113 — - 113
Offering Proceeds, net of offering
COSIS « v v i ittt — — 3,850,000 39 47,031 — — 47,070
Netincome ................ — — — — — — 2,483 2,483
Balance, December 28,2602 . . .. ... — — 8,439,741  $85 $75,682 $(509) $(1,281)  $73,977

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




SI International, Inc. and Subsidiaries
{See Note 1)
Consolidated statements of cash flows
Yor the fiscal years ended December 38, 2000, December 29, 2001, and December 28, 2002
(Amounts in thousands)

Cash flows from operating activities:
Netincome (10SS) . .. v vt i i e
Adjustments to reconcile net income (loss) to net cash provided by (used in)
operating activities:

Depreciation and amortization ... ..... ..., . e
Stock-based compensation .. ... ... e
Deferred income tax provision .. .......... .. . .. i
Non-cash extraordinary 1055 . . ..« .o ittt it e
Amortization of deferred financing costs and debt discount . . ... .........
Change in fair value of put warrants . ........ .. ..o
MINOority iINterests . . . oo vt e e e
Changes in assets and liabilities, net of effect of acquisitions:
Accountsreceivable . . .. .. ...
Other Current assels . . .o v v b vt v vt i i e
Other assets . . . vt e
Accounts payable and accrued expenses . . ... ... .. . i
Deferred revenue . . .. .o i e
Other long term liabilities .. ....... ... ... .. v i

Net cash provided by (used in) operating activities . ....................
Cash flows from investing activities:
Purchase of property and equipment, net . . ... ... ... . . o .
Cash paid for acquired businesses, net of cash acquired ................

Net cash used in investing activities. . . ... .. ... ... i i en

Cash flows from financing activities:
Proceeds from issuance of commonstock . . ... . ... ..
Proceeds from issuance of redeemable preferred stock . ................
Proceeds from stockholder advance ... ........ ... ... . ... .. ... ..
Proceeds from bank overdrafts .. ... ... .. o o
Borrowings under line of credit . . . ... ... .. o o o o e
Repayments of lineof credit . . . .. ... ... .. ... ... i
Repayments of notes payable .. ..... ... ... ... .. ... oL
Proceeds from long-termdebt . . .. ... ... ... . L
Repayments of long-term debt and borrowings from stockholders. . ... ... ..
Payments of capital Jeases . ... ... .. .
Proceeds from borrowings from stockholders. . . ........... ... ... ...
Redemption of put warrants . . ............ ..t

Net cash provided by financing activities ... .. ... .. ... . ..,

Net increase (decrease) im cash and cash eguivalents ... ................
Cash and cash equivalents, beginning of peried . ... ...... ... ... .. .....

Cash and cash equivalents, end of period . . ... ....... ... ... ... ..

Supplemental disclosures of cash flow information:
Cash payments forinterest . .. ..., ... o i e
Cash payments for income taxes . ... .......... ... iirunnen..
Supplemental disclosure of noncash activities:
Equipment acquired under capital leases ........... ... ... . 0.

Fiscal Year

2000 2001 2002
$ (746) $ (729) $ 2,483
4080 5239 1,988
— 12 139
(400)  (1,182)  (537)
— — 886

231 292 304
265 1,255 (640)

— 144 118
(3,963) 270 (984)
©43)  (128) 154
(1,531) a7 (268)
2451 (3942) 1,099
(311) 451 623
™ 2 315
(874) 1,697 5680
(1,884)  (2,577)  (1,653)
(34,331) — —
(36215) (2,577 (1,653)
— 48 47,070
15,110 — —
1,134 — —
219 882 846
14,007 89,593 78,035
(4,651)  (89,391)  (92,246)
(9.908)  (3.460)  (900)
22,000 — —
(750)  (1,375)  (29,184)
(92  @45) (a7

— 5000 4309
— — (1,400
37,060 1,152 6359
(20) 272 10386
218 198 470

$ 198 § 470 $ 10,856
$ 3650 $ 2897 § 1,806
$ 1,04 $§ 907 § 2,255
$ — $ 149 § —

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




SI International, Inc. and Subsidiaries

Notes to conselidated financial statements

1. Business:

SI International, Inc. (the Company or SI) as further defined below, was incorporated on
October 14, 1998 (Inception), under the laws of the state of Delaware. The Company is a provider of
information technology and network solutions with the federal government as a major client. The
Company offers a broad spectrum of solutions and services from design and development to
implementation and operations to assist clients in achieving their missions. The Company combines
technological and industry experience to provide solutions through service offerings in the areas of
information technology applications, systems engineering, network and telecom engineering and
outsourcing.

On January 1, 2001, the Company separated its telecommunications operations, which it obtained
through an acquisition in fiscal year 2000, by contributing the net assets of the telecommunications
operations to a sister company, SI International Telecom Corporation (SI Telecom), in exchange for
5,000 shares of senior participating preferred stock in SI Telecom (SI Telecom Transaction). Warrant
holders and options holders of the Company received warrants and options in SI Telecom and the
existing minority shareholders in SI received a comparable minority ownership in SI Telecom. In
addition, SI International, L.L.C. (SI L.L.C.), the majority owner of SI, contributed $1.1 million in cash
and received 44,624 shares of SI Telecom junior participating preferred stock (see Note 13). Upon
completion of these transactions, the effective ownership structure of SI Telecom on a fully diluted
basis was identical with the ownership of SI. Both SI and SI Telecom were owned in majority by SI
LLC.

In October 2002, SI Telecom was merged back into SI, (the SI Telecom Merger) such that SI
Telecom became a wholly owned subsidiary of SI. The SI Telecom junior participating preferred stock
and SI Telecom common shares held by minority shareholders were exchanged for SI shares based on a
ratio of 0.005 SI common shares for each share of SI Telecom common stock.

Because these transactions were consummated between entities under common control, the
consolidated financial statements and the associated notes herein are based upon the historical cost of
SI Telecom and SI and the corporate structure subsequent to the SI Telecom Merger as if that merger
had occurred as of December 30, 2000 and been effective during fiscal year 2001 and thereafter.
Therefore, the accounts of SI Telecom are presented in these consolidated financial statements and
associated notes herein as if it had been a subsidiary of the Company during 2001 and thereafter. Since
the separation of SI Telecom did not occur until fiscal year 2001, the operations included in these
financial statements prior to fiscal year 2001 is comparable to the corporate structure presented herein
in fiscal year 2001.

Since November 12, 2002, our common stock has been publicly traded on the Nasdaq National
Market under the symbol “SINT”. The successful completion of the initial public offering in November
of 2002 raised $47.1 million (after offering costs) in equity capital through the sale of 3,850,000 shares
of common stock.

2. Summary of significant accounting policies:

Principles of consolidation

The accompanying consolidated financial statements include the accounts of the Company and its
wholly and majority-owned subsidiaries. Equity interests in subsidiaries that are not owned by SI are
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classified as minority interests (see Note 13). All significant intercompany transactions and accounts
have been eliminated in consolidation.

Use of estimates

The preparation of financial statements in conformity with accounting principles generally accepted
in the United States requires management to make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the
financial statements and the reported amounts of revenues and expenses during the reporting period.
Actual results could differ from those estimates.

Reporting periods

The Company’s fiscal year ends on the Saturday nearest to December 31. All fiscal years presented
include 52 weeks. The Company’s quarters end on the Saturday nearest to the applicable quarterly
month-end.

Cash and cash eguivaients

The Company considers all investments with maturities of three months or less at the date of
purchase to be cash equivalents.

The balance of checks the Company has written, but have not yet been presented to the bank for
payment of $1.4 million and $2.2 million at December 29, 2001 and December 28, 2002 have been
classified in other current liabilities in the accompanying consolidated balance sheets.

Revenue recognition

The Company recognizes revenue under its government contracts when a contract has been
executed, the contract price is fixed and determinable, delivery of services or products has occurred,
and collectibility of the contract price is considered probable and can be reasonably estimated. Revenue
is earned under cost reimbursable, time and materials and fixed price contracts. Direct contract costs
are expensed as incurred.

Under cost reimbursable contracts, the Company is reimbursed for allowable costs, and paid a fee,
which may be fixed or performance-based. Revenues on cost reimbursable contracts are recognized as
costs are incurred plus an estimate of applicable fees earned. The Company considers fixed fees under
cost reimbursable contracts to be earned in proportion of the allowable costs incurred in performance
of the contract. For cost reimbursable contracts that include performance based fee incentives, the
Company recognizes the relevant portion of the expected fee to be awarded by the customer at the
time such fee can be reasonably estimated, based on factors such as the Company’s prior award
experience and communications with the customer regarding performance.

Revenue on time and materials contracts are recognized based on direct labor hours expended at
contract billing rates and adding other billable direct costs.

Fixed price contracts may include either a product delivery or specific service performance
throughout a period. Revenue on fixed price contracts that provide for the Company tc render services
throughout a period is recognized as earned according to contract terms as the service is provided. For
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fixed price contracts that provide for the delivery of a specific product with related customer
acceptance provisions, revenues and associated contract costs are recognized upon product delivery and
customer acceptance.

The Company’s contracts with agencies of the government are subject to periodic funding by the
respective contracting agency. Funding for a contract may be provided in full at inception of the
contract or ratably throughout the contract as the services are provided. In evaluating the probability of
funding for purposes of assessing collectibility of the contract price, the Company considers its previous
experiences with its customers, communications with its customers regarding funding status, and the
Company’s knowledge of available funding for the contract or program. If funding is not assessed as
probable, revenue recognition is deferred until realization is deemed probable.

Contract revenue recognition inherently involves estimation, including the contemplated level of
effort to accomplish the tasks under contract, the cost of the effort, and an ongoing assessment of
progress toward completing the contract. From time to time, as part of the normal management
processes, facts develop that require revisions to estimated total costs or revenues expected. The
cumulative impact of any revisions to estimates and the full impact of anticipated losses on any type of
contract are recognized in the period in which they become known.

The allowability of certain costs under government contracts is subject to audit by the government.
Certain indirect costs are charged to contracts using provisional or estimated indirect rates, which are
subject to later revision based on government audits of those costs. Management is of the opinion that
costs subsequently disallowed, if any, would not be significant.

Significant customers

Revenue generated from contracts with the federal government or prime contractors doing
business with the federal government accounted for a significant percent of revenues in the fiscal years
2000, 2001, and 2002.

Percent of revenues

Fiscal year
2009 2001 2002

Department of Defense . . .. ....... ... ... .. .. 398% 450% 49.0%

Federal civilian agencies . .......... ... .t 474 434 439

Commercial entities .. ............c. i i i 128 116 7.1
Total TEVENUE . .. ..o 100.0% 100.0% 100.0%

We have only one contract that generated more than 10% of our revenue for fiscal year 2001 or
2000. For the fiscal year ended December 28, 2002, we had two contracts that generated more than
10% of our revenue. For the fiscal year 2002, fiscal 2001 and fiscal 2000, revenue from our C4I2SR
contract with the U.S. Air Force Space Command represented approximately 23%, 19% and 11%,
respectively, of total revenue. Our National Visa Center contract with the Department of State
represented approximately 11% of total revenue for the fiscal year ended December 28, 2002.




Credit risk

The Company’s assets that are exposed tc credit risk consist primarily of cash and cash equivalents
and accounts receivable. Accounts receivable consist primarily of billed and unbilled amounts, including
indirect cost rate variances, due from varicus agencies of the federal government or prime contractors
doing business with the federal government, and other commercial customers. The Company historicaliy

has not experienced significant losses related to accounts receivable and therefore, believes that credit
risk related to accounts receivable is minimal. The Company maintains cash balances that may at times
exceed federally insured limits. The Company maintains this cash at high-credit quality institutions and,
as a result, believes credit risk related to its cash is minimal.

Property and eguipmemnt

Property and equipment are stated at cost, net of accumulated depreciation and amortization,
Depreciation and amortization are computed generally using a straight-line method over the estimated
useful lives of the related assets, as follows:

Software, computers and equipment 3-5 years

Furniture and fixtures 5-7 years

Leasehold improvements Shorter of its estimated useful life or term of
the lease

Deferred finamcing costs

Costs incurred in raising debt are deferred and amortized as interest expense over the term of the
related debt using the effective interest method. These deferred costs are reflected as a component of
other assets in the accompanying consolidated balance sheets. The deferred financing costs consist of
the following (in thousands):

December 29, December 28,

2001 2002
Deferred loan costs .. ... vii i $1,069 $1,093
Accumulated amortization. . . ..... ... .. ... (306) (42)
$ 763 $1,051

During 2002, the Company wrote off approximately $886,000 of deferred loan costs and debt
discounts related to its credit facility, which was paid off in 2002. The after tax effect of this $532,000
($0.15 per diluted common share) was charged to 2002 income as an extraordinary item—early
extinguishment of debt. Amortization of deferred financing costs was $134,000, $172,000 and $197,000
in fiscal years 2000, 2001, and 2002, respectively.

Impairment of long-lived assets

Long-lived assets, including property and equipment, are reviewed for impairment whenever events
or changes in circumstances indicate that the carrying amount should be addressed pursuant to
Statement of Financial Accounting Standards (SFAS) No. 144, “Accounting for the Impairment or
Disposal of Long-Lived Assets and for Long-Lived Assets.” Pursuant to SFAS No. 144, impairment is
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determined by comparing the carrying value of these long-lived assets to an estimate of the future
undiscounted cash flows expected to result from the use of the assets and eventual disposition. In the
event an impairment exists, a loss is recognized based on the amount by which the carrying value
exceeds the fair value of the asset, which is generally determined by using quoted market prices or
valuation techniques such as the discounted present value of expected future cash flows, appraisals, or
other pricing models as appropriate. The Company believes that no such impairment existed in
December 29, 2001 and December 28, 2002. In the event that there are changes in the planned use of
the Company’s long-term assets or its expected future undiscounted cash flows are reduced
significantly, the Company’s assessment of its ability to recover the carrying value of these assets would
change.

Deferred revenue

At the end of fiscal years 2001 and 2002, SI Telecom received advance payments of approximately
$451,000 and $1,074,000, respectively, from a customer to purchase equipment to be used in a contract.
The advances are reflected as deferred revenue as of December 29, 2001 and December 28, 2002 in the
accompanying consolidated balance sheets.

Fair value of financial instruments

The Company’s financial instruments consist primarily of cash and cash equivalents, accounts
receivable, accounts payable, credit facilities, and long-term debt. In management’s opinion, the
carrying amounts of these financial instruments approximate their fair values at December 29, 2001 and
December 28, 2002.

Stock-based compensation

In December 2002, the FASB issued SFAS No. 148, “Accounting for Stock-Based Compensation—
Transition and Disclosure—an amendment of SFAS 123.” This statement amends SFAS No. 123,
“Accounting for Stock-Based Compensation,” to provide alternative methods of transition for a
voluntary charge to the fair value based method of accounting for stock-based employee compensation.
In addition, this statement amends the disclosure requirements of SFAS No. 123 to require prominent
disclosures in both annual and interim financial statements about the method of accounting for stock-
based employee compensation and the effect of the method used on reported results. The Company
has chosen to continue to account for stock-based compensation using the intrinsic value method
prescribed in APB Opinion No. 25 and related interpretations. Accordingly, compensation expense for
stock options is measured as the excess, if any, of the fair market value of the Company’s stock at the
date of the grant over the exercise price of the related option. The Company has adopted the annual
disclosure provisions of SFAS No. 148 in its financial reports for the year ended December 31, 2002
and will adopt the interim disclosure provisions for its financial reports for the quarter ended
March 29, 2003.
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Had compensation costs for the Company’s stock options been determined based on SFAS
No. 123, “Accounting for Stock-Based Compensation,” the Company’s net income and earnings per
share would have been as follows (in thousands, except per share amounts):

Fiscal Year
2000 2001 2002

Net income (loss)—as reported $ (746) $ (729) $2483
Add: Total stock-based employee compensation expense as
reported under intrinsic value method (APB No. 25) for all

12 139

Deduct: Total stock-based compensation expense determined
under fair value based method (SFAS No. 123) for all awards . (166) (263) (480)

Net income (loss)—Pro forma (912) (980) 2,142
Dividends on redeemable cumulative preferred stock (1,505) (2,052 (1,954)

Net income (loss) attributable to common stockholders—Pro

fOrmMa. . oot e $(2,417) $(3,032) $ 188
Basic earnings (loss) per share—as reported . .............. $ (6.86) $ (1.06) $ C.16
Diluted earnings (loss) per share—as reported . . . . .......... $ (6.86) $ (1.06) $ (0.03)
Basic earnings (loss) per share—Pro forma ................ $ (6.92) $ (1.15) $ 0.06
Diluted earnings (loss) per share—Pro forma .............. $ (6.92) $ (1.15) $ (0.13)

The fair value of each option is estimated on the date of grant using the Black-Scholes option-
pricing model with the following assumptions used for grants during the fiscal years ended
December 30, 2000, December 29, 2001 and December 28, 2002:

Fiscal Year

2000 2001 2002
Risk-free interestrate .. ....................... 6% 4% 4%
Expected life ofoptions . . . ............. . ... ... 7 years 7 years 7 years
Expected stock price volatility ................... 50%  133% 70%
Expected dividend yield . ... .................... 0% 0% 0%

Income taxes

Income taxes are accounted for using an asset and liability approach that requires the recognition
of taxes payable or refundable for the current year and deferred tax liabilities and assets for the future
tax consequences of events that have been recognized in the Company’s financial statements or tax
returns. The measurement of current and deferred tax liabilities and assets are based on provisions of
the enacted tax law; the effects of future changes in tax laws or rates are not considered. The
measurement of deferred tax assets is reduced, if necessary, by the amount of any tax benefits that,
based on available evidence, are not expected to be realized.




Earnings (loss) per share

The Company has applied SFAS No. 128, “Earnings Per Share,” for all fiscal years presented in
these consolidated financial statements. SFAS No. 128 requires disclosure of basic and diluted earnings
per share (EPS). Basic EPS is computed by dividing reported earnings available to common
stockholders by the weighted average number of shares outstanding without consideration of common
stock equivalents or other potentially dilutive securities. Diluted EPS gives effect to common stock
equivalents and other potentially dilutive securities outstanding during the period. Redeemable
cumulative preferred stock is excluded from diluted earnings per share as it is not convertible into
common stock.

Options and warrants to purchase 303,318 and 290,536 shares of common stock that were
outstanding at December 30, 2000, December 29, 2001, respectively, were not included in the
computation of diluted loss per share as their effect, by their terms, would be anti-dilutive.

The following details the computation of net income (loss) per common share:

Fiscal Year

2000 2001 2002

Income (loss) before extraordinary item ......... e $ (746) $ (729) $3,015
Less: Dividends on redeemable cumulative preferred stock ... .. 1,505 2,052 1,954
Income (loss) before extraordinary item attributable to common

stockholders—Basic . . ....... .. .. ... e (2,251) (2,781) 1,061
Diluted effect of change in value of put warrants . ........... — — 640
Income (loss) before extraordinary item attributable to common

stockholders—Diluted . .......... ... ... . ... . ... ... (2,251)  (2,781) 421
Extraordinary loss—early extinguishment of debt............. — —_ 532
Net loss attributable to common stockholders—Diluted . .. .. ... $(2,251) $(2,781) $ (111)
Weighted average share calculation:
Basic weighted average share outstanding . ................. 2,626 2,631 3,382
Treasury stock effect of stock options .. ................... — — 40
Treasury stock effect of put warrants . ................. ... — — 94
Diluted weighted average shares outstanding. . . ............. 2,626 2,631 3,516

Segment reporting

SFAS No. 131, “Disclosure about Segments of an Enterprise and Related Information,” establishes
standards for the way that public business enterprises report information about operating segments in
annual financial statements and requires that these enterprises report selected information about
operating segments in interim financial reports. SFAS No. 131 also establishes standards for related
disclosures about products and services, geographic areas and major customers. Management has
concluded that the Company operates in one segment based upon the information used by
management in evaluating the performance of its business and allocating resources and capital.
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Reclassifications

Certain prior year balances have been reclassified to conform to the presentation of the current
year.

New accounting pronouncements

In June 2001, the FASB issued SFAS No. 141, “Business Combinations” and SFAS No. 142,
“Goodwill and Other Intangible Assets.” SFAS No. 141 requires business combinations initiated after
June 30, 2001, to be accounted for using the purchase method of accounting, and broadens the criteria
for recording intangible assets separate from goodwill. Recorded goodwill and intangibles were
evaluated against these new criteria and resulted in certain intangibles being reclassified into goodwill.

SFAS No. 142 requires the use of the non-amortization approach to account for purchased
goodwill and certain related intangibles. Under the non-amortization approach, goodwill and certain
related intangibles will not be amortized into results of operations, but instead will be reviewed for
impairment and written down and charged to results of operations only in the periods in which the
recorded value of goodwill and certain related intangibles exceeds its fair value.

The Company adopted each statement in its 2002 fiscal year. The adoption of these accounting
standards has resulted in a reclassification of the previously identified intangible asset, assembled
workforce into goodwill and the cessation of goodwill amortization at the beginning of fiscal year 2002.
The carrying value of assembled workforce and goodwill was $4.9 million and $34.9 million,
respectively, as of December 29, 2001. Amortization related to goodwill and assembled workforce was
approximately $3.6 million in fiscal year 2001. SFAS No. 142 requires a two-step approach in assessing
goodwill for impairment and then measuring impairment, if it exists. The Company completed the first
step in the determination of whether an impairment exists during the quarter ended June 29, 2002. In
addition, the Company completed its annual impairment test as of September 28, 2002. This analysis
indicated that no impairment of goodwill exists; however, future impairment reviews may result in the
recognition of such impairment.
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The Company adopted SFAS No. 142 on December 30, 2001. A reconciliation of previously
reported net income (loss) and earnings (loss) per share with the amounts adjusted for the exclusion of
goodwill and assembled workforce amortization net of related income tax effect follows (in thousands):

Fiscal year ’
2000 2001 2002

Reported net income (loss) attributable to common stockholders . $(2,251) $(2,781) § 529
Goodwill and assembled workforce amortization, net of tax
benefit. . ... ... . . e 2,265 2,595 —

Adjusted net income (loss) attributable to common stockholders . $ 14 § (186) $ 529

Earnings (loss) per common share:

Reported basic earnings (loss) per common share . ........... $ (0.86) $ (1.06) $ 0.16
Effect of goodwill and assembled workforce amortization . . . . . .. 0.86 0.99 —
Adjusted basic earnings (loss) per common share ............ $ — $(0.07) $0.16
Reported diluted earnings (loss) per common share . .......... $ (0.86) $ (1.06) $(0.03)
Goodwill and assembled workforce amortization per common

share . .. .. . 0.86 0.99 —
Adjusted diluted earnings (loss) per common share ........... $ — $(0.07) $(0.03)

In April 2002, the FASB issued SFAS No. 145, “Rescission of FASB 4, 44, and 64, Amendment of
FASB Statement No. 13 and Technical Corrections.” Among other things, SFAS No. 145 rescinds SFAS
No. 4, “Reporting Gains and Losses from Extinguishment of Debt”. Through this rescission, SFAS
No. 145 eliminates the requirement that gains and losses from the extinguishment of debt be
aggregated and, if material, classified as an extraordinary item, net of the related income tax effect.
Generally, SFAS No. 145 is effective for fiscal years beginning after May 15, 2002. Upon adoption of
SFAS No. 145 for its 2003 fiscal year, the Company will reclassify its 2002 extraordinary loss to be
included within income from operations when the financial statements for the period in which the
extinguishment of debt occurred are reissued.

3. Acquisitions:

On March 9, 2000, the Company purchased all of the outstanding common stock of SI
International Engineering, Inc., formerly System Technology Associates, Inc. (SI Engineering), for
consideration of approximately $33.0 million in cash and $4.8 million in subordinated notes in a
transaction accounted for as a purchase. The subordinated notes bear interest at the prime rate plus
2 percent with $3.8 million due in March 2001, subject to collection of certain accounts receivable, and
$1.0 million due in March 2002. Approximately $4.3 million of the notes were repaid at maturity in
March 2001 and 2002 and payments of approximately $480,000 of these notes had been withheld by the
Company as of December 28, 2002 since certain accounts receivable have not been fully collected.
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4, Accounts receivable:

Accounts receivable consists of the following (in thousands):

December 29, 2001  December 28, 2002

Billed accounts receivable $15,670 $18,377
Unbilled accounts receivable:
Currently billable 11,301 11,926
Unbilled retainages and milestones payments expected
to be billed within the next 12 months 3,545 2,054
Indirect costs incurred and charged to cost-plus
contracts in excess of provisional billing rates (see
Note 10) 1,030 640

Total unbilled accounts receivable 15,876 14,620
Allowance for doubtful accounts (630) (1,096)

Accounts receivable, net $30,916 $31,901

The currently billable amounts included as unbilled accounts receivable as of December 28, 2002
represent amounts, which are billed during the first quarter of the subsequent year. They are billings
for services rendered prior to year-end, which are billed once necessary billing data has been collected
and an invoice produced.

Long-term unbilled accounts receivable of approximately $1.2 million and $400,000 as of,
December 29, 2001 and December 28, 2002, respectively, are included in other assets in the
accompanying consolidated balance sheets.

5. Property and equipment:

Property and equipment consist of the following (in thousands):

December 29, 2001  December 28, 2002

Computers and equipment . ................ $4,873 $5,620
Software . ... . . . . e 1,370 1,810
Furniture and fixtures. . . .. ................ 956 1,216
Leasehold improvements .................. 486 692
7,685 9,338

Less—Accumulated depreciation and
amortization . . .. ... e (2,807) (4,796)
$4,878 $4,542

Property and equipment includes assets financed under capital lease obligations of approximately
$379,000 and $272,000, net of accumulated depreciation, as of December 29, 2001 and December 28,
2002, respectively.

Depreciation expense of approximately $992,000, $1.7 million and $2.0 million was recorded in
fiscal years 2000, 2001 and 2002, respectively.
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6. Goodwill and assembled workforce:

Intangible assets consist of the following (in thousands):

Assembled workforce .. ... ... .. ..
Goodwill . . ...... .. ... . .. .

Accumulated amortization ................

Goodwill and assembled work force, net ......

December 29, 20601 December 28, 2002

$ 8,230 $  —
38,790 47,020
47,020 47,020
(7,191) (7,191)
$39,829 $39,829

Amortization expense of approximately $3.1 million, $3.6 million and $0 was recorded in fiscal

years 2000, 2001, and 2002, respectively.

7. Accounts payable and accrued expenses:

Accounts payable and accrued expenses consists of the following (in thousands):

Accounts payable . . . .......... . ... .. ...
Accrued compensation and benefits .........
Accrued interest ............ ... ... .....
Other accrued liabilities .. ................

Accounts payable and accrued expenses . .....

8. Income taxes:

December 29, 2001  December 28, 2002

$ 5,255 $ 6,660
3,846 5,216
495 45
2,342 791
$11,938 $12,712

The Company accounts for income taxes in accordance with SFAS No. 109, “Accounting for
Income Taxes,” which requires recognition of deferred tax assets and liabilities for the expected future
tax consequences of events that have been included in the financial statements or income tax returns.
Under this method, deferred tax assets and liabilities are determined based on the differences between
the financial statement and the tax basis of assets and liabilities using enacted tax rates for the year in

which the differences are expected to reverse.
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The tax effect of significant temporary differences, which comprise the deferred tax assets and
liabilities, are as follows (in thousands):

December 29, December 28,
2001 2002

Deferred tax assets (liabilities):

Net operating loss $ 292
Intangible assets (126) (784)
Accrued vacation ‘ 412 749
Allowance for doubtful accounts 9 438
Start-up and organizational costs 103
Unbilled revenue (996) (514}
Depreciation and amortization 25 (307)

154 _ 193

Net deferred tax asset (liability) $(389) $ 170

SI Telecom has approximately $731,000 in net operating loss carryforwards, which will expire in
2021. These losses can only be used to offset income generated by SI Telecom.

The provision for income taxes consists of the following for the fiscal years (in thousands):

Fiscal year
2000 2001 2002

Current provision:
Federal ...t e e $ — $730 81,386

State . ... e e 316 408 245
Deferred provision (benefit):

Federal ... ....ovint i (66) (367) 147

SEALE v vttt e 174 (114) 16
Provision for income taxes . ........ it $424 $ 657 $1,794

A reconciliation of taxes at the Federal statutory income tax rate to the provision for income taxes
is as follows (in thousands):

2000 2001 2002

Taxes at the Federal statutory income taxrate . ................. $(109) $(25) $1,635
State income taxes, net of Federal benefit..................... 323 194 172
Change in fair value of put warrants . . . . ... ... v 90 426 (217)
Amortization of non-deductible goodwill . . .. .................. 122 134 —
Other, Det . . o oo e e e e (2 (72) 204
Provision for income taxes . ...ttt $ 424 $657 $1,794
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9, Debt:

Debt consists of the following (in thousands):

Credit facilities:

Line of credit at December 29, 2001, bears interest at the London
Inter Bank Offered Rate (LIBOR) plus 3.25 percent (5.1
percent at December 29, 2001).. ... ...... ... ... .. ...

Line of credit at December 28, 2002, bears interest at LIBOR plus
200 to 275 base points or a specified base rate plus 100 to 175
base points, interest due monthly, principal due November 15,
2005, . . e e e e e
Tranche A senior note, bears interest at LIBOR plus 3.5

percent (5.4 percent at December 29, 2001), interest due
monthly, principal due March 9,2006 . ................
Tranche B subordinated note, bears interest at LIBOR plus 5.5
percent (7.4 percent at December 29, 2001), interest due
monthly, principal due March 9,2007 . ................
Discount on Tranche B subordinated note (see Note 11). ... ..

Borrowings from stockholders:

Note payable to Frontenac Company, bears interest at 8.5
percent, compounded annually, interest and principal due
March 31,2007 . ... ... e

Note payable to SI LL.C,, bears interest at 8.5 percent,
compounded annually, interest and principal due March 31,
2007 e e

Notes payable:

Indemnification note payable, bears interest at the prime rate
plus 2 percent (6.75 percent at December 29, 2001), interest
due quarterly, principal due March 10,2001 ............

Deferred payment note, bears interest at the prime rate plus 2
percent (6.75 percent at December 29, 2001), interest due
quarterly, principal due March 10,2002 ...............

Total debt . .. oo e e e e

December 29, 2001

December 28, 2002

$ 14,210

14,875

T

1

480

48
48

[

|

w2
[a=]

The Company’s bank credit facility prior to the completion of the Offering, consisted of an

$18.0 million revolving line of credit, $17.0 million of senior loans and $5.0 million of subordinated
loans. Borrowings under the revolving credit facility bore interest at a floating rate equal to the London
Interbank Offered Rate, or LIBOR, plus 3.25% and matured in 2006 or, if earlier, the date on which

the senior loans under the facility were paid in full. The senior loans bore interest at a floating rate
equal to LIBOR plus 3.5% and matured in 2006. The subordinated loans bore interest at a floating
rate equal to LIBOR plus 5.5% and matured in 2007. At December 28, 2002, the Company had paid
off all outstanding balances of this credit facility with proceeds from the Offering.

The new credit facility consists of $35.0 million secured revolving credit arrangement with
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Any borrowings under the new credit facility will become due and payable, and the new credit
facility will terminate, approximately three years after entering into that credit facility, except that the
Company will have the right, subject to specified terms and conditions, to extend the maturity of the
credit facility for one year. The new credit facility permits the Company, subject to compliance with
financial and nonfinancial covenants and customary conditions, to make up to $35.0 million of revolving
credit borrowings and also provides for the issuance of letters of credit, although the amount of
available revolving credit borrowings will be reduced by the amount of any ocutstanding letters of credit
issued under the facility. Borrowings outstanding under the facility, bear interest either at floating rates
equal to LIBOR plus a spread ranging from 200 to 275 basis points or a specified base rate plus a
spread ranging from 100 to 175 basis points, with the exact spread determined upon the basis of the
ratio of outstanding indebtedness to earnings before interest, taxes, and depreciation and amortization
expense, as defined in the new credit facility.

The Company and each of its existing and future subsidiaries are jointly and severally liable with
respect to the payment of all borrowings and other amounts due and performance of all obligations
under the new credit facility. The new credit facility is secured by a pledge of substantially all of the -
current and future tangible and intangible assets, as well as those of current and future subsidiaries,
including accounts receivable, inventory and capital stock of existing and future subsidiaries. The new
credit facility requires the Company to make mandatory prepayments of outstanding borrowings, with a
corresponding reduction in the maximum amount of borrowings available under the facility, with net
proceeds from certain insurance recoveries and asset sales, and with 100% of the net proceeds from
debt issuances, and with 50% of the net proceeds from certain equity issuances subject to specified
exceptions. The new credit facility includes a number of restrictive covenants including, among other
things, limitations on leverage and capital expenditures, limitations on the Company’s ability to incur
additional indebtedness or liens, requirements that the Company maintain minimum ratios of cash flow
to fixed charges and of cash flow to interest, prohibitions on payment of dividends on the Company’s
capital stock, limitations on the Company’s ability to enter into mergers, acquisitions or sales of the
Company’s assets, and prohibitions on certain transactions among subsidiaries and affiliated companies.
The new credit facility contains events of default, including, among other events, any transaction
resulting in a new stockholder or group of stockholders acquiring control of the Company’s board of
directors or ownership of greater than 40% of the Company’s outstanding capitai stock, any material
default by the Company under any material government contract to which the Company is a party, the
suspension of the Company’s ability to enter into contracts with the federal, state or local governments
generally, or the loss by the Company of any material customer.

Borrowings from stockholders

In March 2001, the Company received funding from certain members of SI L.L.C., the majority
owner of the Company, and Frontenac Company, the majority owner of SI L.L.C,, in the form of notes
payable. The total proceeds from the notes were $5.0 million. The notes bore interest at 8.5 percent
per annum, compounded annually, and matured in March 2007. Principal and interest were due at
maturity. In September 2002, the Company entered into a note agreement with SI L.L.C. for
$4.3 million. Of this amount, $0.8 million matured in September 2008 and the remaining $3.5 million
matured in October 2008. The $4.3 million notes bear interest at 8.5 percent per annum, compounded
annually. Principal and interest were due at maturity. In connection with the initial public offering, the

F-20




Company used the net proceeds from the offering to repay all amounts outstanding on the borrowings
from stockholders.

10. Commitments and contingencies:
Leases

As of December 28, 2002, the Company has noncancelable operating leases, primarily for real
estate that expire over the next six years. Rental expense during fiscal year 2000, 2001 and 2002 was
approximately $3.3 million, $3.7 million and $4.5 million, respectively.

Future minimum lease payments under noncancelable operating and capital leases as of
December 28, 2002 are as follows (in thousands):

Fiscal year Capital  Operating
2003 . L $104  $ 4,332
2004 . 104 4,481
2005 . L — -4,309
2006 . o e — 3,575
2007 . — 3,615
Thereafter ... ... . — 18,240
Total minimum lease payments . ............. ... ... .. . . ..., 208 $38,552
Less—Interest element of payment ............. .. ... .. ... ...... (30)
Present value of future minimum lease payments ................... 178
Current POrtion . ... ... e 94

$ 84

Contract cost audits

Payments to the Company on government cost reimbursable contracts are based on provisional, or
estimated indirect rates, which are subject to audit on an annual basis by the Defense Contract Audit
Agency {DCAA). The cost audits result in the negotiation and determination of the final indirect cost
rates that the Company may use for the period(s) audited. The final rates, if different from the
provisional rates, may create an additional receivable or liability for the Company. The Company’s
revenue recognition policy calls for revenue recognized on all cost reimbursable government contracts
to be recorded at actual rates unless collectibility is not reasonably assured. To the extent the indirect
rate differential creates a liability for the Company, the differential is recognized as a reduction to
revenue when identified.

Litigation and claims

On March 1, 2002, the Company filed a demand for arbitration with the American Arbitration
Association seeking to arbitrate a dispute with one of its former employees, regarding the valuation of
units purchased by the former employee in SI International, L.L.C,, its principal stockholder. On
March 25, 2002, the former employee filed a complaint in Delaware Chancery Court against the
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Company, SI International, L.L.C., Ray J. Oleson, Chief Executive Officer, Frontenac VII Limited
Partnership, and Frontenac Masters VII Limited Partnership, seeking to enjoin the demand for
arbitration on the grounds that the dispute in question is not subject to arbitration. The complaint was
dismissed on June 24, 2002. In July 2002, the former employee filed his counterclaims in the

arbitration. This litigation was resolved and fully settled with no cost to the Company by virtue of a
settlement and release executed in November 2002.

In November 2001, a lawsuit was filed in the District Court of Dallas County, Texas, naming
System Technology Associates, Inc. (now SI Engineering), one of the acquired businesses, as a
defendant. The claims arose out of an alleged breach of certain confidentiality and non-disclosure
provisions of a contract to analyze two oil and gas fields by an STA employee. The suit charged STA
with breach of contract, violation of the Texas Deceptive Trade Practices Act, conspiracy to defraud and
fraud. In June 2002, the Company entered into a mutual release, compromise and settlement
agreement with the plaintiff, filed in the District Court of Dallas County, Texas. The Company paid the
plaintiff the settlement amount upon execution of the agreement in exchange for a full release of ali
claims against SI Engineering by the plaintiff and a dismissal of SI Engineering from the lawsuit in
July 2002.

The Company is a party to other litigation and legal proceedings that management believes to be a
part of the ordinary course of its business. The Company may become involved in other legal and
governmental, administrative or contractual proceedings in the future. While the Company cannot
predict the ultimate outcome of these matters, the Company currently believes, based upon information
available to us as of the date of this filing, that any ultimate liability arising out of these proceedings
will not have a material adverse effect on our financial position or results of operations. '

11. Put warramnts:

On March 9, 2000, the Company issued warrants to purchase 99,166 shares of Non-Voting
Common Stock to a lender (Warrants) in conjunction with the Tranche B subordinated note of the
2000 Credit Agreement discussed in Note 9. The Warrants expire on March 9, 2010. The holder of the
Warrants had a right to demand mandatory redemption of the Warrants for cash pursuant to certain
terms provided for in the Warrant Agreement at a redemption price based on fair market value, as
defined in the Warrant Agreement.

At any time and from time to time prior to the completion of a qualifying initial public offering, as
defined in the Warrant Agreement, but after March 9, 2006, the Company has the right to redeem for
cash all of the outstanding warrants at an optional redemption price, as defined in the Warrant
Agreement.

In accordance with Emerging Issues Task Force (EITF) Issue 00-19, “Accounting for Derivative
Financial Instruments Indexed to, and Potentially Settled in, a Company’s Own Stock,” the Company
classified the Warrants as a liability due to the cash redemption (put) feature. At issuance and at each
reporting date, the Warrants were marked to their then current fair value with changes in fair value
reflected in earnings. At issuance, the Warrants were valued using a fair value option-pricing model
with the following assumptions: no dividends, an expected life of 60 months, the period from the
issuance to the earliest redemption date, a risk free interest rate of 6.6 percent and volatility of
50 percent. At December 30, 2000 the following assumptions were used to value the Warrants: no
dividends, an expected life of 50 months, the period from December 30, 2000 to the earliest
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redemption date, a risk free interest rate of 6.0 percent and volatility of 50 percent. The change in the
fair value of the Warrants at December 30, 2000 of approximately $265,000 was charged to earnings in
fiscal year 2000 and reflected as change in fair value of put warrants in the accompanying consolidated
statements of operations. At December 29, 2001, the Company measured the fair value of the Warrants
using the following assumptions: no dividends, an expected life of 38 months, the period from
December 29, 2001 to the earliest redemption date, a risk free interest rate of 4.4 percent and volatility
of 133 percent. The change in the fair value of the Warrants at December 29, 2001 of approximately
$1.3 million was charged to earnings in fiscal years 2001 and 2002. In connection with the initial public
offering, the Company redeemed according to its terms 91,343 shares of the outstanding warrants with
cash of $1.4 million and converted the remaining 7,555 shares of outstanding warrants to common
stock. A credit to earnings of $0.6 million in fiscal year 2002 was recorded to reflect the settlement of
the Warrants.

12. Redéemabie preferred stock:

The Company had redeemable preferred stock that is nonconvertible and nonvoting. The preferred
stock was redeemable in the event of an initial public offering upon written request of a majority of the
holders and also upon a change of control, as defined. The redemption price was $1,000 per share plus
any accumulated and unpaid dividends.

The preferred stock accrued dividends daily at 8.5 percent per annum, calculated based on its
liquidation value of $1,000 per share, plus accumulated and unpaid dividends. Preferred dividends in
2000, 2001 and 2002 were approximately $1.5 million, $2.1 million, and $2.0 million, respectively, and
have been reflected as an addition to the redemption balance of the preferred stock.

Immediately prior to its initial public offering, the Company exchanged in full its 21,372 shares of
the outstanding preferred stock for 1,938,119 shares of common stock.

13. Stockhelders’ equity:
Change in authorized shares

On March 9, 2000, the Company amended its Certificate of Incorporation to increase authorized
shares of redeemable preferred stock to 35,000 shares, to increase authorized shares of common stock
to 3,775,212 shares and to authorize 53,932 shares of convertible Class B common stock, par value
$0.01 per share (the Non-Voting Common Stock). On June 19, 2002, the Company amended its
Certificate of Incorporation to increase authorized shares of common stock to 110,000,000 and to
increase authorized shares of Class B common stock to 2,000,000. On November 13, 2002, the
Company amended its Certificate of Incorporation to decrease authorized shares of common stock to
50,000,000 and to increase authorized shares of redeemable preferred stock to 10,000,000.

Common stock

In November 2002, the Company completed its initial public offering. The Company issued
3,850,000 shares of common stock for total net proceeds of approximately $47.1 million. Immediately
prior to the initial public offering, the Company completed a series of transactions related to common
stock. First, the Company exchanged all of its outstanding preferred stock for 1,938,119 shares of
common stock. Second, it exchanged SI Telecom junior participating preferred, which was classified in
the accompanying balance sheet as minority interest for 12,034 shares of SI common stock. Third, it
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exchanged SI Telecom voting common stock held by minority shareholders for 316 shares of SI
common stock. Finally, it converted a portion of its put warrants to 7,410 shares of common stock.

Minority interests in SI Telecom

In fiscal 2001, SI Telecom issued 44,627 shares of the junior participating preferred stock (the
Junior Preferred) and 1,080,000 shares of SI Telecom voting common stock to SI L.L.C. Amounts
related to these instruments are classified as minority interests in the accompanying consolidated
balance sheets and statements of operations. Prior to the completion of the initial public offering,
44,627 shares of the junior participating preferred stock were exchanged according to its terms to
44,627,445 shares of SI Telecom voting common stock which were exchanged to 12,034 shares of SI
common stock, and 1.1 million shares of SI Telecom voting common stock were exchanged to 316
shares of SI common stock.

Stock option plan

In December 1998, the Company adopted the 1998 Stock Option Plan to grant stock options to
directors, consultants, executives, and other key employees of the Company. The Company may grant
stock options to purchase up to 222,727 shares of its common stock under this plan.

In January 2001, the Company adopted the 2001 Nonqualified Stock Option Plan. Under the plan,
the Company may grant stock options to directors, consultants, executives and other key employees of
the Company and its affiliate to purchase its common stock. The Company may grant stock options to
purchase up to 35,056 shares of its common stock.

In March 2001, the Company adopted the 2001 Service Award Stock Option Plan to grant stock
options to purchase up to 16,179 shares of its common stock to its employees and employees of its
affiliates.

In May 2002, the Company adopted the 2002 Service Award Stock Option Plan to grant stock
options to purchase up to 1,700,000 shares of its common stock to its employees and employees of its
affiliates. In October 2002, the Company amended this amount to 1,600,000 shares of its common
stock.
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2001 stock option plan

The Company’s option activity is as follows:

Shares subject Shares Weighted-average

to options exercisable exercise price
Balance, January 1, 2000 ... . ... ... ... .. 109,227 $ 7.79
2000 grants . ..ot e e 112,987 9.27
2000 forfeitures . . .. ... ... .. (14,157) (9.27)
Balance, December 30,2000 . ....................... 208,057 8.53
Options exercisable at December 30,2000 .............. 87,114 7.49
2001 grants . ... ... 52,718 9.27
2001 forfeitures . . .. ... ... (65,500) (9.27)
Balance, December 29,2001 . ....................... 195,275 8.34
Options exercisable at December 29, 2001 .............. 145,398 5.80
Converted from SITEL . ... ... . . .. 1,001 556.26
2002 grants . ... 781,030 13.80
2002 forfeitures . . .. ... .. . (1,226) (10.76)
Balance, December 28,2002 . ......... ... ... 976,080 $ 13.27
Options exercisable at December 28,2002 . ... .......... 342,649 3.40

" The following table shows the number of options, the weighted average remaining life, and the
options exercisable for each exercise price of options outstanding at December 28, 2002.

Number of Exercise Weighted Average Options

Options Price Remaining Life Exercisable
1,001 556.26 3.98 444
3,587 21.32 6.41 393

734,323 14.00 5.04 8,976
2,000 12.34 6.90 33
2,500 12.02 6.89 42
2,000 12.00 6.89 33

208,719 9.27 4.65 313,932

21,950 1.58 3.04 18,796

These options vest 20 percent on each anniversary of the date of grant. Shares purchased under
stock options are restricted as to transfer and are generally subject to repurchase, at the election of the
Company, upon termination. The weighted-average remaining contractual life of the stock options
outstanding as of December 29, 2001 and December 28, 2002 was 5.2 years and 6.2 years, respectively.

During its fiscal year ended 2001 and continuing into the fiscal year ended 2002, the Company
issued options with exercise prices which were less than the fair value of SI’s common stock at the date
of option grant. Total deferred compensation related to these option grants was $142,000 for the fiscal
year ended December 29, 2001 and $518,000 for the fiscal year ended December 28, 2002. This
deferred compensation will be amortized to expense over the related option’s vesting period, which is
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generally five years. Such non-cash stock-based compensation expense totaled $12,000 in fiscal year
2001 and $139,000 during fiscal year 2002.

The weighted-average fair value of stock options granted in fiscal year 2000, 2001 and 2002 was
$3.05, $3.55 and $9.25, respectively.

14. Retirement plans:

SI has a defined contribution 401(k) Retirement/Savings Plan (the Plan) to provide retirement
benefits for all eligible employees of the Company. Employees are eligible to participate in the Plan
beginning on the first of the month following the start of employment and attainment of age 21. Under
the Plan, eligible employees may contribute from 1 percent to 15 percent of pre-tax compensation. The
Plan also allows after-tax contribution up to 5 percent of compensation. At its discretion, the Company
may make an annual matching contribution and an annual profit-sharing contribution. In fiscal year
2001, the Company merged its three defined contributions plans and transferred their assets into the
Plan. For both fiscal years 2001 and 2002, there was no profit-sharing contribution made to the Plan by
the Company. The Company’s matching contribution to the Plan for fiscal years 2000, 2001 and 2002
was approximately $1.4 million, $1.8 million and $0.9 million, respectively.
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SI International, Inc. and Subsidiaries
(See Note 1 to Consolidated Financial Statements)
Valuation and Qualifying Accounts
(In Thousands)

Balance at Charged to Acquired in
beginning of costs and business Balance at end
Description period expenses combinations Deductions of period

For the fiscal year ended December 30, 2000

Deducted from assets accounts:
Allowance for doubtful accounts . . ....... 100 — 400 — 500

For the fiscal year ended December 29, 2001
Deducted from assets accounts:
Allowance for doubtful accounts . . ....... 500 140 _— 10 630

For the fiscal year ended December 28, 2002
Deducted from assets accounts:
Allowance for doubtful accounts .. ....... 630 472 —_ 6 1,096
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