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PART I. FINANCIAL INFORMATION
Item 1. Financial Statements.
KRATOS DEFENSE & SECURITY SOLUTIONS, INC.
CONDENSED CONSOLIDATED BALANCE SHEETS
(in millions, except par value and number of shares)
(Unaudited)

April 1, 2018

December 31, 2017

Assets
Current assets:
Cash and cash equivalents

$

Restricted cash

127.8

$

130.5

0.4

0.4

Accounts receivable, net

57.7

74.2

Unbilled receivable, net

151.2

138.1

Inventoried costs

48.2

49.0

Prepaid expenses

6.8

11.1

Other current assets

12.9

9.5

Current assets of discontinued operations

52.1

58.6

457.1

471.4

Total current assets
Property, plant and equipment, net
Goodwill
Intangible assets, net
Other assets
Non-current assets of discontinued operations
Total assets

61.5

58.0

425.7

425.7

20.3

22.0

7.8

8.1

38.8

38.8

$

1,011.2

$

1,024.0

$

31.3

$

34.7

Liabilities and Stockholders’ Equity
Current liabilities:
Accounts payable
Accrued expenses

33.8

40.9

Accrued compensation

34.1

30.2

Accrued interest
Billings in excess of costs and earnings on uncompleted contracts
Other current liabilities
Current liabilities of discontinued operations
Total current liabilities
Long-term debt principal, net of current portion
Other long-term liabilities
Non-current liabilities of discontinued operations

6.6

1.7

38.2

42.8

7.8

9.4

23.2

29.2

175.0

188.9

293.6

293.5

24.2

24.1

5.9

6.0

498.7

512.5

Preferred stock, $0.001 par value, 5,000,000 shares authorized, 0 shares outstanding at April 1, 2018 and
December 31, 2017

—

—

Common stock, $0.001 par value, 195,000,000 shares authorized; 103,513,103 and 103,297,525 shares
issued and outstanding at April 1, 2018 and December 31, 2017, respectively

—

—

1,237.2

1,233.7

Total liabilities
Commitments and contingencies
Stockholders’ equity:

Additional paid-in capital
Accumulated other comprehensive loss
Accumulated deficit
Total stockholders’ equity

(1.5)

(1.4)

(723.2)

(720.8)

512.5

Total liabilities and stockholders’ equity

$

1,011.2

The accompanying notes are an integral part of these condensed consolidated financial statements.
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KRATOS DEFENSE & SECURITY SOLUTIONS, INC.
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS AND COMPREHENSIVE LOSS
(in millions, except per share amounts)
(Unaudited)

Three Months Ended
April 1, 2018

Service revenues

$

Product sales
Total revenues
Cost of service revenues
Cost of product sales

March 26, 2017

46.0

$

49.2

97.0

82.8

143.0

132.0

32.9

35.0

69.3

60.9

Total costs

102.2

95.9

Gross profit

40.8

36.1

Selling, general and administrative expenses

29.8

30.0

Research and development expenses

3.6

4.4

Unused office space, restructuring expenses, and other

0.4

0.3

Operating income from continuing operations

7.0

1.4

(5.1)

(8.2)

—

(2.1)

Other income (expense):
Interest expense, net
Loss on extinguishment of debt
Other income, net

0.3

0.2

(4.8)

(10.1)

Income (loss) from continuing operations before income taxes

2.2

(8.7)

Provision for income taxes from continuing operations

0.9

1.4

1.3

(10.1)

Total other expense, net

Income (loss) from continuing operations
Discontinued operations
Income (loss) from operations of discontinued component
Income tax benefit (expense)
Income (loss) from discontinued operations

(3.9)

0.3

0.4

(0.2)

(3.5)

Net loss

0.1

$

(2.2)

$

(10.0)

$

0.01

$

(0.13)

Basic income (loss) per common share:
Net income (loss) from continuing operations
Net loss from discontinued operations

(0.03)

Net loss per common share

—

$

(0.02)

$

(0.13)

$

0.01

$

(0.13)

$

(0.13)

Diluted income (loss) per common share:
Net income (loss) from continuing operations
Net loss from discontinued operations

(0.03)
$

Net loss per common share

(0.02)

—

Weighted average common shares outstanding:
Basic

103.7

77.3

Diluted

105.7

77.3

Comprehensive Loss
Net loss (from above)

$

Change in cumulative translation adjustment

(2.2)

$

(10.0)

$

(9.9)

(0.1)
$

Comprehensive loss

The accompanying notes are an integral part of these condensed consolidated financial statements.
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KRATOS DEFENSE & SECURITY SOLUTIONS, INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(in millions)
(Unaudited)

Three Months Ended
April 1, 2018

March 26, 2017

Operating activities:
Net loss

$

(2.2)

Less: Income (loss) from discontinued operations

$

(10.0)

(3.5)

0.1

1.3

(10.1)

Depreciation and amortization

4.5

5.5

Stock-based compensation

1.7

2.1

Deferred income taxes

—

0.8

Amortization of deferred financing costs

0.2

0.4

Amortization of discount on Senior Secured Notes

—

0.2

Loss on extinguishment of debt

—

2.1

Accounts receivable and unbilled receivables

2.2

1.6

Inventoried costs

1.3

(8.9)

Prepaid expenses and other assets

0.8

(3.8)

(3.0)

0.1

3.8

(2.7)

Income (loss) from continuing operations
Adjustments to reconcile income (loss) from continuing operations to net cash provided by (used in)
operating activities from continuing operations:

Changes in assets and liabilities, net of acquisitions:

Accounts payable
Accrued compensation
Accrued expenses

(6.1)

—

Advance payments received on contracts

(0.6)

0.7

4.9

6.0

(3.7)

1.2

Accrued interest
Billings in excess of costs and earnings on uncompleted contracts
Income tax receivable and payable
Other liabilities
Net cash provided by (used in) operating activities from continuing operations

0.2

0.4

(1.0)

(1.0)

6.5

(5.4)

(6.7)

(5.1)

(6.7)

(5.1)

—

(64.0)

Investing activities:
Capital expenditures
Net cash used in investing activities from continuing operations
Financing activities:
Extinguishment of long-term debt
Debt issuance costs

(0.1)

—

Proceeds from the issuance of common stock

(1.1)

81.9

Repayment of debt

(0.2)

(0.3)

Proceeds from exercise of restricted stock units, employee stock options, and employee stock purchase plan
Net cash provided by financing activities from continuing operations
Net cash flows of continuing operations

1.8

0.8

0.4

18.4

0.2

7.9

Net operating cash flows of discontinued operations

(3.1)

(4.3)

Net investing cash flows of discontinued operations

—

(0.2)

Effect of exchange rate changes on cash, cash equivalents and restricted cash
Net increase (decrease) in cash, cash equivalents and restricted cash
Cash, cash equivalents and restricted cash at beginning of period

0.2

—

(2.7)

3.4

130.9
$

Cash, cash equivalents and restricted cash at end of period

128.2

The accompanying notes are an integral part of these condensed consolidated financial statements.
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KRATOS DEFENSE & SECURITY SOLUTIONS, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
Note 1. Summary of Significant Accounting Policies
All references to the “Company” and “Kratos” refer to Kratos Defense & Security Solutions, Inc., a Delaware corporation, and its subsidiaries.
(a)

Basis of Presentation

The information as of April 1, 2018 and for the three months ended April 1, 2018 and March 26, 2017 is unaudited. The condensed consolidated
balance sheet as of December 31, 2017 was derived from the Company’s audited consolidated financial statements at that date. In the opinion of management,
these unaudited condensed consolidated financial statements include all adjustments, consisting of normal recurring adjustments necessary for a fair
presentation of the Company’s financial position, results of operations and cash flows for the interim periods presented. The results have been prepared in
accordance with the instructions to Form 10-Q and do not necessarily include all information and footnotes necessary for presentation in accordance with
accounting principles generally accepted in the U.S. (“GAAP”) These unaudited condensed consolidated financial statements should be read in conjunction
with the consolidated financial statements and the related notes included in the Company’s audited annual consolidated financial statements for the fiscal year
ended December 31, 2017, included in the Company’s Annual Report on Form 10-K filed with the U.S. Securities and Exchange Commission (the “SEC”) on
February 28, 2018 (the “Form 10-K”). Interim operating results are not necessarily indicative of operating results expected in subsequent periods or for the
year as a whole.
As discussed in “Discontinued Operations” in Note 3, on February 28, 2018, the Company entered into an agreement to sell the operations of its
Public Safety & Security business unit which had previously been reported as a separate reportable business segment. Accordingly, PSS (as defined below)
and its subsidiaries have been classified as held for sale and reported in discontinued operations in the condensed consolidated financial statements for all
periods presented.
(b)

Principles of Consolidation

The condensed consolidated financial statements include the accounts of the Company and its 100% owned subsidiaries for which all inter-company
transactions have been eliminated in consolidation.
(c)

Fiscal Year

The Company has a 52/53 week fiscal year ending on the last Sunday of the calendar year, with interim fiscal periods ending on the last Sunday of
each calendar quarter. The three month periods ended April 1, 2018 and March 26, 2017 consisted of 13-week periods. There are 52 calendar weeks in the
fiscal year ending on December 30, 2018 and 53 calendar weeks in the fiscal year ending on December 31, 2017.
(d) Accounting Estimates
There have been no significant changes in the Company’s accounting estimates for the three months ended April 1, 2018 as compared to the
accounting estimates described in the Form 10-K.
(e) Accounting Standards Updates
In November 2016, the Financial Accounting Standards Board (“FASB”) issued Accounting Standards Update (“ASU”) 2016-18 (“ASU 201618”), Statement of Cash Flows (Topic 230) - Restricted Cash, which requires that restricted cash and cash equivalents be included with cash and cash
equivalents when reconciling beginning-of-period and end-of-period total amounts shown on the consolidated statements of cash flows. The new standard is
effective for public entities for fiscal years beginning after December 15, 2017 and for interim periods therein. The Company adopted ASU 2016-18 as of
January 1, 2018. The adoption of the ASU 2016-18 did not have a material impact on the Company's consolidated financial statements.
In August 2016, the FASB issued ASU 2016-15 (“ASU 2016-15”), Classification of Certain Cash Receipts and Cash Payments. ASU 2016-15 is
designed to clarify how entities should classify cash receipts and cash payments in the statement of
6
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cash flows. ASU 2016-15 became effective for the Company beginning January 1, 2018. The standard requires retrospective application. The adoption of the
ASU 2016-15 did not have a material impact on the Company's consolidated financial statements.
In February 2016, the FASB issued ASU 2016-02 (“ASU 2016-02”), Leases. ASU 2016-02 requires that lessees recognize assets and liabilities for
the rights and obligations underlying leases with a lease term of more than one year. The amendments in this ASU are effective for annual periods beginning
after December 15, 2018. The FASB has proposed a change that would allow a company to elect an optional transition method that applies the new lease
requirements through a cumulative-effect adjustment in the period of adoption. The Company expects to adopt the standard on December 31, 2018 using the
proposed optional transition method if finalized in its current form. The Company is reviewing its leases to determine the impact of the adoption of ASU
2016-02 on its consolidated financial statements.
Effective January 1, 2018, the Company adopted ASU 2014-09, Revenue from Contracts with Customers, as amended (Topic 606) (“ASC 606”),
which establishes a broad principle that requires entities to assess the products or services promised in contracts with customers at contract inception to
determine the appropriate unit at which to record revenues, which is referred to as a performance obligation. Revenue is recognized when control of the
promised products or services is transferred to customers at an amount that reflects the consideration to which the entity expects to be entitled to in exchange
for those products or services. The new standard supersedes GAAP guidance on revenue recognition and requires the use of more estimates and judgments
than the present standards. In addition, the standard requires disclosure of the nature, amount, timing, and uncertainty of revenue and cash flows arising from
contracts with customers.
ASC 606 may be applied either retrospectively or through the use of a modified-retrospective method. The full retrospective method requires companies to
recast each prior reporting period presented as if the new guidance had always existed. Under the modified retrospective method, companies would recognize
the cumulative effect of initially applying the standard as an adjustment to the opening balance of retained earnings at the date of initial application. The
Company adopted the new revenue standard through the use of the modified-retrospective method. The cumulative effects of applying the new guidance to all
contracts with customers that were not completed as of January 1, 2018 was recorded as a decrease in opening equity of $0.2 million. Additional disclosures
have been included in Note 2 in accordance with the ASU. The following changes were made to our condensed consolidated balance sheet on January 1, 2018
as a result of the adoption of ASC 606 (in millions):

Balance at January 1,
2018

ASC 606 Adjustment

Adjusted Balance at
January 1, 2018

$

$

$

Assets
Unbilled receivable, net
Inventoried costs

138.1
49.0

1.3
(0.3)

139.4
48.7

Liabilities
Accrued expenses

$

Billings in excess of costs and earnings on uncompleted contracts

40.9

$

42.8

(0.6)

$

40.3

1.8

44.6

(0.2)

(721.0)

Stockholders’ Equity
Accumulated deficit

$

7

(720.8)

$
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The following table summarizes the impacts of ASC 606 adoption on the Company’s operating income from continuing operation for the three
months ended April 1, 2018 (in millions):
For the period ended April 1, 2018

As Reported

Service revenues

$

Product sales

46.0

Balances Without
Adoption of ASC 606

$

46.0

Effect of Change
Higher/(Lower)

$

—

97.0

89.3

7.7

Total revenues

143.0

135.3

7.7

Cost of service revenue

32.9

32.9

—

Cost of product sales

69.3

65.1

4.2

Total costs

102.2

98.0

4.2

Gross profit

40.8

37.3

3.5

29.8

29.8

—

Selling, general and administrative expenses
$

Total operating income from continuing operations

7.0

$

3.5

$

3.5

The following table summarizes the impacts of ASC 606 adoption on the Company’s balance sheet as of April 1, 2018 (in millions):
April 1, 2018

As Reported

Balances Without
Adoption of ASC 606

Effect of Change
Higher/(Lower)

Assets
Accounts receivable

$

Unbilled receivables
Inventoried costs

57.7

$

55.6

$

2.1

151.2

147.1

4.1

48.2

52.4

(4.2)

38.2

39.7

(1.5)

Liabilities
Billings in excess of costs and earnings on uncompleted contracts
Stockholders’ Equity
Accumulated deficit

$

(723.2)

$

(726.7)

$

3.5

Other than the adjustments noted above, there have been no changes in the Company’s significant accounting policies for the three months ended
April 1, 2018 as compared to the significant accounting policies described in the Form 10-K.
(f)

Fair Value of Financial Instruments

The carrying amounts and the related estimated fair values of the Company’s long-term debt financial instruments not measured at fair value on a
recurring basis at April 1, 2018 and December 31, 2017 are presented in Note 9. The carrying value of all other financial instruments, including cash
equivalents, accounts receivable, accounts payable, accrued expenses, billings in excess of cost and earnings on uncompleted contracts, income taxes payable
and short-term debt, approximated their estimated fair values at April 1, 2018 and December 31, 2017 due to the short-term nature of these instruments.
(g)

Reclassifications
Certain prior year amounts have been reclassified to conform to the current year presentation
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Note 2. Revenue Recognition
As described in Note 1, the Company adopted ASC 606 on January 1, 2018, using the modified retrospective method. The Company recorded a
decrease in opening equity of $0.2 million as of January 1, 2018 due to the cumulative impact of adopting ASC 606. The impact of adopting ASC 606 for the
three months ended April 1, 2018 was an increase of $7.7 million to revenues and a corresponding increase in cost of revenues of $4.2 million. Total net cash
provided by operating activities from continuing operations, total net cash used by investing activities from continuing operations and total net cash provided
by financing activities on our consolidated statements of cash flows were not impacted by the adoption of ASC 606. Discontinued operations were not
affected by the implementation of ASC 606.
The reported results for 2018 reflect the application of ASC 606 guidance while the reported results for periods prior to January 1, 2018 were
prepared under the guidance of ASC 605, Revenue Recognition. The adoption of ASC 606 represents a change in accounting principle. In accordance with
ASC 606, revenue is recognized when a customer obtains control of promised services. The amount of revenue recognized reflects the consideration that the
Company expects to be entitled to receive in exchange for these services.
Prior to the adoption of ASC 606, the Company recognized the majority of its revenues using the percentage-of-completion method of accounting.
Based on the nature of products provided or services performed, revenue was recorded as costs were incurred (the “percentage-of-completion cost-to-cost
method”) or as units were delivered (the “percentage-of-completion units-of-delivery method”). For the majority of contracts, the customer obtains control or
receives benefits as work is performed on the contract. As a result, under ASC 606 revenue is recognized over a period of time utilizing the cost-to-cost
method. This change generally results in an acceleration of revenue for contracts that were historically accounted for using the percentage-of-completion
units-of-delivery method as revenues are now recognized earlier in the performance period as costs are incurred.
To determine revenue recognition for arrangements that the Company determines are within the scope of ASC 606, the Company performs the
following five steps: (i) identify the contract(s) with a customer; (ii) identify the performance obligations in the contract; (iii) determine the transaction price;
(iv) allocate the transaction price to the performance obligations in the contract; and (v) recognize revenue when (or as) the entity satisfies a performance
obligation. The Company only applies the five-step model to contracts when it is probable that the entity will collect the consideration it is entitled to in
exchange for the goods or services it transfers to the customer. At contract inception, once the contract is determined to be within the scope of ASC 606, the
Company assesses the goods or services promised within each contract and determines those that are performance obligations, and assesses whether each
promised good or service is distinct. The Company then recognizes as revenue the amount of the transaction price that is allocated to the respective
performance obligation when (or as) the performance obligation is satisfied.
A performance obligation is a promise in a contract to transfer a distinct good or service to the customer and is the unit of account in ASC 606. The
majority of the Company’s contracts have a single performance obligation as the promise to transfer the individual goods or services is not separately
identifiable from other promises in the contracts and, therefore, not distinct. For contracts with multiple performance obligations, the Company allocates the
contract’s transaction price to each performance obligation using the best estimate of the standalone selling price of each distinct good or service in the
contract. The primary method used to estimate standalone selling price is the expected-cost-plus-margin approach, under which the Company forecasts the
expected costs of satisfying a performance obligation and then adds an appropriate margin for that distinct good or service.
Remaining Performance Obligations
Since the Company’s adoption of ASC 606 on January 1, 2018, revenues from remaining performance obligations are now calculated as the dollar
value of the remaining performance obligations on executed contracts. On April 1, 2018, the Company had approximately $551.8 million of remaining
performance obligations. The Company expects to recognize approximately 55% of the remaining performance obligations as revenue in 2018, an additional
26% by 2020, and the balance thereafter.
Contract Estimates
Due to the nature of the work required to be performed on many performance obligations, the estimation of total revenue and cost at completion is
complex, subject to many variables and requires significant judgment. It is common for the Company’s long-term contracts to contain award fees, incentive
fees, or other provisions that can either increase or decrease the transaction price. These variable amounts generally are awarded upon achievement of certain
performance metrics, program
9
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milestones or cost targets and can be based upon customer discretion. Variable consideration is estimated at the most likely amount to which the Company is
expected to be entitled. Estimated amounts are included in the transaction price to the extent it is probable that a significant reversal of cumulative revenue
recognized will not occur when the uncertainty associated with the variable consideration is resolved. Estimates of variable consideration and determination
of whether to include estimated amounts in the transaction price are based largely on an assessment of the Company’s anticipated performance and all
information (historical, current and forecasted) that is reasonably available.
Contracts are often modified to account for changes in contract specifications and requirements. Contract modifications are considered to exist when
the modification either creates new or changes the existing enforceable rights and obligations. Most of the Company’s contract modifications are for goods or
services that are not distinct from the existing contract due to the significant integration service provided in the context of the contract and are accounted for
as if they were part of that existing contract. The effect of a contract modification on the transaction price, and the measure of progress for the performance
obligation to which it relates, is recognized as an adjustment to revenue (either as an increase in or a reduction of revenue) on a cumulative catch-up basis.
There is a Company-wide standard and disciplined quarterly Estimate at Completion (EAC) process in which management reviews the progress and
execution of outstanding performance obligations. As part of this process, management reviews information including, but not limited to, any outstanding key
contract matters, progress towards completion and the related program schedule, identified risks and opportunities and the related changes in estimates of
revenues and costs. The risks and opportunities include management's judgment about the ability and cost to achieve the schedule (e.g., the number and type
of milestone events), technical requirements (e.g., a newly-developed product versus a mature product) and other contract requirements. Management must
make assumptions and estimates regarding labor productivity and availability, the complexity of the work to be performed, the availability of materials, the
length of time to complete the performance obligation (e.g., to estimate increases in wages and prices for materials and related support cost allocations),
execution by subcontractors, the availability and timing of funding from customers and overhead cost rates, among other variables.
Based on this analysis, any quarterly adjustments to net sales, cost of sales, and the related impact to operating income are recognized as necessary in
the period they become known. These adjustments may result from positive program performance, and may result in an increase in operating income during
the performance of individual performance obligations, if it is determined the Company will be successful in mitigating risks surrounding the technical,
schedule and cost aspects of those performance obligations or realizing related opportunities. Likewise, these adjustments may result in a decrease in
operating income if it is determined the Company will not be successful in mitigating these risks or realizing related opportunities. Changes in estimates of
net sales, cost of sales and the related impact to operating income are recognized quarterly on a cumulative catch-up basis, which recognizes in the current
period the cumulative effect of the changes on current and prior periods based on a performance obligation's percentage of completion. A significant change
in one or more of these estimates could affect the profitability of one or more of the Company’s performance obligations. When estimates of total costs to be
incurred on a performance obligation exceed total estimates of revenue to be earned, a provision for the entire loss on the performance obligation is
recognized in the period the loss is determined. No adjustment on any one contract was material to our unaudited Condensed Consolidated Financial
Statements for the three-month periods ended April 1, 2018, and March 26, 2017.
Contract Assets and Liabilities
For each of the Company’s contracts, the timing of revenue recognition, customer billings, and cash collections results in a net contract asset or
liability at the end of each reporting period. Fixed-price contracts are typically billed to the customer either using progress payments, whereby amounts are
billed monthly as costs are incurred or work is completed, or performance based payments, which are based upon the achievement of specific, measurable
events or accomplishments defined and valued at contract inception. Cost-type contracts are typically billed to the customer on a monthly or semi-monthly
basis.
Contract assets consist of unbilled receivables, primarily related to long-term contracts where revenue recognized under the cost-to-cost method
exceeds amounts billed to customers. Unbilled receivables are classified as current assets and, in accordance with industry practice, include amounts that may
be billed and collected beyond one year due to the long term nature of many of our contracts. Accumulated contract costs in unbilled receivables include
direct production costs, factory and engineering overhead, production tooling costs, and, for government contracts, recovery of allowable general and
administrative expenses. Unbilled receivables also include certain estimates of variable consideration described above. These contract assets are not
considered a significant financing component of the Company’s contracts as the payment terms are intended to protect the customer in the event the Company
does not perform on its obligations under the contract.
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Contract liabilities include advance payments and billings in excess of revenue recognized. Certain customers make advance payments prior to the
satisfaction of the Company’s performance obligations on the contract. These amounts are recorded as contract liabilities until such performance obligations
are satisfied, either over time as costs are incurred or at a point in time when deliveries are made. Contract liabilities are not a significant financing component
as they are generally utilized to pay for contract costs within a one-year period or are used to ensure the customer meets contractual requirements.
Net contract assets (liabilities) are as follows (in millions):
April 1, 2018

January 1, 2018

Net Change

Contract assets

$

151.2

$

139.4

$

11.8

Contract liabilities

$

40.7

$

46.8

$

(6.1)

Net contract assets

$

110.5

$

92.6

$

17.9

The change in the balances of the company’s contract assets and liabilities primarily results from the advance payments from customers exceeding
reductions from recognition of revenue as performance obligations were satisfied and related billings.
Disaggregation of Revenue
The following series of tables presents our revenue disaggregated by several categories. For the majority of contracts, the customer obtains control or
receives benefits as work is performed on the contract. Revenue by contract type was as follows (in millions):
Three Months Ended
April 1, 2018

Revenues
Kratos Government Solutions
Fixed price

$

Cost plus fee

101.8
7.2

Time and materials

6.2

Total Kratos Government Solutions

115.2

Unmanned Systems
Fixed price

21.9

Cost plus fee

5.5

Time and materials

0.4

Total Unmanned Systems

27.8
$

Total Revenues
11

143.0
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Revenue by customer was as follows:
Three Months Ended
April 1, 2018

Revenues
Kratos Government Solutions
US Government
Department of Defense (DoD)

$

73.5

Non-DoD

3.3

Total US Government

76.8

US Commercial

17.4

Non-US Government

7.5

Non-US Commercial

13.5

Total Kratos Government Solutions

115.2

Unmanned Systems
US Government
Department of Defense (DoD)

24.1

Non-DoD

0.1

Total US Government

24.2

US Commercial

—

Non-US Government

3.5

Non-US Commercial

0.1

Total Unmanned Systems

27.8
$

Total Revenues

143.0

Note 3. Discontinued Operations
On February 28, 2018, the Company entered into a Stock Purchase Agreement (the “Purchase Agreement”) to sell the operations of Kratos Public
Safety & Security Solutions, Inc., a Delaware corporation and wholly owned subsidiary of the Company (“PSS”), with Securitas Electronic Security, Inc., a
Delaware corporation (“Buyer”). Pursuant to the Purchase Agreement, the Company has agreed to sell to Buyer all of the issued and outstanding capital stock
of PSS for a purchase price of $69 million in cash, subject to a net working capital adjustment at closing (the “Transaction”). The Company expects to receive
approximately $70 million of net cash proceeds from the Transaction, after taking into account amounts to be paid by the Company pursuant to a negotiated
transaction services agreement between the Company and Buyer, receipt by the Company of approximately $7 million in net working capital to be retained by
the Company, and associated transaction fees and expenses. The Company currently expects the Transaction to close in the second quarter of 2018, following
the completion of required regulatory and other related approvals.
In accordance with ASC 360-10-45-9, Property, Plant, and Equipment (Topic 360) and ASC 205-20-45-3 Presentation of Financial Statements
(Topic 205), PSS and its subsidiaries have been classified as held for sale and reported in discontinued operations in the accompanying condensed
consolidated financial statements for all periods presented.
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The following table presents the results of discontinued operations (in millions):

April 1, 2018

Revenue

$

Cost of sales

23.9

March 26, 2017

$

36.8

18.9

27.8

Selling, general and administrative expenses

8.1

8.7

Other expense

0.8

—

Income (loss) from discontinued operations before income taxes
Income tax benefit (expense)
$

Income (loss) from discontinued operations

(3.9)

0.3

0.4

(0.2)

(3.5)

$

0.1

Revenue and operating results for the three months ended April 1, 2018 were impacted by approximately $1.8 million and $2.0 million, respectively,
of cost adjustments on certain security system deployment projects for a mass transit authority. Transaction expenses of $0.8 million primarily comprised of
legal fees related to the pending disposition were included in Other expense for the three months ended April 1, 2018. Depreciation expense included in
Selling, general and administrative expenses was $0.1 million and $0.1 million for the three months ended April 1, 2018 and March 26, 2017, respectively.
The following is a summary of the assets and liabilities of discontinued operations in the accompanying condensed consolidated balance sheets as of
April 1, 2018 and December 31, 2017 (in millions):

December 31,
2017

April 1, 2018

Cash and cash equivalents

$

Accounts receivable, net and unbilled receivables, net
Inventoried costs
Other current assets

(0.7)

$

56.0

2.6

1.5

1.6

Current assets of discontinued operations

$

Property, plant and equipment, net

$

Goodwill
Other assets

(0.9)

48.6

2.0

52.1

$

3.0

$

58.6
3.0

35.6

35.6

0.2

0.2

Non-current assets of discontinued operations

$

38.8

$

38.8

Accounts payable

$

9.4

$

14.2

Accrued expenses

3.4

4.7

Accrued compensation

4.9

4.6

Billings in excess of cost and earnings on uncompleted contracts

4.5

4.3

Other current liabilities

1.0

1.4

Current liabilities of discontinued operations

$

23.2

$

29.2

Non-current liabilities of discontinued operations

$

5.9

$

6.0
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Note 4. Goodwill and Intangible Assets
(a)

Goodwill
The carrying amounts of goodwill as of April 1, 2018 and December 31, 2017 by reportable segment are as follows (in millions):
Kratos
Government
Solutions

Gross value

$

Unmanned
Systems

567.9

Less accumulated impairment

$

239.5
$

Net

328.4

Total

111.1

$

13.8
$

679.0
253.3

97.3

$

425.7

(b) Purchased Intangible Assets
The following table sets forth information for finite-lived and indefinite-lived intangible assets (in millions):

As of April 1, 2018
Gross
Value

As of December 31, 2017

Accumulated
Amortization

Net
Value

Gross
Value

Accumulated
Amortization

Net
Value

Acquired finite-lived intangible assets:
Customer relationships

$

52.6

$

(49.5)

$

3.1

$

52.6

$

(49.1)

$

3.5

Contracts and backlog

29.9

(25.3)

4.6

29.9

(24.8)

5.1

Developed technology and technical knowhow

25.0

(19.3)

5.7

25.0

(18.6)

6.4

1.4

(1.4)

—

1.4

(1.3)

0.1

108.9

(95.5)

13.4

108.9

(93.8)

15.1

6.9

6.9

Trade names
Total finite-lived intangible assets
Indefinite-lived trade names
Total intangible assets

6.9
$

115.8

—
$

(95.5)

$

20.3

$

115.8

—
$

(93.8)

6.9
$

22.0

Consolidated amortization expense related to intangible assets subject to amortization was $1.7 million and $2.6 million for the three months ended
April 1, 2018 and March 26, 2017, respectively.
Note 5. Inventoried Costs
Inventoried costs consisted of the following components (in millions):
April 1, 2018

Raw materials

$

December 31, 2017

33.2

$

35.9

Work in process

13.0

11.4

Finished goods

2.0

2.3

48.2

49.6

Subtotal inventoried costs
Less: Customer advances and progress payments

—
$

Total inventoried costs

14

48.2

(0.6)
$

49.0
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Note 6. Stockholders’ Equity
A summary of the changes in stockholders’ equity is provided below (in millions):

For the Three Months Ended
April 1, 2018

Stockholders’ equity at beginning of period

$

Impact from adoption of ASC 606 (Note 1)

511.5

March 26, 2017

$

276.4

(0.2)

—

Comprehensive loss:
Net loss

(2.2)

(10.0)

Change in cumulative translation adjustment

(0.1)

0.1

(2.3)

(9.9)

1.7

2.1

Issuance of common stock for cash

—

81.9

Issuance of common stock for employee stock purchase plan

1.8

1.4

Restricted stock units exchanged for taxes

—

(0.5)

Total comprehensive loss
Stock-based compensation

$

Stockholders’ equity at end of period

512.5

$

351.4

The components of accumulated other comprehensive loss are as follows (in millions):

April 1, 2018

Cumulative translation adjustment

$

Post-retirement benefit reserve adjustment net of tax expense

(1.1)

March 26, 2017

$

(0.4)
$

Total accumulated other comprehensive loss

(1.5)

(1.0)
(0.6)

$

(1.6)

There were no reclassifications from accumulated other comprehensive loss to net loss for the three months ended April 1, 2018 and March 26,
2017.
Common stock issued by the Company for the three months ended April 1, 2018 and March 26, 2017 was as follows (in millions):

For the Three Months Ended
April 1, 2018

Shares outstanding at beginning of the period
Stock issued for cash
Stock issued for employee stock purchase plan, stock options and restricted stock units exercised
Shares outstanding at end of the period

March 26, 2017

103.3

73.9

—

11.9

0.2

0.6

103.5

86.4

Note 7. Net Loss Per Common Share
The Company calculates net loss per share in accordance with FASB Accounting Standards Codification Topic 260, Earnings per Share (Topic 260).
Under Topic 260, basic net loss per common share is calculated by dividing net loss by the weighted-average number of common shares outstanding during
the reporting period. Diluted net loss per common share reflects the effects of potentially dilutive securities.
Shares from stock options and awards, excluded from the calculation of diluted net loss per share because their inclusion would have been antidilutive, were 0.3 million and 0.2 million for the three months ended April 1, 2018 and March 26, 2017, respectively.
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Note 8. Income Taxes
The Tax Act subjects certain payments made by a U.S. company to a related foreign company to certain minimum taxes (Base Erosion Anti-Abuse
Tax or “BEAT”) and imposes a new minimum tax on certain non-U.S. earnings (Global Intangible Low-Tax Income or “GILTI”). We have elected to
recognize the resulting tax on GILTI as a period expense in the period the tax is incurred. We estimate that the effect from the BEAT and GILTI taxes on our
estimated annual effective tax rate will not be material.
The U.S. government enacted tax legislation commonly known as the U.S. Tax Cuts and Jobs Act of 2017 on December 22, 2017 (the “Tax Act”).
The Tax Act made broad and complex changes to the U.S. tax code, including but not limited to, a reduction to the U.S. federal corporate income tax rate
from 35% to 21%; a one-time transition tax on certain unrepatriated earnings of foreign subsidiaries; eliminating the corporate alternative minimum tax
(“AMT”) and changing realization of AMT credits; changing rules related to uses and limitations of net operating loss (“NOL”) carryforwards created in tax
years after December 31, 2017; changes to the limitations on available interest expense deductions; and changes to other existing deductions and businessrelated exclusions. The SEC issued Staff Accounting Bulletin No. 118, “Income Tax Accounting Implications of the Tax Cuts and Jobs Act” (“SAB 118”),
which provides guidance on accounting for the tax effects of the Tax Act. SAB 118 provides a measurement period that should not extend beyond one year
from the Tax Act enactment date to complete the accounting under ASC 740, “Income Taxes.” The Company’s accounting for the income tax effects of the
Tax Act is incomplete. In accordance with SAB 118, we were able to make reasonable estimates on certain effects of the Tax Act reflected in the financial
statements as of December 31, 2017. There have been no material changes to the provisional amounts as disclosed in the Form 10-K. We are continuing to
evaluate the estimates used to record and disclose the effects of the Tax Act.
A reconciliation of the income tax expense (benefit) from continuing operations computed by applying the statutory federal income tax rate of 21% to
income from continuing operations before income taxes to the income tax provision for the three months ended April 1, 2018 and applying the statutory
federal income tax rate of 35% to loss from continuing operations before income taxes to the income tax provision for the three months ended March 26, 2017
was as follows (in millions):

April 1,
2018

Income tax expense (benefit) at federal statutory rate

$

March 26,
2017

0.5

$

(3.1)

State and foreign taxes, net of federal tax benefit and valuation allowance

0.2

0.2

GILTI

0.1

—

Nondeductible expenses and other

0.2

0.4

Impact of deferred tax liabilities for indefinite-lived assets

0.4

1.2

Increase in reserves for uncertain tax positions

0.2

0.1

Increase (decrease) in federal valuation allowance

(0.7)

Total income tax provision

$

0.9

2.6
$

1.4

In assessing the Company’s ability to realize deferred tax assets, management considers, on a periodic basis, whether it is more likely than not that
some portion or all of the deferred tax assets will not be realized. As such, management has determined that it is appropriate to maintain a full valuation
allowance against the Company’s U.S. federal, combined state and certain foreign deferred tax assets, with the exception of an amount equal to its deferred
tax liabilities, which can be expected to reverse over a definite life.
Federal and state income tax laws impose restrictions on the utilization of NOLs and tax credit carryforwards in the event that an “ownership
change” occurs for tax purposes, as defined by Section 382 of the Internal Revenue Code of 1986, as amended (“Section 382”). In general, an ownership
change occurs when shareholders owning 5% or more of a “loss corporation” (a corporation entitled to use NOLs or other loss carryovers) have increased
their ownership of stock in such corporation by more than 50 percentage points during any three-year period. The annual base Section 382 limitation is
calculated by multiplying the loss corporation’s value at the time of the ownership change by the greater of the long-term tax-exempt rate determined by the
Internal Revenue Service in the month of the ownership change or the two preceding months.
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This base limitation is subject to adjustments, including an increase for built-in gains recognized in the five-year period after the ownership change.
In March 2010, an “ownership change” occurred that will limit the utilization of NOL carryforwards. In July 2011, another “ownership change”
occurred. The March 2010 ownership change limitation is more restrictive. In prior years, the Company acquired corporations with NOL carryforwards at the
date of acquisition (“Acquired NOLs”). The Acquired NOLs are subject to separate limitations that may further restrict the use of Acquired NOLs. As a
result, the Company’s federal annual utilization of NOL carryforwards was limited to at least $27.0 million a year for the five years succeeding the March
2010 ownership change and at least $11.6 million for each year thereafter subject to separate limitations for Acquired NOLs. If the entire limitation amount is
not utilized in a year, the excess can be carried forward and utilized in future years.
For the three months ended April 1, 2018, there was no impact of such limitations on the income tax provision, since the amount of taxable income
did not exceed the annual limitation amount. However, future equity offerings or acquisitions that have equity as a component of the purchase price could also
cause an “ownership change.” If and when any other “ownership change” occurs, utilization of the NOLs or other tax attributes may be further limited.
As discussed elsewhere, deferred tax assets relating to the NOL and credit carryforwards are offset by a full valuation allowance. In addition,
utilization of state tax loss carryforwards is dependent upon sufficient taxable income apportioned to the states.
The Company is subject to taxation in the U.S. and various state and foreign tax jurisdictions. The Company’s tax years for 2000 and later are
subject to examination by the U.S. and state tax authorities due to the existence of the NOL carryforwards. Generally, the Company’s tax years for 2002 and
later are subject to examination by various foreign tax authorities as well.
As of December 31, 2017, the Company had $14.0 million of unrecognized tax benefits that, if recognized, would impact the effective income tax
rate for continuing operations, subject to possible offset by an increase in the deferred tax asset valuation allowance. During the three months ended April 1,
2018, unrecognized tax benefits increased by $0.1 million relating to various current year positions. As of December 31, 2017, the Company had $1.6 million
of unrecognized tax benefits related to discontinued operations. During the three months ended April 1, 2018, there was no change in unrecognized tax
benefits related to discontinued operations.
The Company recognizes interest and penalties related to unrecognized tax benefits in its provision for income taxes. For the three months ended
April 1, 2018 and March 26, 2017, the Company recorded an expense for interest and penalties of $0.1 million. For the three months ended April 1, 2018 and
March 26, 2017, there was no material benefit recorded related to the removal of interest and penalties. The Company believes that it is reasonably possible
that as much as $0.4 million of the liabilities for uncertain tax positions will expire within twelve months of April 1, 2018 due to the expiration of various
applicable statutes of limitations.
Note 9. Debt
(a) Issuance of 6.5% Senior Secured Notes due 2025
In November 2017, the Company issued and sold $300 million aggregate principal amount of 6.5% Senior Secured Notes due 2025 (the “6.5%
Notes”) in a private placement conducted pursuant to Rule 144A and Regulation S under the Securities Act of 1933, as amended (the “Act”). The Company
incurred debt issuance costs of $6.6 million associated with the new 6.5% Notes. The Company utilized the net proceeds from the sale of the 6.5% Notes, as
well as cash from its recent equity offering to extinguish the outstanding 7% Notes (as defined below). The total reacquisition price of the 7% Notes was
$385.2 million, including a $12.0 million call premium, and $0.3 million of accrued interest.
The 6.5% Notes are governed by the Indenture, dated as of November 20, 2017 (the “Indenture”), among the Company, the Company’s existing and
future domestic subsidiaries parties thereto (the “Subsidiary Guarantors”) and Wilmington Trust, National Association, as trustee and collateral agent. A
Subsidiary Guarantor can be released from its guarantee if (a) all of the capital stock issued by such Subsidiary Guarantor or all or substantially all of the
assets of such Subsidiary Guarantor are sold or otherwise disposed of; (b) the Company designates such Subsidiary Guarantor as an Unrestricted Subsidiary
(as defined in the Indenture); (c) the Company exercises its legal defeasance option or its covenant defeasance option; or (d) upon satisfaction and discharge
of the Indenture or payment in full in cash of the principal of, premium, if any, and accrued and unpaid interest on the 6.5% Notes.
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The 6.5% Notes bear interest at a rate of 6.5% per year from the date of original issuance or from the most recent payment date on which interest has
been paid or provided for. Interest on the 6.5% Notes is payable in arrears on May 30 and November 30 of each year, beginning on May 30, 2018. The 6.5%
Notes are fully and unconditionally guaranteed by the Subsidiary Guarantors.
The 6.5% Notes and the guarantees (as set forth in the Indenture, the “Guarantees”) are the Company’s senior secured obligations and are equal in
right of payment with all other senior obligations of the Subsidiary Guarantors’ existing and future secured debt to the extent of the assets securing that
secured debt. The Company’s obligations under the 6.5% Notes are secured by a first priority lien on substantially all of the Company’s assets and the assets
of the Subsidiary Guarantors, except with respect to accounts receivable, inventory, deposit accounts, securities accounts, cash, securities and general
intangibles (other than intellectual property), on which the holders of the 6.5% Notes have a second priority lien, junior to the lien securing the Company’s
obligations under the Credit Agreement (as defined below).
The 6.5% Notes will be redeemable, in whole or in part, at any time on or after November 30, 2020 at the respective redemption prices specified in
the Indenture. In addition, the Company may redeem up to 40% of the 6.5% Notes before November 30, 2020 with the net proceeds of certain equity
offerings. The Company may also redeem some or all of the 6.5% Notes before November 30, 2020 at a redemption price of 100% of the principal amount
thereof plus accrued and unpaid interest, to, but excluding, the redemption date, if any, plus a “make whole” premium. In addition, during each 12-month
period commencing on the issue date and ending on or prior to November 30, 2020, the Company may redeem up to 10% of the original aggregate principal
amount of the 6.5% Notes issued under the Indenture at a redemption price of 103.000% of the principal amount thereof, plus accrued and unpaid interest, to,
but excluding, the date of redemption, if any. The Company may also be required to make an offer to purchase the 6.5% Notes upon a change of control and
certain sales of its assets.
The Indenture contains covenants limiting, among other things, the Company’s ability and the Subsidiary Guarantors’ ability to: (a) pay dividends on
or make distributions or repurchase or redeem the Company’s capital stock or make other restricted payments; (b) incur additional debt and guarantee debt;
(c) prepay, redeem or repurchase certain debt; (d) issue certain preferred stock or similar equity securities; (e) make loans and investments; (f) sell assets; (g)
incur liens; (h) consolidate, merge, sell or otherwise dispose of all or substantially all of the Company’s assets; (i) enter into transactions with affiliates; and
(j) enter into agreements restricting the Company’s ability and certain of its subsidiaries’ ability to pay dividends. These covenants are subject to a number of
exceptions. As of April 1, 2018, the Company was in compliance with the covenants contained in the Indenture governing the 6.5% Notes.
The terms of the Indenture require that the net cash proceeds from asset dispositions be either utilized to (i) repay or prepay amounts outstanding
under the Credit Agreement unless such amounts are reinvested in similar collateral, (ii) permanently reduce other indebtedness, (iii) make an investment in
assets that replace the collateral of the 6.5% Notes or (iv) a combination of (i), (ii) and (iii). To the extent there are any remaining net proceeds from the asset
disposition after application of (i), (ii) and (iii), such amounts are required to be utilized to repurchase the 6.5% Notes at par.
The Indenture also provides for events of default which, if any such event occurs, would permit or require the principal, premium, if any, interest, if
any, and any other monetary obligations on all the then-outstanding 6.5% Notes to become or to be declared due and payable immediately.
As of April 1, 2018, there was $300.0 million of 6.5% Notes outstanding.
(b)

Issuance of 7.00% Senior Secured Notes due 2019

In May 2014, the Company refinanced its $625.0 million of 10% Senior Secured Notes due in 2017 (the “10% Notes”) with $625.0 million of newly
issued 7.00% Senior Secured Notes due in 2019 (the “7% Notes”, and collectively with the 6.5% Notes, the “Notes”). The net proceeds from the issuance of
the 7% Notes was $618.5 million after an original issue discount of $6.5 million. The Company incurred debt issuance costs of $8.8 million associated with
the 7% Notes. The Company utilized the net proceeds from the issuance of the 7% Notes, a $41.0 million draw on its Credit Agreement, as well as cash from
operations to extinguish the 10% Notes. The total reacquisition price of the 10% Notes was $661.5 million including a $31.2 million early termination fee, the
write-off of $15.5 million of unamortized issue costs, $12.9 million of unamortized premium, along with $5.3 million of additional interest while in escrow,
which resulted in a loss on extinguishment of debt of $39.1 million. On October 16, 2014, the Company exchanged the outstanding 7% Notes for an equal
amount of 7% Notes that had been registered under the Act.

18

Table of Contents
The 7% Notes were governed by an Indenture dated May 14, 2014 among the Company, certain of the Company’s subsidiaries and Wilmington
Trust, National Association, as trustee and collateral agent. The Company paid interest on the 7% Notes semi-annually, in arrears, on May 15 and November
15 of each year. The 7% Notes included customary covenants and events of default as well as a consolidated fixed charge ratio of 2.0:1 for the incurrence of
additional indebtedness. Negative covenants include, among other things, limitations on additional debt, liens, negative pledges, investments, dividends, stock
repurchases, asset sales and affiliate transactions. Events of default include, among other events, non-performance of covenants, breach of representations,
cross-default to other material debt, bankruptcy, insolvency, material judgments and changes in control.
During the year ended December 25, 2016, the Company repurchased and extinguished $14.5 million of the outstanding 7% Notes, which resulted in
a gain of $0.4 million offset by $0.1 million of unamortized issuance cost and $0.1 million of unamortized discount resulting in a gain on extinguishment of
debt of $0.2 million.
During the quarter ended March 26, 2017, the Company repurchased and extinguished $62.7 million of the outstanding 7% Notes, which resulted in
a loss of $1.4 million and the realization of $0.4 million of unamortized issuance cost and $0.3 million of unamortized discount resulting in a loss on
extinguishment of debt of $2.1 million.
During the quarter ended December 31, 2017, the Company redeemed and extinguished the remaining $372.8 million of outstanding 7% Notes,
which resulted in a loss of $12.0 million and the realization of $1.9 million of unamortized issuance cost and $1.3 million of unamortized discount resulting in
a loss on extinguishment of debt of $15.2 million.
(c) Other Indebtedness
$110.0 Million Credit Agreement
On May 14, 2014, the Company entered into a $110.0 million Credit and Security Agreement, dated May 14, 2014 (the “Credit Agreement”), with
the lenders from time to time party thereto, SunTrust Bank, as Agent (the “Agent”), PNC Bank, National Association, as Joint Lead Arranger and
Documentation Agent, and SunTrust Robinson Humphrey, Inc., as Joint Lead Arranger and Sole Book Runner. The Credit Agreement established a five-year
senior secured revolving credit facility in the maximum amount of $110.0 million (subject to a potential increase of the maximum principal amount to $135.0
million, subject to the Agent’s and applicable lenders’ approval as described therein), consisting of a subline for letters of credit in an amount not to exceed
$50.0 million, as well as a swingline loan in an aggregate principal amount at any time outstanding not to exceed $10.0 million. The obligations under the
Credit Agreement are secured by a first priority lien on the Company’s accounts receivable, inventory, deposit accounts, securities accounts, cash, securities
and general intangibles (other than intellectual property). The obligations under the Credit Agreement are secured by a second priority lien, junior to the lien
securing the Notes, on all of the Company’s other assets.
The Credit Agreement contains certain covenants, which include, but are not limited to, restrictions on indebtedness, liens, and investments, and
limits on other various payments, as well as a financial covenant relating to a minimum fixed charge coverage ratio of 1.15:1 (as modified per the Third
Amendment and the Fourth Amendment, as defined and discussed below). Events of default under the terms of the Credit Agreement include, but are not
limited to: failure of the Company to pay any principal of any loans in full when due and payable; failure of the Company to pay any interest on any loan or
any fee or other amount payable under the Credit Agreement within three business days after the date when due and payable; failure of the Company or any
of its subsidiaries to comply with certain covenants and agreements, subject to applicable grace periods and/or notice requirements; any representation,
warranty or statement made in or pursuant to the Credit Agreement or any related writing or any other material information furnished by the Company or any
of its subsidiaries to the Agent or the lenders proving to be false or erroneous; and the occurrence of an event or condition having or reasonably likely to have
a material adverse effect, which includes a material adverse effect on the business, operations, condition (financial or otherwise) or prospects of the Company
or the ability of the Company to repay its obligations. Where an event of default arises from certain bankruptcy events, the commitments will automatically
and immediately terminate and the principal of, and interest then outstanding on, all of the loans will become immediately due and payable. Subject to certain
notice requirements and other conditions, upon the occurrence of an event of default, including the occurrence of a condition having or reasonably likely to
have a material adverse effect, commitments may be terminated and the principal of, and interest then outstanding on, all of the loans may become
immediately due and payable.
On May 31, 2015, the Company entered into a third amendment (the “Third Amendment”) to the Credit Agreement. Under the terms of the Third
Amendment, the definitions of certain terms of the Credit Agreement were modified, the disposition by the Company of Herley Industries, Inc. (“Herley”)
and certain of Herley’s subsidiaries, including Herley-CTI, Inc., EW Simulation Technology, Ltd. and Stapor Research, Inc. (collectively, the “Herley
Entities”), was approved by the lenders, a minimum $175.0 million repurchase of the 7% Notes by the Company was required and the payment in full of the
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outstanding balance of the Credit Agreement was required. Additionally, the measurement of the fixed charge coverage ratio of 1.15:1 was modified as
follows: (i) the fixed charge coverage ratio will not be measured as of the end of any quarterly reporting period ending after June 30, 2015, if on such date (a)
there are no outstanding revolving loans or swingline loans and (b) the aggregate amount outstanding under letters of credit is less than or equal to $17.0
million, and (ii) as to any subsequent quarterly reporting period ending after June 30, 2015, and not covered by clause (i) above, a fixed charge coverage ratio
of at least 1.05:1 must be maintained if the percentage of (a) outstanding revolving loans plus the sum of the outstanding swingline loans and outstanding
letters of credit that are in excess of $17.0 million, to (b) the revolving credit commitment, minus the Herley Disposition Proceeds Reinvestment Reserve (as
defined in the Third Amendment) is greater than 0.00% but less than 15.00% or a fixed charge coverage ratio of at least 1.10:1 must be maintained if the
aforementioned percentage is equal to or greater than 15.00% but less than 25.00%. In all other instances, a fixed charge coverage ratio of at least 1.15:1 must
be maintained. For purposes of computing the fixed charge coverage ratio, the associated reduction in consolidated interest expense in connection with the
repurchase of the 7% Notes with proceeds from the sale of the Herley Entities shall be deemed to have occurred on the first day of the most recently
completed four quarterly reporting periods prior to the sale.
On August 20, 2015, the Company entered into a fourth amendment (the “Fourth Amendment”) to the Credit Agreement. Among other things, the
Fourth Amendment provides for a modification of the Third Amendment as it relates to when the minimum fixed charge coverage ratio will be measured
based upon the Company’s outstanding borrowings. Outstanding borrowings for purposes of computing the applicable minimum fixed charge coverage ratio
exclude any letter of credit exposure outstanding of $17.0 million plus the amount of letters of credit outstanding for the divested Herley Entities for which a
cash deposit has been placed in escrow by the Buyer to cover the amount of such outstanding letters of credit, should the letters of credit be pulled.
On November 20, 2017, the Company entered into an amended and restated Credit Agreement with the lenders from time to time party thereto, the
Agent, PNC Bank, National Association, as Joint Lead Arranger and Documentation Agent, and SunTrust Robinson Humphrey, Inc., as Joint Lead Arranger
and Sole Book Runner. As amended and restated, the Credit Agreement establishes a five year senior secured revolving credit facility in the aggregate
principal amount of $90.0 million (subject to a potential increase of the aggregate principal amount to $115.0 million, subject to SunTrust’s and applicable
lenders’ approval), consisting of a subline for letters of credit in an amount not to exceed $50.0 million, as well as a swingline loan in an aggregate principal
amount at any time outstanding not to exceed $10.0 million.
Borrowings under the revolving credit facility may take the form of a base rate revolving loan, Eurodollar revolving loan or swingline loan. Base rate
revolving loans and swingline loans will bear interest at a rate per annum equal to the sum of the Applicable Margin (as defined in the Credit Agreement)
from time to time in effect plus the highest of (i) the Agent’s prime lending rate, as in effect at such time, (ii) the federal funds rate, as in effect at such time,
plus 0.50% per annum and (iii) the Adjusted LIBO Rate (as defined in the Credit Agreement) determined at such time for an interest period of one month,
plus 1.00% per annum. Eurodollar revolving loans will bear interest at a rate per annum equal to the sum of the Applicable Margin from time to time in effect
plus the Adjusted LIBO Rate. The Applicable Margin varies between 1.00%-1.50% for base rate revolving loans and swingline loans and 2.00%-2.50% for
Eurodollar loans, and is based on several factors including the Company’s then-existing borrowing base and the lenders’ total commitment amount and
revolving credit exposure. The calculation of the Company’s borrowing base takes into account several items relating to the Company and its subsidiaries,
including amounts due and owing under billed and unbilled accounts receivable, then held eligible raw materials inventory, work-in-process inventory, and
applicable reserves.
The measurement of a minimum fixed charge coverage ratio under the Credit Agreement was modified in November 2017 to require measurement if
Excess Availability (as defined in the Credit Agreement) is less than fifty percent of the lesser of the borrowing base or the total commitment amount.
As of April 1, 2018, there were no borrowings outstanding on the Credit Agreement and $9.6 million outstanding on letters of credit, resulting in net
borrowing base availability of $59.0 million. The Company was in compliance with the financial covenants of the Credit Agreement and its amendments as of
April 1, 2018.
Debt Acquired in Acquisition
The Company has a $10.0 million ten-year term loan with a bank in Israel entered into on September 16, 2008 in connection with the acquisition of
one of its wholly owned subsidiaries. The balance under the term loan as of April 1, 2018 was $0.5 million, and the loan is payable in quarterly installments
of $0.3 million plus interest at LIBOR plus a margin of 1.5%. The loan agreement governing the term loan contains various covenants, including a minimum
net equity covenant as defined in the loan agreement. The Company was in compliance with all covenants contained in the loan agreement as of April 1,
2018.
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Fair Value of Long-term Debt
Carrying amounts and the related estimated fair values of the Company’s long-term debt financial instruments not measured at fair value on a
recurring basis at April 1, 2018 and December 31, 2017 are presented in the following table:

As of April 1, 2018
$ in millions

Total long-term debt including current portion

Principal

$

300.5

As of December 31, 2017

Carrying
Amount

$

294.1

Fair Value

$

312.5

Carrying
Amount

Principal

$

300.8

$

294.3

Fair Value

$

312.7

The fair value of the Company’s long-term debt was based upon actual trading activity (Level 1, Observable inputs -quoted prices in active markets).
As of April 1, 2018, the difference between the carrying amount of $294.1 million and the principal amount of $300.5 million presented in the table
above is the unamortized debt issuance costs of $6.4 million, which are being accreted to interest expense over the term of the related debt. As of
December 31, 2017, the difference between the carrying amount of $294.3 million and the principal amount of $300.8 million presented in the table above is
the unamortized debt issuance costs of $6.5 million, which are being accreted to interest expense over the term of the related debt.
Note 10. Segment Information
The Company operates in two reportable segments. The Kratos Government Solutions (“KGS”) reportable segment is comprised of an aggregation
of KGS operating segments, including the microwave electronic products, satellite communications, modular systems and defense and rocket support services
operating segments. The Unmanned Systems (“US”) reportable segment consists of its unmanned aerial system and unmanned ground and seaborne system
businesses. The KGS and US segments provide products, solutions and services for mission critical national security programs. KGS and US customers
primarily include national security related agencies, the U.S. Department of Defense (the “DoD”), intelligence agencies and classified agencies, and to a
lesser degree, international government agencies and domestic and international commercial customers.
As discussed in “Discontinued Operations” in Note 3, on February 28, 2018, the Company entered into a Purchase Agreement to sell the operations
of its Public Safety & Security business unit which had previously been reported as a separate reportable business segment. Accordingly, PSS and its
subsidiaries have been classified as held for sale and reported in discontinued operations in the accompanying condensed consolidated financial statements for
all periods presented.
The Company organizes its reportable segments based on the nature of the products, solutions and services offered. Transactions between segments
are generally negotiated and accounted for under terms and conditions similar to other government and commercial contracts. This presentation is consistent
with the Company’s operating structure. In the following table total operating income (loss) from continuing operations of the reportable business segments is
reconciled to the corresponding consolidated amount. The reconciling item “unallocated corporate expense, net” includes costs for certain stock-based
compensation programs (including stock-based compensation costs for stock options, employee stock purchase plan and restricted stock units), the effects of
items not considered part of management’s evaluation of segment operating performance, merger and acquisition expenses, corporate costs not allocated to
the segments, and other miscellaneous corporate activities.
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Revenues, depreciation and amortization, and operating income (loss) generated by the Company’s reportable segments for the three month periods
ended April 1, 2018 and March 26, 2017 are as follows (in millions):
Three Months Ended
April 1, 2018

March 26, 2017

Revenues:
Kratos Government Solutions
Service revenues

$

Product sales
Total Kratos Government Solutions

46.0

$

49.2

69.2

67.2

115.2

116.4

Unmanned Systems
Service revenues
Product sales
Total Unmanned Systems

—

—

27.8

15.6

27.8

Total revenues

15.6

$

143.0

$

132.0

$

3.6

$

3.7

Depreciation & amortization:
Kratos Government Solutions
Unmanned Systems

0.9

Total depreciation and amortization

1.8

$

4.5

$

$

7.9

$

5.5

Operating income (loss) from continuing operations:
Kratos Government Solutions

9.1

Unmanned Systems

0.8

(5.0)

Total segment operating income

8.7

4.1

Unallocated corporate expense, net

(1.7)
$

Total operating income from continuing operations

7.0

(2.7)
$

1.4

Note 11. Significant Customers
Revenue from the U.S. Government, which includes foreign military sales, includes revenue from contracts for which the Company is the prime
contractor as well as those for which the Company is a subcontractor and the ultimate customer is the U.S. Government. The KGS and US segments have
substantial revenue from the U.S. Government. Sales to the U.S. Government amounted to approximately $100.9 million and $96.3 million, or 71% and 73%
of total Kratos revenue, for the three months ended April 1, 2018 and March 26, 2017, respectively.
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Note 12. Commitments and Contingencies
In addition to commitments and obligations in the ordinary course of business, the Company is subject to various claims, pending and potential legal
actions for damages, investigations relating to governmental laws and regulations and other matters arising out of the normal conduct of the Company’s
business. The Company assesses contingencies to determine the degree of probability and range of possible loss for potential accrual in its condensed
consolidated financial statements. An estimated loss contingency is accrued in the Company’s condensed consolidated financial statements if it is probable
that a liability has been incurred and the amount of the loss can be reasonably estimated. Because litigation is inherently unpredictable and unfavorable
resolutions could occur, assessing litigation contingencies is highly subjective and requires judgments about future events. When evaluating contingencies,
the Company may be unable to provide a meaningful estimate due to a number of factors, including but not limited to the procedural status of the matter in
question, the presence of complex or novel legal theories, and the ongoing discovery and development of information important to the matters. In addition,
damage amounts claimed in litigation against it may be unsupported, exaggerated or unrelated to possible outcomes and, as such, are not meaningful
indicators of its potential liability. The Company regularly reviews contingencies to determine the adequacy of its accruals and related disclosures. The
amount of ultimate loss may differ from these estimates. It is possible that cash flows or results of operations could be materially affected in any particular
period by the unfavorable resolution of one or more of these contingencies. Whether any losses finally determined in any claim, action, investigation or
proceeding could reasonably have a material effect on the Company’s business, financial condition, results of operations or cash flows will depend on a
number of variables, including the timing and amount of such losses; the structure and type of any remedies; the monetary significance any such losses,
damages or remedies may have on the Company’s condensed consolidated financial statements; and the unique facts and circumstances of the particular
matter that may give rise to additional factors.
Legal and Regulatory Matters
U.S. Government Cost Claims.
The Company’s contracts with the DoD are subject to audit by the Defense Contract Audit Agency (“DCAA”). As a result of these audits, from time
to time the Company is advised of claims concerning potential disallowed, overstated or disputed costs. For example, during the course of recent audits of the
Company’s contracts, the DCAA is closely examining and questioning certain of the established and disclosed practices that it had previously audited and
accepted. The Company’s personnel regularly scrutinizes costs incurred and allocated to contracts with the U.S. Government for compliance with regulatory
standards. For those Company subsidiaries and fiscal years which have not yet been audited by the DCAA or for those audits which are in process which have
not been completed by the DCAA, the Company cannot reasonably estimate the range of loss, if any, that may result from audits and reviews in which it is
currently involved given the inherent difficulty in predicting regulatory action, fines and penalties, if any, and the various remedies and levels of judicial
review available to the Company in the event of an adverse finding. As a result, the Company has not recorded any liability related to these matters.
Other Litigation Matters.
The Company is subject to normal and routine litigation arising from the ordinary course and conduct of business and, at times, as a result of
acquisitions and dispositions. Such disputes include, for example, commercial, employment, intellectual property, environmental and securities matters. The
aggregate amounts accrued related to these matters are not material to the total liabilities of the Company. The Company intends to defend itself in any such
matters and does not currently believe that the outcome of any such matters will have a material adverse impact on the Company’s financial condition, results
of operations or cash flows.
Note 13. Condensed Consolidating Financial Statements
As of April 1, 2018, the Company had $300.0 million in outstanding Notes (see Note 9). The Notes are guaranteed by the Subsidiary Guarantors and
are collateralized by the assets of all of the Company’s 100% owned subsidiaries. The Notes are fully and unconditionally guaranteed on a joint and several
basis by each Subsidiary Guarantor and the Company. There are no contractual restrictions with respect to the Notes limiting cash transfers from Subsidiary
Guarantors by dividends, loans or advances to the Company. The Notes are not guaranteed by the Company’s foreign subsidiaries (the “Non-Guarantor
Subsidiaries”).
The following tables present condensed consolidating financial statements for the parent company, the Subsidiary Guarantors and the Non-Guarantor
Subsidiaries, respectively. The condensed consolidating financial information below follows
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the same accounting policies as described in the condensed consolidated financial statements, except for the use of the equity method of accounting to reflect
ownership interests in 100% owned subsidiaries, which are eliminated upon consolidation.
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Condensed Consolidating Balance Sheet
April 1, 2018
(Unaudited)
(in millions)
Subsidiary
Guarantors on a
Combined Basis

Parent Company

Non-Guarantors on
a Combined Basis

Eliminations

Consolidated

Assets
Current Assets:
Cash, cash equivalents and restricted cash

$

Accounts receivable and unbilled receivables, net

118.2

$

(1.6)

$

11.6

$

—

$

181.8

27.1

240.3

—

—

Inventoried costs

—

29.9

18.3

—

48.2

Other current assets

3.1

12.1

4.5

—

19.7

Amounts due from affiliated companies

Current assets of discontinued operations

—

128.2

—

208.9

(240.3)

—

—

52.1

—

361.6

274.3

61.5

Property, plant and equipment, net

1.7

53.0

6.8

—

61.5

Goodwill

—

382.8

42.9

—

425.7

Intangible assets, net

—

14.6

5.7

—

20.3

Total current assets

Investment in subsidiaries

—

52.1

(240.3)

457.1

475.4

72.7

—

Other assets

0.8

7.0

—

—

7.8

Non-current assets of discontinued operations

—

38.8

—

—

38.8

Total assets

(548.1)

$

839.5

$

843.2

$

116.9

$

$

2.2

$

25.2

$

3.9

$

(788.4)

—

$

1,011.2

$

31.3

Liabilities and Stockholders’ Equity
Current liabilities:
Accounts payable

—

Accrued expenses

8.7

29.8

1.9

—

40.4

Accrued compensation

5.0

25.6

3.5

—

34.1

Billings in excess of costs and earnings on
uncompleted contracts

—

36.0

2.2

—

38.2

Amounts due to affiliated companies

—

207.6

32.7

Other current liabilities

0.7

2.3

4.8

—

7.8

Current liabilities of discontinued operations

0.6

22.5

0.1

—

23.2

17.2

349.0

49.1

Total current liabilities
Long-term debt, net of current portion
Other long-term liabilities
Non-current liabilities of discontinued operations
Total liabilities
Total stockholders’ equity
Total liabilities and stockholders’ equity

$

(240.3)

—

(240.3)

175.0

293.6

—

—

—

293.6

12.4

4.7

7.1

—

24.2

3.8

2.1

—

—

5.9

327.0

355.8

56.2

(240.3)

498.7

512.5

487.4

60.7

(548.1)

512.5

839.5

$

843.2
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$
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Condensed Consolidating Balance Sheet
December 31, 2017
(Unaudited)
(in millions)
Subsidiary
Guarantors on a
Combined Basis

Parent Company

Non-Guarantors on
a Combined Basis

Eliminations

Consolidated

Assets
Current Assets:
Cash, cash equivalents and restricted cash

$

Accounts receivable and unbilled receivables, net

121.3

$

(1.1)

—

Amounts due from affiliated companies

$

183.8

10.7

$

28.5

—

$

—

130.9
212.3

238.1

—

—

Inventoried costs

—

30.8

18.2

—

49.0

Other current assets

3.7

13.5

3.4

—

20.6

Current assets of discontinued operations

—

58.6

—

—

363.1

285.6

60.8

Total current assets

(238.1)

—

58.6

(238.1)

471.4

Property, plant and equipment, net

1.9

49.3

6.8

—

58.0

Goodwill

—

382.8

42.9

—

425.7

Intangible assets, net

—

15.8

6.2

—

22.0

471.1

70.0

—

0.8

7.3

—

Investment in subsidiaries
Other assets
Non-current assets of discontinued operations
Total assets

—

38.8

(541.1)

—

—

—

8.1

—

$

836.9

$

849.6

$

116.7

$

$

2.3

$

27.9

$

4.5

$

(779.2)

38.8
$

1,024.0

$

34.7

Liabilities and Stockholders’ Equity
Current liabilities:
Accounts payable

—

Accrued expenses

5.7

33.6

3.3

—

42.6

Accrued compensation

5.6

20.7

3.9

—

30.2

—

42.8

Billings in excess of costs and earnings on
uncompleted contracts

—

38.2

4.6

Amounts due to affiliated companies

—

206.4

31.7

Other current liabilities

1.4

4.3

3.7

—

9.4

1.0

28.1

0.1

—

29.2

Current liabilities of discontinued operations
Total current liabilities
Long-term debt, net of current portion
Other long-term liabilities
Non-current liabilities of discontinued operations
Total liabilities
Total stockholders’ equity
Total liabilities and stockholders’ equity

—

16.0

359.2

51.8

293.5

—

—

—

293.5

12.1

5.1

6.9

—

24.1

3.8

2.2

—

325.4

366.5

58.7

511.5
$

(238.1)

836.9

483.1
$

849.6
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—

116.7

6.0

(238.1)

58.0
$

188.9

512.5

(541.1)
$

(779.2)

511.5
$

1,024.0
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Condensed Consolidating Statement of Operations and Comprehensive Income (Loss)
Three Months Ended April 1, 2018
(Unaudited)
(in millions)
Subsidiary
Guarantors on a
Combined Basis

Parent Company
Service revenues

$

Product sales
Total revenues

—

$

42.7

Non-Guarantors on
a Combined Basis
$

3.3

Eliminations
$

Consolidated
—

$

46.0

—

85.5

16.4

(4.9)

97.0

—

128.2

19.7

(4.9)

143.0

Cost of service revenues

—

30.4

2.5

—

32.9

Cost of product sales

—

63.2

11.0

(4.9)

69.3

Total costs

—

93.6

13.5

(4.9)

102.2

Gross profit

—

34.6

6.2

—

40.8

0.4

26.7

3.1

—

30.2

Selling, general and administrative expenses
Research and development expenses

—

3.2

0.4

—

3.6

(0.4)

4.7

2.7

—

7.0

Interest income (expense), net

(5.2)

0.1

—

—

(5.1)

Other income (expense), net

(0.8)

0.8

0.3

—

0.3

(6.0)

0.9

0.3

—

(4.8)

(6.4)

5.6

3.0

—

2.2

0.1

0.5

0.3

—

0.9

Operating income (loss) from continuing operations
Other income (expense):

Total other income (expense), net
Income (loss) from continuing operations before
income taxes
Provision for income taxes from continuing
operations
Income (loss) from continuing operations

(6.5)

5.1

2.7

—

1.3

Loss from discontinued operations

—

(3.5)

—

—

(3.5)

Equity in net income (loss) of subsidiaries

4.3

2.7

—

(7.0)

—

Net income (loss)

$

(2.2)

$

4.3

$

2.7

$

(7.0)

$

(2.2)

Comprehensive income (loss)

$

(2.3)

$

4.3

$

2.6

$

(6.9)

$

(2.3)
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Condensed Consolidating Statement of Operations and Comprehensive Income (Loss)
Three Months Ended March 26, 2017
(Unaudited)
(in millions)
Subsidiary
Guarantors on a
Combined Basis

Parent Company
Service revenues

$

Product sales
Total revenues

—

$

46.6

Non-Guarantors on
a Combined Basis
$

2.6

Eliminations
$

Consolidated
—

$

49.2

—

73.3

12.7

(3.2)

82.8

—

119.9

15.3

(3.2)

132.0

Cost of service revenues

—

33.1

1.9

—

35.0

Cost of product sales

—

54.0

10.1

(3.2)

60.9

Total costs

—

87.1

12.0

(3.2)

95.9

Gross profit

—

32.8

3.3

—

36.1

2.1

25.1

3.1

—

30.3

Selling, general and administrative expenses
Research and development expenses

—

4.0

0.4

—

4.4

(2.1)

3.7

(0.2)

—

1.4

Interest income (expense), net

(8.2)

—

—

—

(8.2)

Loss on extinguishment of debt

(2.1)

—

—

—

(2.1)

—

—

0.2

—

0.2

(10.3)

—

0.2

—

(10.1)

(12.4)

3.7

—

—

(8.7)

Operating income (loss) from continuing operations
Other income (expense):

Other income (expense), net
Total other income (expense), net
Income (loss) from continuing operations before
income taxes
Provision for income taxes from continuing
operations
Income (loss) from continuing operations
Income (loss) from discontinued operations
Equity in net income (loss) of subsidiaries

0.1

1.0

0.3

—

1.4

(12.5)

2.7

(0.3)

—

(10.1)

(0.1)

0.2

—

—

0.1

2.6

(0.3)

—

(2.3)

—

Net income (loss)

$

(10.0)

$

2.6

$

(0.3)

$

(2.3)

$

(10.0)

Comprehensive income (loss)

$

(9.9)

$

2.6

$

(0.2)

$

(2.4)

$

(9.9)
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Condensed Consolidating Statement of Cash Flows
Three Months Ended April 1, 2018
(Unaudited)
(in millions)
Subsidiary
Guarantors on a
Combined Basis

Parent Company
Net cash provided by (used in) operating activities from
continuing operations

$

(3.1)

$

10.2

Non-Guarantors
on a Combined
Basis
$

(0.6)

Eliminations
$

—

Consolidated
$

6.5

Investing activities:
Cash paid for acquisitions, net of cash acquired

—

(1.9)

1.9

—

—

Investment in affiliated companies

—

—

—

—

—

Change in restricted cash

—

—

—

—

—

Proceeds from sale of assets

—

—

—

—

—

—

(6.2)

(0.5)

—

(6.7)

—

(8.1)

1.4

—

(6.7)

Repayment of debt

—

—

(0.2)

—

(0.2)

Debt issuance costs

(0.1)

—

—

—

(0.1)

Proceeds from the issuance of common stock

(1.1)

—

—

—

(1.1)

1.8

—

—

—

1.8
0.4

Capital expenditures
Net cash provided by (used in) investing activities from
continuing operations
Financing activities:

Proceeds from the sale of employee stock purchase plan
shares
Net cash provided by (used in) financing activities from
continuing operations

0.6

—

(0.2)

—

Net cash flows of continuing operations

(2.5)

2.1

0.6

—

0.2

Net operating cash flows from discontinued operations

(0.4)

(2.7)

—

—

(3.1)

—

—

0.2

—

0.2

Effect of exchange rate changes on cash, cash equivalents and
restricted cash
Net increase (decrease) in cash, cash equivalents and
restricted cash

$

(2.9)

$

29
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$

0.8

$

—

$

(2.7)
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Condensed Consolidating Statement of Cash Flows
Three Months Ended March 26, 2017
(Unaudited)
(in millions)
Subsidiary
Guarantors on a
Combined Basis

Parent Company
Net cash provided by (used in) operating activities from
continuing operations

$

(1.5)

$

(4.7)

Non-Guarantors
on a Combined
Basis
$

0.8

Eliminations
$

—

Consolidated
$

(5.4)

Investing activities:
Investment in affiliated companies

(14.6)

Capital expenditures

—

—

(4.9)

(0.2)

—

(5.1)

(14.6)

(4.9)

(0.2)

14.6

(5.1)

(64.0)

—

—

—

(64.0)

—

—

(0.3)

—

(0.3)

81.9

—

—

—

81.9

—

0.8

—

Net cash provided by (used in) investing activities from
continuing operations

14.6

—

Financing activities:
Extinguishment of long-term debt
Repayment of debt
Proceeds from the issuance of common stock
Proceeds from the sale of employee stock purchase plan
shares

0.8

—

—

Financing from affiliated companies

—

14.6

—

(14.6)

—

18.7

14.6

(0.3)

(14.6)

18.4

2.6

5.0

0.3

—

7.9

Net operating cash flows from discontinued operations

(0.4)

(3.9)

—

—

(4.3)

Net investing cash flows from discontinued operations

(0.2)

—

—

—

Net cash provided by (used in) financing activities from
continuing operations
Net cash flows of continuing operations

Net increase in cash, cash equivalents and restricted cash

$

2.0

$

30

1.1

$

0.3

$

—

(0.2)
$

3.4
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations.
This Quarterly Report on Form 10-Q (this “Quarterly Report”) contains “forward-looking statements” relating to our future financial performance,
the market for our services and our expansion plans and opportunities. In some cases, you can identify forward-looking statements by terminology such as
“may,” “will,” “should,” “expect,” “plan,” “anticipate,” “believe,” “estimate,” “predict,” “potential,” or “continue,” the negative of such terms or other
comparable terminology. These forward-looking statements reflect our current beliefs, expectations and projections, are based on assumptions, and are
subject to known and unknown risks and uncertainties that could cause our actual results or achievements to differ materially from any future results or
achievements expressed in or implied by our forward-looking statements. Many of these factors are beyond our ability to control or predict. As a result, you
should not place undue reliance on forward-looking statements. Important risks and uncertainties that could cause our actual results or achievements to
differ materially from the results or achievements reflected in our forward-looking statements include, but are not limited to: changes or cutbacks in spending
or the appropriation of funding by the federal government, including the U.S. Department of Defense (the “DoD”), which could cause delays, cancellations or
reductions of key government contracts; bid protests; changes in the scope or timing of our projects; the timing, rescheduling or cancellation of significant
customer contracts and agreements, or consolidation by or the loss of key customers; risks of adverse regulatory action or litigation; risks associated with
debt leverage; failure to successfully achieve our integration, cost reduction or divestiture strategies; risks related to security breaches, cybersecurity attacks
or other significant disruptions of our information systems; and competition in the marketplace, which could reduce revenues and profit margins, as well as
the additional risks and uncertainties described in this Quarterly Report, in “Item 1A-Risk Factors” of our Annual Report on Form 10-K for the fiscal year
ended December 31, 2017 filed with the U.S. Securities and Exchange Commission (the “SEC”) on February 28, 2018 (the “Form 10-K”), and in other
reports that we have filed with the SEC. These forward-looking statements reflect our views and assumptions only as of the date such forward-looking
statements are made. Except as required by law, we assume no responsibility for updating any forward-looking statements, whether as a result of new
information, future events or otherwise.
All references to “us,” “we,” “our,” the “Company” and “Kratos” refer to Kratos Defense & Security Solutions, Inc., a Delaware corporation, and
its wholly owned subsidiaries.
Overview
Kratos is a government contractor at the forefront of the U.S. Department of Defense’s (the “DoD”) Third Offset Strategy and Rapid Innovation
Initiatives. Kratos is a leading technology, intellectual property, proprietary product and system company focused on the U.S. and its allies’ national security.
Kratos is a recognized industry leader in the rapid development, demonstration and fielding of high technology systems and products at an affordable cost. A
key element of our business plan is to make Company-funded investments related to key platforms, products and systems, so that we own the related
intellectual property, providing us designed in, sole and single source positions with our offerings. We are an industry leader in high performance, jet
powered, unmanned aerial drone target systems used to test weapon systems and to train the warfighter and a provider of high performance unmanned combat
aerial systems for force multiplication and amplification. We are also an industry leader in space communications, microwave electronics, cyber
security/warfare, missile defense and combat and training systems. Our workforce is primarily engineering and technically oriented with a significant number
of employees holding national security clearances. Substantially all of our work is performed at customer locations, in a secure facility or at a critical
infrastructure location. Our primary end customers are national and homeland security related agencies. We believe that our technology, intellectual property,
proprietary products and designed-in positions on our customers’ programs, platforms and systems gives us a competitive advantage and creates a high barrier
to entry into our markets. Our entire organization is focused on executing our strategy of becoming the leading technology and intellectual property based
company in our industry.
Industry Update
On February 9, 2018, Congress approved and the President signed the Bipartisan Budget Act of 2018, which provides that:
1.
2.
3.

spending limits created by the Budget Control Act of 2011 will be increased by approximately $300 billion over the next two years;
defense spending will be increased by $80 billion in the current fiscal year (“FY”) and by $85 billion next year, to approximately $700 billion and
$705 billion, respectively;
domestic spending will be increased by $63 billion this year and by $68 billion next year; and
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4.

Congress will suspend the debt limit through March 2019, putting the next debt limit vote past the 2018 midterm elections.

Congress and the President also executed a fifth continuing resolution authorization through March 23, 2018, to provide congressional appropriators
the time required to appropriately document and allocate the authorized spending. On March 23, 2018, the President signed the Omnibus Appropriations Act
for FY18, which provides $1.3 trillion in discretionary funding for federal agencies. In total for FY 2018, Congress appropriated approximately $700 billion
for national security, including approximately $630 billion for base discretionary funding and approximately $70 billion in Overseas Contingency Operations
funding.
The federal budget and debt ceiling are expected to continue to be the subject of considerable debate, which could have a significant impact on
defense spending broadly and the Company’s programs in particular in the future. If a prolonged government shutdown were to occur, it could result in
program cancellations and/or stop work orders and could limit our ability to perform on our U.S. Government contracts and the U.S. Government’s ability to
make timely payments.
Reportable Segments
The Company has historically operated in three reportable segments. The Kratos Government Solutions (“KGS”) reportable segment is comprised of
an aggregation of KGS operating segments, including our microwave electronic products, satellite communications, modular systems and defense and rocket
support services operating segments. The Unmanned Systems (“US”) reportable segment consists of our unmanned aerial system and unmanned ground and
seaborne system businesses. The Public Safety & Security reportable segment (which has been classified as discontinued operations - see Note 3) provides
independent integrated solutions for advanced homeland security, public safety, critical infrastructure, and security and surveillance systems for government
and commercial applications. We organize our business segments based primarily on the nature of the products, solutions and services offered. Transactions
between segments are negotiated and accounted for under terms and conditions similar to other government and commercial contracts, and these
intercompany transactions are eliminated in consolidation.
On February 28, 2018, we entered into a Stock Purchase Agreement (the “Purchase Agreement”) to sell the operations of Kratos Public Safety &
Security Solutions, Inc., a Delaware corporation and wholly owned subsidiary of the Company (“PSS”), to Securitas Electronic Security, Inc. a Delaware
corporation (“Buyer”). Pursuant to the Purchase Agreement, we agreed to sell to the Buyer all of the issued and outstanding capital stock of PSS for a
purchase price of $69 million in cash, subject to a net working capital adjustment at closing (the “Transaction”). We expect to receive approximately $70
million of net cash proceeds from the Transaction, after taking into account amounts to be paid by us pursuant to a negotiated transaction services agreement
between us and the Buyer, receipt of approximately $7 million in net working capital to be retained by us and associated transaction fees and expenses. We
currently expect the Transaction to close in the second quarter of 2018, following the completion of required regulatory and other related approvals.
For additional information regarding our reportable segments, see Note 10 of the Notes to Condensed Consolidated Financial Statements. From a
customer and solutions perspective, we view our business as an integrated whole, leveraging skills and assets wherever possible.
Key Financial Statement Concepts
Effective January 1, 2018, we adopted the requirements of ASC 606, Revenue from Contracts with Customers (“ASC 606”), utilizing the modified
retrospective method as discussed in Notes 1 and 2 to the accompanying Condensed Consolidated Financial Statements. Other than the adoption of ASC 606,
there have been no changes to our key financial statement concepts for the three months ended April 1, 2018. For a complete description of our business and a
discussion of our critical accounting matters, please refer to Item 7, “Management’s Discussion and Analysis of Financial Condition and Results of
Operations” in the Form 10-K.
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Comparison of Results for the Three Months Ended April 1, 2018 to the Three Months Ended March 26, 2017
Revenues. Revenues by operating segment for the three months ended April 1, 2018 and March 26, 2017 are as follows (dollars in millions):
April 1, 2018

March 26, 2017

$ change

% change

Kratos Government Solutions
Service revenues

$

46.0

Product sales
Total Kratos Government Solutions
Unmanned Systems Product sales
Total revenues
Total service revenues

49.2

$

(6.5)%

2.0

3.0 %

115.2

116.4

(1.2)

(1.0)%

27.8

15.6

12.2

78.2 %

143.0

$

132.0

$

$

46.0

$

49.2

$

97.0
$

(3.2)

67.2

$

Total product sales
Total revenues

$

69.2

143.0

82.8
$

132.0

$

11.0
(3.2)

(6.5)%

14.2

17.1 %

11.0

8.3 %

Revenues increased $11.0 million to $143.0 million for the three months ended April 1, 2018 from $132.0 million for the three months ended
March 26, 2017. Revenues in our KGS segment decreased $1.2 million due to reductions of approximately $8.1 million resulting from contract losses in our
legacy government services business which has been impacted by continued commoditization and price competitiveness in the government services industry
due to contract awards on a lowest price technically acceptable (LPTA) basis rather than on a best value basis. These reductions were substantially offset by
the approximately $3.2 million impact from the acceleration in revenue recognition resulting from the implementation of ASC 606 along with growth of
approximately $3.6 million resulting from recent contract awards in our satellite communications, microwave products and training solutions businesses.
Revenues in our US segment increased due to the approximately $4.4 million impact from the acceleration in revenue recognition resulting from the
implementation of ASC 606 along with recent contract awards for our aerial target products, which include the commencement in July 2017 of low rate initial
production of our SSAT/177 aerial targets for the U.S. Navy and the recent award from the U.S. Army for high performance unmanned aerial systems.
Product sales increased $14.2 million to $97.0 million for the three months ended April 1, 2018 from $82.8 million for the three months ended
March 26, 2017, primarily as a result of a $7.7 million impact from the acceleration in revenue recognition resulting from the implementation of ASC 606
along with an increase in production activity in our US segment. As a percentage of total revenue, product sales were 67.8% for the three months ended
April 1, 2018 as compared to 62.7% for the three months ended March 26, 2017. Service revenues decreased by $3.2 million to $46.0 million for the three
months ended April 1, 2018 from $49.2 million for the three months ended March 26, 2017. The decrease was primarily related to reductions in our legacy
government services businesses within KGS.
Cost of Revenues. Cost of revenues increased $6.3 million to $102.2 million for the three months ended April 1, 2018 from $95.9 million for the
three months ended March 26, 2017. The increase in cost of revenues was primarily a result of the increase in revenues discussed above.
Gross margin increased to 28.5% for the three months ended April 1, 2018 from 27.3% for the three months ended March 26, 2017. Margins on
services decreased to 28.5% for the three months ended April 1, 2018 from 28.9% for the three months ended March 26, 2017, due primarily to a less
favorable mix of revenues. Margins on products increased to 28.6% for the three months ended April 1, 2018 from 26.4% for the three months ended
March 26, 2017, primarily due to the mix of products produced. Margins in the KGS segment remained flat at 29.8% for the three months ended April 1,
2018 and 29.8% for the three months ended March 26, 2017. Margins in the US segment increased to 23.4% for the three months ended April 1, 2018 from
9.0% for the three months ended March 26, 2017, primarily due to a more favorable mix of products being produced during the three months ended April 1,
2018 and due to the migration from development to production on certain platforms and the leverage on the overhead and manufacturing base due to the
increase in production volumes.
Selling, General and Administrative (“SG&A”) Expenses. SG&A expense was $29.8 million for the three months ended April 1, 2018 and $30.0
million for the three months ended March 26, 2017. As a percentage of revenues, SG&A decreased to 20.8% at April 1, 2018 from 22.7% at March 26, 2017,
which is primarily due to the leverage on the fixed SG&A infrastructure as revenues have increased, as well as the impact of cost reduction actions taken
during 2017.
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Research and Development (“R&D”) Expenses. R&D expenses decreased $0.8 million to $3.6 million for the three months ended April 1, 2018
from $4.4 million for the three months ended March 26, 2017, with the primary decreases in the Company’s satellite and communications business. As a
percentage of revenues, R&D decreased to 2.5% for the three months ended April 1, 2018 from 3.3% of revenues in the three months ended March 26, 2017.
R&D expenditures are primarily related to investments we are making in conjunction with our customers, with the objectives of the Company’s products
being the new platform for or “designed-in” to certain new long-term program opportunities and the Company owning certain intellectual property rights for
products that support these programs as well as technology upgrades and refresh activities that are necessary for the next generation of our existing product
lines specifically in our technology and satellite communications business.
Unused Office Space, Restructuring Expenses, and Other. The expense of $0.4 million for the three months ended April 1, 2018 was primarily due to
employee termination costs related to personnel reduction actions taken in the first quarter of 2018. The expense of $0.3 million for the three months ended
March 26, 2017 was primarily due to employee termination costs related to personnel reduction actions taken in the first quarter of 2017.
Other Expense, Net. Other expense, net decreased to $4.8 million from $10.1 million for the three months ended April 1, 2018 and March 26, 2017,
respectively. The decrease in expense of $5.3 million is primarily related to the loss of $1.4 million and the realization of $0.4 million of unamortized
issuance cost and $0.3 million of unamortized discount from the repurchase and extinguishment of $62.7 million of our 7% Notes (as defined below),
resulting in a $2.1 million loss on extinguishment of debt in the first quarter of 2017 along with a $3.0 million reduction in interest expense reflecting the
Company’s refinance of its Senior Notes in November 2017, which resulted in a reduced borrowing rate from 7.0% to 6.5% and a reduced outstanding
principal balance from $431 million to $300 million.
Provision for Income Taxes. Income tax expense for the three months ended April 1, 2018 and March 26, 2017 was $0.9 million and $1.4 million,
respectively. For the three months ended April 1, 2018 and March 26, 2017, the expense was a function of the estimated effective tax rate for the year. The
estimated effective tax rate is driven by estimated foreign taxes, estimated federal and state taxes, permanent book/tax differences, tax amortization of
intangible assets that have an indefinite life under accounting principles generally accepted in the U.S. and the projected income or loss for the year.
Loss from Discontinued Operations. The loss from discontinued operations was $3.5 million for the three months ended April 1, 2018, which
includes a $2.0 million increase in contract costs on certain security system deployment projects for a metropolitan transit authority and $0.8 million of
transaction expenses related to the pending disposition. The income from discontinued operations was $0.1 million for the three months ended March 26,
2017.
Backlog
Since our adoption of ASC 606 on January 1, 2018, revenues from remaining performance obligations, also referred to as total backlog, are now calculated
as the dollar value of our remaining performance obligations on executed contracts. On April 1, 2018, we had approximately $551.8 million of total backlog,
of which $495.4 million was funded. We expect to recognize approximately 55% of the remaining total backlog as revenue in 2018, an additional 26% by
2020 and the balance thereafter. The adoption of ASC 606 resulted in a reduction of approximately $138.6 million of our total backlog as of April 1, 2018.
Our comparable total backlog balance as of March 26, 2017, applying the requirements under ASC 606, was approximately $587.8 million of which $521.7
million was funded.
Total backlog is our estimate of the amount of revenue expected to be realized over the remaining life of awarded contracts and task orders that we
have in hand as of the measurement date. Total backlog can include award fees, incentive fees, or other variable consideration estimated at the most likely
amount to which the Company is expected to be entitled to the extent that it is probable that a significant reversal of cumulative revenue recognized will not
occur. Total backlog can include both funded and unfunded future revenue under government contracts. Total backlog does not include orders for which
neither party has performed and which each party has the unilateral right to terminate a wholly unperformed contract without compensating the other party.
As such, total backlog generally does not include options for additional performance obligations which have not been executed unless they are considered a
material right of the base agreement/contract. For indefinite delivery or indefinite quantity (“IDIQ”) contracts, only awarded or funded task orders are
included for backlog purposes.
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 an estimate of the future revenue expected to be realized from commercial contracts
that are under firm orders. Funded backlog does not include the full potential value of the Company’s contracts because Congress often appropriates funds to
be used by an agency for a particular program of a contract on a yearly or quarterly basis even though the contract may call for performance over a number of
years. As a result, contracts typically are only partially funded at any point during their term, and all or some of the work to be
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performed under the contracts may remain unfunded unless and until Congress makes subsequent appropriation and the procuring agency allocates funding to
the contract.
Contracts undertaken by us may extend beyond one year. Accordingly, portions are carried forward from one year to the next as part of backlog.
Because many factors affect the scheduling of projects, no assurance can be given as to when revenue will be realized on projects included in our backlog.
Although funded backlog represents only business that is considered to be firm, we cannot guarantee that cancellations or scope adjustments will not occur.
The majority of funded backlog represents contracts with terms that would entitle us to all or a portion of our costs incurred and potential fees upon
cancellation by the customer.
Management believes that year-to-year comparisons of backlog are not necessarily indicative of future revenues. The actual timing of receipt of
revenues, if any, on projects included in backlog could change because many factors affect the scheduling of projects. In addition, cancellation or adjustments
to contracts may occur. Backlog is typically subject to large variations from quarter-to-quarter as existing contracts are renewed or new contracts are awarded.
Additionally, all U.S. Government contracts included in backlog, whether or not funded, may be terminated at the convenience of the U.S. Government.
Liquidity and Capital Resources
As of April 1, 2018, we had cash and cash equivalents of $127.8 million compared with cash and cash equivalents of $130.5 million as of
December 31, 2017, which includes $11.6 million and $10.7 million, respectively, of cash and cash equivalents held by our foreign subsidiaries. We are not
presently aware of any restrictions on the repatriation of these funds, however, earnings of these foreign subsidiaries are essentially considered permanently
invested in these foreign subsidiaries. If these funds were needed to fund our operations or satisfy obligations in the U.S. they could be repatriated, and their
repatriation into the U.S. may cause us to incur additional foreign withholding taxes. We do not currently intend to repatriate these earnings.
Our total debt, including capital lease obligations, principal due on our Notes, and other term debt decreased from $294.3 million at December 31,
2017 to $294.1 million at April 1, 2018, due to the principal payment required on our ten-year term loan with a bank in Israel, offset partially by the
amortization of the discount on our Notes and the amortization of deferred financing costs.
We use our operating cash flow to finance trade accounts receivable, fund necessary increases in inventory, fund capital expenditures, our internal
research and development investments and our ongoing operations, service our debt and make strategic acquisitions. Financing trade accounts receivable is
necessary because, on average, our customers do not pay us as quickly as we pay our vendors and employees for their goods and services since a number of
our receivables are contractually billable and due to us only when certain contractual milestones are achieved. Financing increases in inventory balances is
necessary to fulfill shipment requirements to meet delivery schedules of our customers. Cash from continuing operations is primarily derived from our
customer contracts in progress and associated changes in working capital components. Our days sales outstanding have increased to 133 days at April 1, 2018
from 116 days as of December 31, 2017, primarily as a result of certain contractual billing milestones that have not yet been attained, such as equipment
shipments and deliveries on certain products, and for certain flight requirements that must be fulfilled on certain aerial target programs, or final billings which
are not due until completion on certain projects, and therefore we are unable to contractually bill for amounts outstanding related to those milestones at this
time. In addition, we used our working capital during the three months ended March 26, 2017 to build inventory of approximately $8.9 million in anticipation
of future scheduled product deliveries.
A summary of our net cash provided by (used in) operating activities from continuing operations, investing activities from continuing operations,
and financing activities from continuing operations and our cash flows from discontinued operations from our condensed consolidated statements of cash
flows is as follows (in millions):

Three Months Ended
April 1, 2018

Net cash provided by (used in) operating activities from continuing operations

$

Net cash used in investing activities from continuing operations
Net cash provided by financing activities from continuing operations
Net operating cash flows of discontinued operations

March 26, 2017

6.5

$

(5.1)

0.4

18.4

(3.1)

Net investing cash flows of discontinued operations

$
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(5.4)

(6.7)

—

(4.3)
$

(0.2)
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Net cash provided by operating activities from continuing operations for the three months ended April 1, 2018 was positively impacted by increased
operating income as compared to the three months ended March 26, 2017, offset by changes in working capital accounts. The net use in working capital
accounts for the three months ended April 1, 2018 includes approximately $1.1 million of internal development investments we are making related to the Low
Cost Attritable Unmanned Aerial System Demonstration (“LCASD”). For fiscal 2018, we expect to spend an additional $5.0 million to $7.0 million on
internal development efforts that are the remaining non-capital expenditures related for the LCASD program.
Net cash used in investing activities from continuing operations for the three months ended April 1, 2018 is comprised of capital expenditures, which
consist primarily of investments in machinery, computer hardware and software and improvement of our physical properties in order to maintain suitable
conditions in which to conduct our business for the three months ended April 1, 2018. Net cash used in investing activities for the three months ended
March 26, 2017 is comprised of capital expenditures, which consist primarily of investment in machinery, computer hardware and software and improvement
of our physical properties in order to maintain suitable conditions in which to conduct our business, as well as expenditures related to internal capital
investments to build Company-owned capital aerial targets and related support equipment and tooling related to the LCASD and UTAP-22 platforms. During
the three months ended April 1, 2018, capital expenditures of approximately $4.5 million were incurred in our US business, primarily related to our
unmanned combat target initiative. We expect our capital expenditures for fiscal 2018 to be significant due primarily to the capital aerial targets and related
support equipment and tooling that we are building related to the LCASD and UTAP-22 platforms in our US business. These capital expenditures are
expected to equal an aggregate of approximately $23.0 million to $26.0 million for fiscal 2018, with approximately $14.0 to $17.0 million related to our
unmanned aerial system business.
Net cash provided by financing activities from continuing operations was $0.4 million for the three months ended April 1, 2018. Net cash provided
by financing activities from continuing operations for the three months ended March 26, 2017 was primarily net proceeds of $81.9 million from an equity
offering of 11.9 million shares of common stock, partially offset by $64.0 million used to retire approximately $62.7 million in principal amount of
outstanding 7% Notes.
The operating cash flows of discontinued operations for the three month period ended April 1, 2018 is substantially related to the discontinued
operations of our Public Safety & Security business unit, including transaction expenses incurred related to the pending divestiture of this business. The
operating cash flows of discontinued operations for the three month period ended March 26, 2017 is substantially related to the discontinued operations of our
Public Safety & Security business unit. The investing cash flows of discontinued operations for the three months ended March 26, 2017 reflects cash used of
$0.2 million, primarily related to the discontinued operations of Herley Industries, Inc. (“Herley”) and certain of Herley’s subsidiaries, including Herley-CTI,
Inc., EW Simulation Technology, Ltd. and Stapor Research, Inc. (collectively, the “Herley Entities”).
Contractual Obligations and Commitments
Issuance of 6.5% Senior Secured Notes due 2025
In November 2017, we issued and sold $300 million aggregate principal amount of 6.5% Senior Secured Notes due 2025 (the “6.5% Notes”) in a
private placement conducted pursuant to Rule 144A and Regulation S under the Securities Act of 1933, as amended (the “Act”). We incurred debt issuance
costs of $6.6 million associated with the new 6.5% Notes. We utilized the net proceeds from the sale of the 6.5% Notes, as well as cash from its recent equity
offering to extinguish the outstanding 7% Notes. The total reacquisition price of the 7% Notes was $385.2 million, including a $12.0 million call premium,
and $0.3 million of accrued interest.
The 6.5% Notes are governed by the Indenture, dated as of November 20, 2017 (the “Indenture”), among the Company, our existing and future
domestic subsidiaries parties thereto (the “Subsidiary Guarantors”) and Wilmington Trust, National Association, as trustee and collateral agent. A Subsidiary
Guarantor can be released from its guarantee if (a) all of the capital stock issued by such Subsidiary Guarantor or all or substantially all of the assets of such
Subsidiary Guarantor are sold or otherwise disposed of; (b) we designate such Subsidiary Guarantor as an Unrestricted Subsidiary (as defined in the
Indenture); (c) we exercise our legal defeasance option or our covenant defeasance option; or (d) upon satisfaction and discharge of the Indenture or payment
in full in cash of the principal of, premium, if any, and accrued and unpaid interest on the 6.5% Notes.
The 6.5% Notes bear interest at a rate of 6.5% per year from the date of original issuance or from the most recent payment date on which interest has
been paid or provided for. Interest on the 6.5% Notes is payable in arrears on May 30 and November 30 of each year, beginning on May 30, 2018. The 6.5%
Notes are fully and unconditionally guaranteed by the Subsidiary Guarantors.
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The 6.5% Notes and the guarantees (as set forth in the Indenture, the “Guarantees”) are our senior secured obligations and are equal in right of
payment with all other senior obligations of the Subsidiary Guarantors’ existing and future secured debt to the extent of the assets securing that secured debt.
Our obligations under the 6.5% Notes are secured by a first priority lien on substantially all of our assets and the assets of the Subsidiary Guarantors, except
with respect to accounts receivable, inventory, deposit accounts, securities accounts, cash, securities and general intangibles (other than intellectual property),
on which the holders of the 6.5% Notes have a second priority lien, junior to the lien securing our obligations under the Credit Agreement (as defined below).
The 6.5% Notes will be redeemable, in whole or in part, at any time on or after November 30, 2020 at the respective redemption prices specified in
the Indenture. In addition, we may redeem up to 40% of the 6.5% Notes before November 30, 2020 with the net proceeds of certain equity offerings. We may
also redeem some or all of the 6.5% Notes before November 30, 2020 at a redemption price of 100% of the principal amount thereof plus accrued and unpaid
interest, to, but excluding, the redemption date, if any, plus a “make whole” premium. In addition, during each 12-month period commencing on the issue date
and ending on or prior to November 30, 2020, we may redeem up to 10% of the original aggregate principal amount of the 6.5% Notes issued under the
Indenture at a redemption price of 103.000% of the principal amount thereof, plus accrued and unpaid interest, to, but excluding, the date of redemption, if
any. We may also be required to make an offer to purchase the 6.5% Notes upon a change of control and certain sales of its assets.
The Indenture contains covenants limiting, among other things, our ability and the Subsidiary Guarantors’ ability to: (a) pay dividends on or make
distributions or repurchase or redeem our capital stock or make other restricted payments; (b) incur additional debt and guarantee debt; (c) prepay, redeem or
repurchase certain debt; (d) issue certain preferred stock or similar equity securities; (e) make loans and investments; (f) sell assets; (g) incur liens; (h)
consolidate, merge, sell or otherwise dispose of all or substantially all of our assets; (i) enter into transactions with affiliates; and (j) enter into agreements
restricting our ability and certain of its subsidiaries’ ability to pay dividends. These covenants are subject to a number of exceptions. As of April 1, 2018, we
were in compliance with the covenants contained in the Indenture governing the 6.5% Notes.
The terms of the Indenture require that the net cash proceeds from asset dispositions be either utilized to (i) repay or prepay amounts outstanding
under the Credit Agreement unless such amounts are reinvested in similar collateral, (ii) permanently reduce other indebtedness, (iii) make an investment in
assets that replace the collateral of the 6.5% Notes or (iv) a combination of (i), (ii) and (iii). To the extent there are any remaining net proceeds from the asset
disposition after application of (i), (ii) and (iii), such amounts are required to be utilized to repurchase the 6.5% Notes at par.
The Indenture also provides for events of default which, if any such event occurs, would permit or require the principal, premium, if any, interest, if
any, and any other monetary obligations on all the then-outstanding 6.5% Notes to become or to be declared due and payable immediately.
As of April 1, 2018, there was $300.0 million of 6.5% Notes outstanding.
Issuance of 7.00% Senior Secured Notes due 2019
In May 2014, we refinanced our $625.0 million of 10% Senior Secured Notes due in 2017 (the “10% Notes”) with $625.0 million of newly issued
7.00% Senior Secured Notes due in 2019 (the “7% Notes”, and collectively with the 6.5% Notes, the “Notes”). The net proceeds from the issuance of the 7%
Notes was $618.5 million after an original issue discount of $6.5 million. We incurred debt issuance costs of $8.8 million associated with the 7% Notes. We
utilized the net proceeds from the issuance of the 7% Notes, a $41.0 million draw on our Credit Agreement, as well as cash from operations to extinguish the
10% Notes. The total reacquisition price of the 10% Notes was $661.5 million including a $31.2 million early termination fee, the write-off of $15.5 million
of unamortized issue costs, $12.9 million of unamortized premium, along with $5.3 million of additional interest while in escrow, which resulted in a loss on
extinguishment of debt of $39.1 million. On October 16, 2014, we exchanged the outstanding 7% Notes for an equal amount of 7% Notes that had been
registered under the Act.
The 7% Notes were governed by an Indenture, dated May 14, 2014, among the Company, certain of the Company’s 100% owned domestic
subsidiaries and Wilmington Trust, National Association, as trustee and collateral agent. We paid interest on the 7% Notes semi-annually, in arrears, on May
15 and November 15 of each year. The 7% Notes included customary covenants and events of default as well as a consolidated fixed charge ratio of 2.0:1 for
the incurrence of additional indebtedness. Negative covenants include, among other things, limitations on additional debt, liens, negative pledges,
investments, dividends, stock repurchases, asset sales and affiliate transactions. Events of default include, among other events, non-performance of covenants,
breach of representations, cross-default to other material debt, bankruptcy, insolvency, material judgments and changes in control.
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During the year ended December 25, 2016, we repurchased and extinguished $14.5 million of the outstanding 7% Notes, which resulted in a gain of
$0.4 million offset by $0.1 million of unamortized issuance cost and $0.1 million of unamortized discount resulting in a gain on extinguishment of debt of
$0.2 million.
During the quarter ended March 26, 2017, we repurchased and extinguished $62.7 million of the outstanding 7% Notes, which resulted in a loss of
$1.4 million and the realization of $0.4 million of unamortized issuance cost and $0.3 million of unamortized discount resulting in a loss on extinguishment
of debt of $2.1 million.
During the quarter ended December 31, 2017, we redeemed and extinguished the remaining $372.8 million of outstanding 7% Notes, which resulted
in a loss of $12.0 million and the realization of $1.9 million of unamortized issuance cost and $1.3 million of unamortized discount resulting in a loss on
extinguishment of debt of $15.2 million.
Other Indebtedness
$110.0 Million Credit Agreement
On May 14, 2014, we entered into a $110.0 million Credit and Security Agreement, dated May 14, 2014 (the “Credit Agreement”), with the lenders
from time to time party thereto, SunTrust Bank, as Agent (the “Agent”), PNC Bank, National Association, as Joint Lead Arranger and Documentation Agent,
and SunTrust Robinson Humphrey, Inc., as Joint Lead Arranger and Sole Book Runner. The Credit Agreement established a five-year senior secured
revolving credit facility in the maximum amount of $110.0 million (subject to a potential increase of the maximum principal amount to $135.0 million,
subject to the Agent’s and applicable lenders’ approval as described therein), consisting of a subline for letters of credit in an amount not to exceed $50.0
million, as well as a swingline loan in an aggregate principal amount at any time outstanding not to exceed $10.0 million. The obligations under the Credit
Agreement are secured by a first priority lien on our accounts receivable, inventory, deposit accounts, securities accounts, cash, securities and general
intangibles (other than intellectual property). The obligations under the Credit Agreement are secured by a second priority lien, junior to the lien securing the
Notes, on all of our other assets.
The Credit Agreement contains certain covenants, which include, but are not limited to, restrictions on indebtedness, liens, and investments, and
limits on other various payments, as well as a financial covenant relating to a minimum fixed charge coverage ratio of 1.15:1 (as modified per the Third
Amendment and the Fourth Amendment, as defined and discussed below). Events of default under the terms of the Credit Agreement include, but are not
limited to: our failure to pay any principal of any loans in full when due and payable; our failure to pay any interest on any loan or any fee or other amount
payable under the Credit Agreement within three business days after the date when due and payable; our failure or the failure of any of our subsidiaries to
comply with certain covenants and agreements, subject to applicable grace periods and/or notice requirements; any representation, warranty or statement
made in or pursuant to the Credit Agreement or any related writing or any other material information furnished by us or any of our subsidiaries to the Agent
or the lenders proving to be false or erroneous; and the occurrence of an event or condition having or reasonably likely to have a material adverse effect,
which includes a material adverse effect on the business, operations, condition (financial or otherwise) or our prospects or our ability to repay our obligations.
Where an event of default arises from certain bankruptcy events, the commitments will automatically and immediately terminate and the principal of, and
interest then outstanding on, all of the loans will become immediately due and payable. Subject to certain notice requirements and other conditions, upon the
occurrence of an event of default, including the occurrence of a condition having or reasonably likely to have a material adverse effect, commitments may be
terminated and the principal of, and interest then outstanding on, all of the loans may become immediately due and payable. As of April 1, 2018, no event of
default had occurred and we believe that events or conditions having a material adverse effect, giving rise to an acceleration of any amounts outstanding
under the Credit Agreement, have not occurred and the likelihood of such events or conditions occurring is remote.
On May 31, 2015, we entered into a third amendment (the “Third Amendment”) to the Credit Agreement. Under the terms of the Third Amendment,
the definitions of certain terms of the Credit Agreement were modified, the disposition of the Herley Entities was approved by the lenders, a minimum $175.0
million repurchase of the 7% Notes by us was required, and the payment in full of the outstanding balance of the Credit Agreement was required.
Additionally, the measurement of the fixed charge coverage ratio of 1.15:1 was modified as follows: (i) the fixed charge coverage ratio will not be measured
as of the end of any quarterly reporting period ending after June 30, 2015, if on such date (a) there are no outstanding revolving loans or swingline loans and
(b) the aggregate amount outstanding under letters of credit is less than or equal to $17.0 million, and (ii) as to any subsequent quarterly reporting period
ending after June 30, 2015, and not covered by clause (i) above, a fixed charge coverage ratio of at least 1.05:1 must be maintained if the percentage of (a)
outstanding revolving loans plus the sum of the outstanding swingline loans and outstanding letters of credit that are in excess of $17.0 million, to (b) the
revolving credit commitment, minus the Herley Disposition Proceeds Reinvestment Reserve (as defined in the Third Amendment) is greater than 0.00% but
less than 15.00% or a fixed charge coverage ratio of at least 1.10:1 must be maintained if the aforementioned
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percentage is equal to or greater than 15.00% but less than 25.00%. In all other instances, a fixed charge coverage ratio of at least 1.15:1 must be maintained.
For purposes of computing the fixed charge coverage ratio, the associated reduction in consolidated interest expense in connection with the repurchase of the
7% Notes with proceeds from the sale of the Herley Entities shall be deemed to have occurred on the first day of the most recently completed four quarterly
reporting periods prior to the sale.
On August 20, 2015, we entered into a fourth amendment (the “Fourth Amendment”) to the Credit Agreement. Among other things, the Fourth
Amendment provides for a modification of the Third Amendment as it relates to when the minimum fixed charge coverage ratio will be measured based upon
our outstanding borrowings. Outstanding borrowings for purposes of computing the applicable minimum fixed charge coverage ratio exclude any letter of
credit exposure outstanding of $17.0 million plus the amount of letters of credit outstanding for the divested Herley Entities for which a cash deposit has been
placed in escrow by the Buyer to cover the amount of such outstanding letters of credit, should the letters of credit be pulled.
On November 20, 2017, we entered into an amended and restated Credit Agreement with the lenders from time to time party thereto, the Agent, PNC
Bank, National Association, as Joint Lead Arranger and Documentation Agent, and SunTrust Robinson Humphrey, Inc., as Joint Lead Arranger and Sole
Book Runner. As amended and restated, the Credit Agreement establishes a five year senior secured revolving credit facility in the aggregate principal
amount of $90.0 million (subject to a potential increase of the aggregate principal amount to $115.0 million, subject to SunTrust’s and applicable lenders’
approval), consisting of a subline for letters of credit in an amount not to exceed $50.0 million, as well as a swingline loan in an aggregate principal amount at
any time outstanding not to exceed $10.0 million.
Borrowings under the revolving credit facility may take the form of a base rate revolving loan, Eurodollar revolving loan or swingline loan. Base rate
revolving loans and swingline loans will bear interest at a rate per annum equal to the sum of the Applicable Margin (as defined in the Credit Agreement)
from time to time in effect plus the highest of (i) the Agent’s prime lending rate, as in effect at such time, (ii) the federal funds rate, as in effect at such time,
plus 0.50% per annum and (iii) the Adjusted LIBO Rate (as defined in the Credit Agreement) determined at such time for an interest period of one month,
plus 1.00% per annum. Eurodollar revolving loans will bear interest at a rate per annum equal to the sum of the Applicable Margin from time to time in effect
plus the Adjusted LIBO Rate. The Applicable Margin varies between 1.00%-1.50% for base rate revolving loans and swingline loans and 2.00%-2.50% for
Eurodollar loans, and is based on several factors including our then-existing borrowing base and the lenders’ total commitment amount and revolving credit
exposure. The calculation of our borrowing base takes into account several items relating to us and our subsidiaries, including amounts due and owing under
billed and unbilled accounts receivable, then held eligible raw materials inventory, work-in-process inventory, and applicable reserves.
The measurement of a minimum fixed charge coverage ratio under the Credit Agreement was modified in November 2017 to require measurement if
Excess Availability (as defined in the Credit Agreement) is less than fifty percent of the lesser of the borrowing base or the total commitment amount.
As of April 1, 2018, there were no borrowings outstanding on the Credit Agreement and $9.6 million was outstanding on letters of credit, resulting in
net borrowing base availability of $59.0 million. We were in compliance with the financial covenants of the Credit Agreement and its amendments as of
April 1, 2018.
Debt Acquired in Acquisition
We assumed a $10.0 million ten-year term loan with a bank in Israel entered into on September 16, 2008 in connection with the acquisition of one of
its wholly owned subsidiaries. The balance under the term loan as of April 1, 2018 was $0.5 million, and the loan is payable in quarterly installments of $0.3
million plus interest at LIBOR plus a margin of 1.5%. The loan agreement governing the term loan contains various covenants, including a minimum net
equity covenant as defined in the loan agreement. We were in compliance with all covenants contained in the loan agreement as of April 1, 2018.
Other Liquidity Matters
We believe that our cash on hand, together with funds available under the Credit Agreement and cash expected to be generated from operating
activities, will be sufficient to fund our anticipated working capital and other cash needs for at least the next 12 months.
As discussed in Part I, Item 1A, “Risk Factors” of the Form 10-K, our quarterly and annual operating results have fluctuated in the past and may vary
in the future due to a variety of factors, many of which are external to our control. If the conditions in our industry deteriorate or our customers cancel or
postpone projects or if we are unable to sufficiently increase
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our revenues or further reduce our expenses, we may experience, in the future, a significant long-term negative impact to our financial results and cash flows
from operations. In such a situation, we could fall out of compliance with our financial and other covenants, which, if not waived, could limit our liquidity
and capital resources.
Critical Accounting Principles and Estimates
The foregoing discussion of our financial condition and results of operations is based on the condensed consolidated financial statements included in
this Quarterly Report. The preparation of these condensed consolidated financial statements requires us to make estimates and judgments that affect the
reported amounts of assets, liabilities, sales and expenses, and the related disclosures of contingencies. We base these estimates on historical experience and
on various other assumptions that are believed to be reasonable under the circumstances, the results of which form the basis for making judgments about the
carrying values of assets and liabilities. Actual results may differ from these estimates.
Effective January 1, 2018, we adopted the requirements of ASC 606 utilizing the modified retrospective method as discussed in Notes 1 and 2 to the
accompanying Condensed Consolidated Financial Statements. Other than the adoption of ASC 606, there have been no significant changes to our “Critical
Accounting Policies or Estimates” as compared to the significant accounting policies described in the Form 10-K.
Item 3. Quantitative and Qualitative Disclosures About Market Risk.
Since December 31, 2017, there have been no material changes in the quantitative or qualitative aspects of our market risk profile. For additional
information regarding the Company’s exposure to certain market risks, see “Item 7A. Quantitative and Qualitative Disclosures About Market Risk” included
in the Form 10-K.
Item 4. Controls and Procedures.
Conclusions Regarding the Effectiveness of Disclosure Controls and Procedures
We maintain disclosure controls and procedures, as defined in Rules 13a-15(e) and 15d-15(e) promulgated under the Securities Exchange Act of
1934, as amended (the “Exchange Act”), designed to ensure that information required to be disclosed in our reports filed under the Exchange Act is recorded,
processed, summarized and reported within the time periods specified in the SEC’s rules and forms and that such information is accumulated and
communicated to our management, including our Principal Executive Officer and Principal Financial Officer, as appropriate, to allow timely decisions
regarding required disclosure. In designing and evaluating the disclosure controls and procedures, management recognized that any controls and procedures,
no matter how well designed and operated, can provide only reasonable assurance of achieving the desired control objectives, and management necessarily
was required to apply its judgment in evaluating the cost benefit relationship of possible controls and procedures.
As required by Rule 13a-15(b) promulgated under the Exchange Act, we carried out an evaluation, under the supervision and with the participation
of our management, including our Principal Executive Officer and Principal Financial Officer, of the effectiveness of the design and operation of our
disclosure controls and procedures as of the end of the period covered by this report.
Based on the foregoing, our Principal Executive Officer and Principal Financial Officer concluded that our disclosure controls and procedures were
effective at the reasonable assurance level as of April 1, 2018.
Changes in Internal Control Over Financial Reporting
We operate under the COSO (Committee of Sponsoring Organizations) 2013 Framework. There was no change in our internal control over financial
reporting during the three months ended April 1, 2018 that has materially affected, or is reasonably likely to materially affect, our internal control over
financial reporting.

40

Table of Contents
PART II. OTHER INFORMATION
Item 1. Legal Proceedings.
See Note 12 of the Notes to the Condensed Consolidated Financial Statements contained within this Quarterly Report for a discussion of our legal
proceedings.
Item 1A. Risk Factors.
In evaluating us and our common stock, we urge you to carefully consider the risks and other information in this Quarterly Report, as well as the risk
factors disclosed in Item 1A. to Part I of the Form 10-K, and other reports that we have filed with the SEC. Any of the risks discussed in such reports, as well
as additional risks and uncertainties not currently known to us or that we currently deem immaterial, could materially and adversely affect our results of
operations, financial condition or prospects. There have been no material changes in our risk factors as previously disclosed in the Form 10-K during the
period covered by this Quarterly Report.
Item 2. Unregistered Sales of Equity Securities and Use of Proceeds.
None.
Item 3. Defaults Upon Senior Securities.
None.
Item 4. Mine Safety Disclosures.
Not applicable.
Item 5. Other Information.
None.
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Item 6. Exhibits.
Incorporated by
Reference
Exhibit
Number

Exhibit Description

Form

10-Q

Filing Date/
Period End
Date

08/06/2015
(001-34460)

Exhibit

FiledFurnished
Herewith

2.1#†

Stock Purchase Agreement, dated May 31,2015, among
Kratos Defense & Security Solutions, Inc., Herley
Industries, Inc., Ultra Electronics Defense Inc. and Ultra
Electronics Holdings plc.

2.4

2.2#

Stock Purchase Agreement, dated February 28, 2018,
among Kratos Defense & Security Solutions, Inc., Kratos
Public Safety & Security Solutions, Inc. and Securitas
Electronic Security, Inc.

3.1

Amended and Restated Certificate of Incorporation of
Kratos Defense & Security Solutions, Inc., as amended.

10-K

02/27/2017
(001-34460)

3.1

3.2

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

10-K

02/27/2017
(001-34460)

3.2

4.1

Specimen Stock Certificate.

10-K

02/27/2017
(001-34460)

4.1

4.2

Indenture, dated as of May 14, 2014, among Kratos
Defense & Security Solutions, Inc., as Issuer, the
Guarantors party thereto, and Wilmington Trust, National
Association, as Trustee and Collateral Agent (including
the Form of 7.00% Senior Secured Notes due 2019).

8-K

05/15/2014
(001-34460)

4.1

4.3

Registration Rights Agreement, dated as of May 14,
2014, among Kratos Defense & Security Solutions, Inc.,
as Issuer, the Guarantors party thereto, and SunTrust
Robinson Humphrey, Inc., as Representative of the Initial
Purchasers.

8-K

05/15/2014
(001-34460)

10.1

4.4

Indenture, dated as of November 20, 2017, among Kratos
Defense & Security Solutions, Inc., as Issuer, the
Guarantors party thereto, and Wilmington Trust, National
Association, as Trustee and Collateral Agent.

8-K

11/21/2017
(001-34460)

4.1

4.5

First Supplemental Indenture, dated as of December 21,
2017, among Kratos Defense & Security Solutions, Inc.,
as Issuer, the Guarantor as party thereto, and Wilmington
Trust, National Association, as Trustee.

10-K

02/28/2018
(001-34460)

4.5

31.1

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

*

31.2

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

*

32.1

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

*

*
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Incorporated by
Reference
Exhibit
Number

Exhibit Description

Form

Filing Date/
Period End
Date

Exhibit

FiledFurnished
Herewith

32.2

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

*

101

Financial statements from the Quarterly Report on
Form 10-Q of Kratos Defense & Security Solutions, Inc.
for the quarter ended April 1, 2018 formatted in XBRL:
(i) the Condensed Consolidated Balance Sheets, (ii) the
Condensed Consolidated Statements of Operations and
Comprehensive Loss, (iii) the Condensed Consolidated
Statements of Cash Flows, (iv) the Notes to the
Condensed Consolidated Financial Statements.

*

# Certain schedules and exhibits referenced in this document have been omitted in accordance with Item 601(b)(2) of Regulation S-K. A copy of any
omitted schedule and/or exhibit will be furnished supplementally to the Securities and Exchange Commission upon request.
† This Exhibit has been filed separately with the Secretary of the Securities and Exchange Commission
without the redaction pursuant to a Confidential Treatment Request under Rule 24b-2 of the Securities
Exchange Act of 1934, as amended.
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SIGNATURES
Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the
undersigned, thereunto duly authorized.
KRATOS DEFENSE & SECURITY SOLUTIONS, INC.

By:

/s/ ERIC M. DEMARCO
Eric M. DeMarco
Chief Executive Officer, President
(Principal Executive Officer)

By:

/s/ DEANNA H. LUND, CPA
Deanna H. Lund
Executive Vice President, Chief Financial Officer
(Principal Financial Officer)

By:

/s/ MARIA CERVANTES DE BURGREEN, CPA
Maria Cervantes de Burgreen
Vice President and Corporate Controller
(Principal Accounting Officer)

Date:

May 10, 2018
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STOCK PURCHASE AGREEMENT
This STOCK PURCHASE AGREEMENT (this “Agreement”) is made and entered into as of February 28, 2018, by and among
Kratos Defense & Security Solutions, Inc., a Delaware corporation (“Seller”), Kratos Public Safety & Security Solutions, Inc., a
Delaware corporation (the “Company”), and Securitas Electronic Security, Inc., a Delaware corporation (“Buyer”). Certain
capitalized terms used in this Agreement are defined in Exhibit A.
Recitals
WHEREAS, Seller is the sole stockholder of the Company, and owns beneficially and of record all of the issued and
outstanding shares of capital stock of the Company, which consist of 1,000 shares of common stock, no par value (the “Shares”);
WHEREAS, Buyer desires to purchase from Seller, and Seller desires to sell to Buyer, all of the Shares, upon the terms and
subject to the conditions of this Agreement; and
WHEREAS, concurrently with the execution and delivery of this Agreement, Buyer has delivered to Seller a guarantee of
Securitas Security Services USA, Inc., a Delaware corporation (the “Guarantor”), dated as of the date hereof, in favor of Seller
with respect to the obligations of Buyer under this Agreement and the other Transaction Documents to which Buyer is a party (the
“Guarantee”), as specified in the Guarantee.
Agreement
NOW, THEREFORE, in consideration of the mutual covenants and premises contained in this Agreement and for other good
and valuable consideration, the receipt and adequacy of which are hereby acknowledged, the parties to this Agreement agree as
follows:
ARTICLE I.
PURCHASE AND SALE OF THE SHARES
1.
Purchase and Sale of the Shares. Upon the terms and subject to the conditions of this Agreement, at the Closing
provided for in Section 1.3, Seller shall sell, convey, assign, transfer and deliver to Buyer (or to Securitas Services, Inc. or a direct
or indirect wholly-owned subsidiary thereof that has no officers or directors other than those whose personal identifier information
(PII) was provided in the initial Joint CFIUS Filing (a “Designated Affiliate”)) and Buyer (or a Designated Affiliate) shall
purchase, acquire and accept from Seller, all of Seller’s right, title and interest in and to the Shares free and clear of all Liens, other
than Permitted Liens.
2.

Purchase Price.

(a)
The aggregate purchase price for the Shares shall be (i) $69,000,000 (the “Base Amount”), minus (ii) the
amount, if any, by which Target Net Working Capital exceeds Net Working Capital, plus (iii) the amount, if any, by which Net
Working Capital exceeds Target Net Working Capital and plus (iv) the amount of Net Cash, in each case, as finally determined
pursuant to Section 1.5 (the “Closing Purchase Price”).
(b)

No later than three (3) Business Days prior to the Closing Date, Seller shall deliver
1

to Buyer a statement setting forth: (i) a good faith estimate of (A) the consolidated balance sheet of the Company and the
Company Subsidiaries as of the Measuring Time, prepared in accordance with GAAP, (B) the estimated Net Working Capital
(“Estimated Net Working Capital”), together with a calculation of such Estimated Net Working Capital in accordance with
Section 1.5(a) of the Seller Disclosure Letter, including the footnotes contained therein, and (C) the estimated Net Cash
(“Estimated Net Cash”) (with a line-item breakout for each component item of Company Indebtedness and Company Transaction
Expenses), in each case together with reasonably detailed supporting work papers, data or other information as may be necessary
or appropriate to understand such estimates; and (ii) Seller’s calculation of the Closing Purchase Price to be paid at Closing based
upon such foregoing components (the “Estimated Closing Purchase Price”).
The Estimated Closing Purchase Price shall be an amount equal to the Base Amount subject to increase or

(c)

decrease as follows:
(i)

minus the amount, if any, by which Target Net Working Capital exceeds Estimated Net Working

(ii)

plus the amount, if any, by which Estimated Net Working Capital exceeds Target Net Working

Capital;
Capital; and
(iii)

plus the Estimated Net Cash.

3.
Closing. The closing of the transactions contemplated by this Agreement (the “Closing”) shall take place at 9:00
a.m. local time on the third Business Day following the satisfaction or waiver of all conditions to the obligations of the parties
hereto to consummate the Transactions to be performed on the Closing Date (other than conditions which, by their nature, are to
be satisfied at the Closing, but subject to the satisfaction or, to the extent permitted under applicable Law, waiver of those
conditions) (the “Closing Date”) at the offices of Paul Hastings LLP located at 4747 Executive Drive, 12th Floor, San Diego,
California 92121, or at such other place, time or date as the parties may mutually agree; provided, however, that, notwithstanding
the foregoing, upon the written request of Buyer or Seller, the Closing shall take place on the later of (i) April 2, 2018 and (ii) the
first Business Day of the month immediately following the date on which the Closing would otherwise occur pursuant to this
Section 1.3; provided, further, however, that the parties hereto intend that the Closing shall be deemed to be effective, and the
purchase and sale of the Shares shall be deemed to occur, at 12:01 a.m. on the Closing Date.
4.
Closing Deliverables.

At the Closing, Seller shall deliver to Buyer the following:

(a)

(i)
a stock certificate or stock certificates representing the Shares, duly endorsed or accompanied by
stock powers duly executed in blank;
(ii)

the minute books, stock books and stock ledgers of the Company and the Company Subsidiaries;

(iii)
executed resignations of each director, manager or other similar Person of the Company and each
Company Subsidiary, in each case, in form and substance reasonably satisfactory to Buyer;

the Transition Services Agreement in the form attached hereto as Exhibit B (the “Transition
Services Agreement”) executed by Seller and the Company;
(iv)

2

one or more lease assignment agreements (the “Lease Assignments”), in form and substance
reasonably satisfactory to Buyer, with respect to the leases referenced on Section 1.4(a)(v) of the Seller Disclosure Letter, executed
by Seller, or the applicable Affiliate of Seller, and the Company, or the applicable Company Subsidiary;
(v)

(vi)

fully executed copies of all Required Consents, each in form and substance reasonably satisfactory

to Buyer; and
(vii)
a duly executed certification that Seller is not a foreign person within the meaning of Treasury
Regulations Section 1.1445-2(b)(2)(iv).

At the Closing, Buyer shall deliver to Seller the following:

(b)

cash in an amount equal to the Estimated Closing Purchase Price, by wire transfer of immediately
available funds to a bank account designated by Seller in Section 1.4(b)(i) of the Seller Disclosure Letter; and
(i)

(ii)
5.

the Transition Services Agreement executed by Buyer.

Purchase Price Adjustments.

Closing Statement. No later than ninety (90) days after the Closing Date, Buyer shall deliver to Seller a
statement (the “Closing Statement”) that sets forth Buyer’s calculation of: (i)(A) the consolidated balance sheet of the Company
and the Company Subsidiaries as of the Measuring Time, prepared in accordance with GAAP, (B) the Net Working Capital,
together with a calculation of such Net Working Capital in accordance with Section 1.5(a) of the Seller Disclosure Letter,
including the footnotes contained therein, and (C) the Net Cash (with a line-item breakout for each component item of Company
Indebtedness and Company Transaction Expenses), in each case together with reasonably detailed supporting work papers, data or
other information as may be necessary or appropriate to understand each
component thereof; and (ii) Buyer’s calculation of the Closing Purchase Price based upon such foregoing components.
(a)

Acceptance of Statements; Dispute Procedures.

(b)

The Closing Statement delivered hereunder shall be conclusive and binding upon the parties hereto
unless and to the extent, within forty-five (45) days after delivery of such Closing Statement, Seller notifies Buyer, in writing (the
“Claims Statement Notice”), that Seller disputes any of the amounts set forth therein, specifying in reasonable detail the items in
dispute, the nature and quantum (to the extent known) of the adjustments proposed to address such disputed items, and the reasons
for such proposed adjustments. During the forty-five (45) day period following Seller’s receipt of the Closing Statement, Buyer
shall provide Seller and its Representatives with reasonable access to the working papers of Buyer and the books and records of
the Company and the Company Subsidiaries, in each case solely to the extent relating to the preparation of the Closing Statement
and as reasonably requested by Seller, and reasonable access to the employees of the Company, Buyer and their respective
Subsidiaries involved in the preparation of the Closing Statement, upon reasonable prior written notice and during normal business
hours. Buyer and Seller shall in good faith attempt to resolve any such dispute. If Buyer and Seller do not reach agreement in
resolving any such dispute within forty-five (45) days after delivery of the Claims Statement Notice, Buyer and Seller shall submit
the dispute to the Arbiter for resolution. Promptly, but no
(i)
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later than twenty (20) days following its appointment, the Arbiter shall determine, based solely on written submissions by Buyer
and Seller setting forth (A) such party’s respective calculations of the Closing Purchase Price and its components and (B) such
party’s rationale for, and any relevant written evidence supporting, such calculation of Closing Purchase Price and proposed
adjustments to the Closing Statement, and not by independent review, only those issues in dispute and shall render a written report
as to the resolution of the dispute and the resulting computation of the Closing Purchase Price, which shall be conclusive and
binding on the parties hereto (it being understood that in making such determination, the Arbiter shall be functioning as an expert
and not as an arbitrator). In resolving any disputed item, the Arbiter shall be bound by the provisions of this Section 1.5(b)(i) and
may not assign a value to any item greater than the greatest value for such item claimed by either party or less than the smallest
value for such item claimed by either party. The fees, costs and expenses of the Arbiter shall be allocated to and borne by Buyer
and Seller based on the inverse of the percentage that the Arbiter’s final determination (before such allocation) bears to the total
amount of the total items in dispute as originally submitted to the Arbiter. For example, should the items in dispute total in amount
to $1,000 and the Arbiter awards $600 in favor of Seller’s position, 60% of the costs of its review would be borne by Buyer and
40% of the costs would be borne by Seller.
(ii)
The Closing Statement shall become final, binding and non- appealable by the parties hereto on the
earliest of (A) the forty-sixth (46th) day following the delivery of the Closing Statement by Buyer to Seller if no Claims Statement
Notice has been delivered to Buyer in accordance with the terms of Section 1.5(b)(i), (B) with such changes as are necessary to
reflect matters resolved in writing by Buyer and Seller, the date all outstanding disputed items are resolved by the parties pursuant
to the good faith attempts to resolve such disputed items pursuant to Section 1.5(b)(i), and (C) with such changes as are necessary
to reflect the Arbiter’s resolution of the disputed items (together with any changes necessary to reflect matters previously resolved
in writing by Buyer and Seller), the date the Arbiter delivers written notice of its decision pursuant to Section 1.5(b)(i). The date
on which the Closing Statement shall become final, binding and non-appealable by the parties hereto is herein referred to as the
“Determination Date.” The final Closing Purchase Price as finally determined in accordance with this Section 1.5 is herein
referred to as the “Final Closing Purchase Price.”

Adjustment. Within five (5) Business Days after the Determination Date:

(c)

(i)
if the Final Closing Purchase Price is greater than the Estimated Closing Purchase Price, then Buyer
shall pay to Seller, by wire transfer of immediately available funds to an account designated in writing by Seller, an amount in
cash equal to the excess of the Final Closing Purchase Price over the Estimated Closing Purchase Price; and

if the Final Closing Purchase Price is less than the Estimated Closing Purchase Price, then Seller
shall pay to Buyer, by wire transfer of immediately available funds to an account designated in writing by Buyer, an amount in
cash equal to the excess of the Estimated Closing Purchase Price over the Final Closing Purchase Price.
(ii)

ARTICLE II. REPRESENTATIONS AND WARRANTIES OF SELLER
Except as set forth in the Seller Disclosure Letter (each section of which qualifies the correspondingly numbered
representation and warranty or covenant to the extent specified therein, provided that any disclosure set forth with respect to any
particular section shall be deemed to be disclosed in reference to all other applicable sections of this Agreement if it is reasonably
apparent on its face that the
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disclosure would also apply to such other sections of this Agreement) delivered by Seller to Buyer on the date hereof (the “Seller
Disclosure Letter”), Seller hereby represents and warrants to Buyer as of the date hereof and as of the Closing as follows:
1.
Organization. Seller is a corporation duly organized, validly existing and in good standing under the Laws of the
State of Delaware.
2.
Authority; Binding Nature of Agreement. Seller has the requisite corporate power and authority to (a) conduct
its business as it is presently conducted and to own, lease or operate its respective properties and assets and (b) enter into and
deliver this Agreement and all other Transaction Documents to which it is a party and to perform and carry out its obligations
hereunder and thereunder and to consummate the Transactions. The execution and delivery by Seller of this Agreement and the
other Transaction Documents to which Seller is a party, the performance by Seller of its obligations hereunder and thereunder and
the consummation by Seller of the Transactions have been duly authorized by the board of directors of Seller. No other corporate
or other proceedings on the part of Seller are necessary to authorize the execution and delivery of this Agreement, the Transaction
Documents to which it is a party, the performance by Seller of its obligations hereunder and thereunder and the consummation by
Seller of the Transactions. This Agreement has been, and each other Transaction Document to which Seller is a party will be, duly
executed and delivered by Seller and (assuming due
authorization, execution and delivery by Buyer and the other parties thereto) constitutes, or will constitute, a valid and binding
obligation of Seller, enforceable against Seller in accordance with its terms, subject to applicable bankruptcy, insolvency or similar
Laws affecting the enforcement of creditors rights generally and equitable principles of general applicability.
3.

Non-Contravention.

(a)
Neither the execution or delivery of nor performance by Seller of this Agreement or any other Transaction
Document to which Seller is a party, nor the consummation by Seller of the Transactions nor compliance by Seller with any of the
provisions herein or in any other Transaction Document, will, directly or indirectly (with or without notice or lapse of time): (i)
result in a violation or breach of or conflict with the certificate of incorporation or bylaws of Seller; (ii) subject to obtaining or
making the consents, approvals, orders, authorizations, registrations, declarations and filings referred to in paragraph (b) below,
violate any judgment, ruling, order, writ, injunction or decree (“Judgment”) or Law applicable to Seller; or (iii) violate, conflict
with, result in a breach of, constitute a default under, result in the acceleration of or give any Person the right to accelerate the
maturity or performance of, or to cancel, terminate, modify or exercise any remedy under, any Contract to which Seller is a party;
other than, with respect to clause (ii) and clause (iii), any such event which, individually or in the aggregate, would not reasonably
be expected to have a material adverse effect on the ability of Seller to consummate the Transactions.
(b)
No consent, approval, order or authorization of, or registration, declaration or filing with, or notification to,
any Governmental Body is necessary to be obtained or made by Seller in connection with Seller’s execution, delivery and
performance of this Agreement and each other Transaction Document to which Seller is a party, or the consummation by Seller of
the Transactions, except for (i) compliance with and filings pursuant to any applicable Antitrust Laws, (ii) such filings and
approvals as may be required under Exon-Florio (including the Joint CFIUS Filing), the Securities Act or the Exchange Act, and
(iii) such other consents, approvals, orders, waivers, authorizations, actions, nonactions, registrations, declarations, filings, permits
and notices the failure of which to be obtained or made would not, individually or in the aggregate, reasonably be expected to have
a material adverse effect on the ability of Seller to
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consummate the Transactions.
No Legal Proceedings. There is no Legal Proceeding pending against Seller and, to the Knowledge of Seller, no
Legal Proceeding has been threatened against Seller that would reasonably be expected to have a material adverse effect on the
ability of Seller to consummate the Transactions.
4.

5.
Title to Shares. Seller is the record and beneficial owner of the Shares, and, except as set forth on Section 2.5 of
the Seller Disclosure Letter, holds the Shares free and clear of all Liens (other than Liens arising under securities Laws), and upon
consummation of the Transactions, Seller will transfer good and valid title to the Shares to Buyer, free and clear of all Liens (other
than Liens arising under securities Laws). Except as set forth on Section 2.5 of the Seller Disclosure Letter, Seller is not party to or
bound by (a) any option, warrant, purchase right, right of first refusal, call, put or other Contract (other than this Agreement) that
would require Seller to sell, transfer or otherwise dispose of any Shares or (b) any stockholder
agreements, voting trusts, proxies or other Contract relating to the holding, voting, sale, purchase, redemption or other acquisition
of the Shares.
6.
Brokers. Except for Canaccord Genuity Inc. (the “Seller Financial Advisor”), no broker, finder, financial advisor,
agent or other Person acting on behalf of Seller is or will be entitled to any brokerage fees, commissions, finders’ fees, financial
advisory fees or other fees in connection with the Transactions for which Buyer, the Company or any Company Subsidiary would
be liable.
7.
No Other Buyer Representations or Warranties. Seller hereby acknowledges and agrees that, except for the
representations and warranties set forth in Article IV, neither Buyer nor any of its Affiliates or Representatives or any other Person
has made, is making or shall be deemed to have made any representation or warranty whatsoever, express or implied, written or
oral, regarding the subject matter of this Agreement, including with respect to the accuracy of any information provided or made
available to Seller or any of its Affiliates or Representatives or any other Person.

ARTICLE III.
REPRESENTATIONS AND WARRANTIES OF THE COMPANY
Except as set forth in the Seller Disclosure Letter (each section of which qualifies the correspondingly numbered
representation and warranty or covenant to the extent specified therein, provided that any disclosure set forth with respect to any
particular section shall be deemed to be disclosed in reference to all other applicable sections of this Agreement if it is reasonably
apparent on its face that the disclosure would also apply to such other sections of this Agreement), Seller and the Company, on
behalf of the Company and each Company Subsidiary, hereby represent and warrant to Buyer as of the date hereof and as of the
Closing as follows:
1.
Organization. Section 3.1(a) of the Seller Disclosure Letter sets forth each of the Subsidiaries of the Company
(the “Company Subsidiaries”). Each of the Company and the Company Subsidiaries is a corporation, limited liability company
or limited partnership duly organized, validly existing and in good standing under the laws of the jurisdiction of its incorporation,
formation or organization, as applicable, and has all requisite power and authority to enable it to own, operate and lease its
properties and to carry on its business as presently conducted, except as has not and would not, individually or in the aggregate,
reasonably be expected to have a Company Material Adverse Effect. Seller has made available to Buyer true and correct copies of
the certificate or articles of incorporation (including any certificate of designations), bylaws or like organizational documents, of
the Company and each Company Subsidiary,
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and neither the Company nor any Company Subsidiary is in material violation of any provision thereof.
Capitalization. The authorized capital stock of the Company consists of 1,000 shares of common stock no par
value, all of which are issued and outstanding, constituting the Shares. The Shares are duly authorized, validly issued and
outstanding, fully paid and non- assessable. None of the Shares were issued in violation of: (a) nor are the Shares subject to, any
preemptive, subscription, rights of first refusal or similar rights; or (b) the Securities Act or any other applicable Laws. There are
no outstanding warrants, options, rights of first refusal, calls, puts, agreements, convertible or exchangeable securities or other
Contracts (other than this Agreement) or commitments pursuant to which the Company or any Company Subsidiary is or may
become obligated to issue, sell, purchase, return or redeem any shares of capital stock or other securities of the Company. Neither
the Company nor any Company Subsidiary is party to or bound by (i) any stockholder agreement, voting trust, proxy or other
Contract (other than this Agreement), agreement or understanding relating to the holding, voting, sale, purchase, redemption or
other acquisition of the Shares or (ii) any Contract, agreement, commitment, arrangement, understanding or other obligation to
declare, make or pay any dividends or distributions, whether current or accumulated, or due or payable, on the Shares. Except as
set forth on Section 3.2 of the Seller Disclosure Letter, there are no outstanding or authorized stock appreciation, phantom stock,
stock-based performance unit, profit participation, other equity- based compensation award, profits interest or similar rights with
respect to the Company.
2.

3.

Authorization; No Conflict.

(a)
The Company has the requisite corporate power and authority to enter into and deliver this Agreement and
all other Transaction Documents to which it is a party and to perform and carry out its obligations hereunder and thereunder and to
consummate the Transactions. The execution and delivery by the Company of this Agreement and the other Transaction
Documents to which the Company is a party, the performance by the Company of its obligations hereunder and thereunder and the
consummation by the Company of the Transactions have been duly authorized by the board of directors of the Company. No other
corporate or other proceedings on the part of the Company are necessary to authorize the execution and delivery of this Agreement
or the Transaction Documents to which it is a party, the performance by the Company of its obligations hereunder and thereunder
and the consummation by the Company of the Transactions. This Agreement has been, and each other Transaction Document to
which the Company is a party will be, duly executed and delivered by the Company and (assuming due authorization, execution
and delivery by Buyer and the other parties thereto) constitutes, or will constitute, a valid and binding obligation of the Company,
enforceable against the Company in accordance with its terms, subject to applicable bankruptcy, insolvency or similar Laws
affecting the enforcement of creditors rights generally and equitable principles of general applicability.

Neither the execution, delivery or performance by the Company of this Agreement or any other
Transaction Document to which the Company is a party, nor the consummation by the Company of the Transactions nor
compliance by the Company with any of the provisions herein or in any other Transaction Document, will, directly or indirectly
(with or without notice or lapse of time): (i) result in a violation or breach of or conflict with the certificate or articles of
incorporation or bylaws or other similar organizational documents of the Company or any of the Company Subsidiaries; (ii) except
as set forth in Section 3.3(b) of the Seller Disclosure Letter, violate, conflict with, result in a breach of, constitute a default under,
result in the acceleration of or give any Person the right to accelerate the maturity or performance of, or to cancel, terminate,
modify or exercise any remedy under, any Company Material Contract; or (iii) subject to obtaining or making the consents,
approvals, orders, authorizations, registrations, declarations and filings referred to in Section 3.3(c), violate in any material respect
any material Judgment, Law or
(b)
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Permit applicable to the Business, the Company or any Company Subsidiary; other than any such event described in clause (ii)
which, individually or in the aggregate, has not had or would not reasonably be expected to have a material adverse effect on the
ability of the Company and the Company Subsidiaries to conduct the Business substantially in the manner it is currently conducted
or to perform any of their respective obligations hereunder.
(c)
Except as set forth on Section 3.3(c) of the Seller Disclosure Letter, no consent, approval, order or
authorization of, or registration, declaration or filing with, any Governmental Body is necessary to be obtained or made by the
Company or any Company Subsidiary in connection with the Company’s execution, delivery and performance of this Agreement
and each other Transaction Document to which the Company is a party, or the consummation by the Company of the Transactions,
except for (i) compliance with and filings pursuant to any applicable Antitrust Laws, (ii) the consents set forth on Section 3.3(b) of
the Seller Disclosure Letter and (iii) such other material consents, approvals, orders, waivers, authorizations, actions, nonactions,
registrations, declarations, filings, permits and notices.
4.

Subsidiaries.

Section 3.4(a) of the Seller Disclosure Letter sets forth for each Company Subsidiary its (i) name, (ii)
jurisdiction of formation, (iii) if such Subsidiary is a corporation, its authorized capital stock, (iv) the number of issued and
outstanding shares of each class of its capital stock or other Equity Interests thereof, (v) the names of the holders of such capital
stock or other Equity Interests, and (vi) the number of shares or other Equity Interests held by each such holder.
(a)

(b)
All of the outstanding shares of capital stock or other equity securities of, or other Equity Interests in, each
Company Subsidiary, are duly authorized, validly issued, fully paid and nonassessable, and were issued in compliance with the
Securities Act and any other applicable Laws and any preemptive rights of first refusal or similar rights of any Person. Such
shares, securities or other Equity Interests are owned by the Company or by a Company Subsidiary free and clear of any Liens
(other than Liens arising under securities Laws) or limitations on voting rights. Except as set forth on Section 3.4(b) of the Seller
Disclosure Letter, there are no subscriptions, options, warrants, calls, puts, rights, convertible securities or other Contracts,
agreements or commitments of any character relating to the issuance, transfer, sales, delivery, voting or redemption (including any
rights of conversion or exchange under any outstanding security or other instrument) for any of the capital stock or other Equity
Interests of, or other ownership interests in, any Company Subsidiary. There are no agreements requiring the Company or any
Company Subsidiary to make contributions to the capital of, or lend or advance funds to, any Company Subsidiary. Except for
Equity Interests in the Company Subsidiaries and passive investments in securities listed on a national securities exchange or
registered under Section 12(g) of the Exchange Act, neither the Company nor any Company Subsidiary owns, directly or
indirectly, any capital stock or other ownership or Equity Interest in any Person. Except as set forth in Section 3.4(b) of the Seller
Disclosure Letter, there are no outstanding or authorized stock appreciation, phantom stock, stock-based performance unit, profit
participation, other equity-based compensation award, profits interest or similar rights with respect to any Company Subsidiary.
(c)
5.
Financial Statements.

Section 3.5(a) of the Seller Disclosure Letter contains true and correct copies of (i) the unaudited
consolidated balance sheet of the Company and the Company Subsidiaries as of December 25, 2016 and the related consolidated
income statement for the fiscal year then ended and (ii) the unaudited consolidated balance sheet (the “Latest Balance Sheet”) of
the Company and the Company Subsidiaries
(a)
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as of December 31, 2017 (the “Balance Sheet Date”) and the related consolidated income statement for the fiscal year then ended
(clauses (i) and (ii) collectively, the “Company Financial Statements”). Except as set forth in Section 3.5(a)(i) of the Seller
Disclosure Letter, the Company Financial Statements (A) have been prepared in conformity with GAAP applied on a consistent
basis during the periods involved (except as disclosed therein and for the absence of footnotes (none of which would disclose any
material Liability)), (B) present fairly in all material respects the consolidated financial position and the consolidated results of
operations of the Company and the Company Subsidiaries as of the dates or for the periods presented therein and (C) are prepared
from, and based on, the accounting records of the Company and the Company Subsidiaries. Except as reflected on and reserved
for on the face of the Latest Balance Sheet or for immaterial Liabilities incurred since the Balance Sheet Date in the ordinary
course of business consistent with past practice, neither the Company nor any of the Company Subsidiaries has any Liabilities or
obligations of any nature (whether accrued, absolute, contingent or otherwise) required by GAAP to be set forth on a consolidated
balance sheet, or disclosed in the notes thereto, of the Company and the Company Subsidiaries. Except as set forth in Section
3.5(a)(ii) of the Seller Disclosure Letter, since the Balance Sheet Date, neither the Company nor any Company Subsidiary has
made any change in any method, principal or practice of accounting or auditing practice, other than those expressly required by
GAAP or applicable Law.
The Company has established and maintained disclosure controls and procedures (as such term is defined
in Rules 13a-15(f) and 15d-15(f) under the Exchange Act) to the extent required by Rule 13a-15(a) under the Exchange Act. Such
disclosure controls and procedures are designed to ensure that material information relating to the Company and the Company
Subsidiaries required to be disclosed by Seller in the reports that Seller files or submits under the Exchange Act is accumulated
and communicated to Seller’s principal executive officer and its principal financial officer to allow timely decisions regarding
disclosure and to ensure that information required to be disclosed by Seller with respect to the Company and the Company
Subsidiaries in the reports that Seller files or submits under the Exchange Act is recorded, processed, summarized and reported
within the time periods specified in the rules and forms of the U.S. Securities and Exchange Commission (the “SEC”). No
material weakness was identified in management’s assessment of internal controls as of December 31, 2017 (nor, to the
Knowledge of Seller, has any such weakness been identified between that date and the date of this Agreement).
(b)

(c)
Except as set forth on Section 3.5(c) of the Seller Disclosure Letter, the Company and the Company
Subsidiaries have good and valid title to all of the assets owned by and material to the Company and the Company Subsidiaries,
taken as a whole, free and clear of all Liens (other than Permitted Liens). Except for the licenses under the Transition Services
Agreement, the Company and the Company Subsidiaries have valid leasehold interests in all of the assets that are leased or used
by the Company or any Company Subsidiary except where the
failure to have a valid leasehold interest has not had, and would not reasonably be expected to have, individually or in the
aggregate, a Company Material Adverse Effect. Except for the services and licenses under the Transition Services Agreement or as
set forth on Section 3.5(c) of the Seller Disclosure Letter, all of the assets owned or leased by the Company and the Company
Subsidiaries comprise all of the assets, properties, Contracts and rights necessary to operate the Business substantially in the
manner that the Business was operated by the Company and the Company Subsidiaries immediately prior to the Closing.
(d)
All accounts receivable that are reflected on the Company Financial Statements (“Accounts Receivable”)
(including Unbilled Accounts Receivable) were recorded consistent with past practices and in accordance with GAAP and
represent or will represent valid bona-fide obligations arising from products, materials or services actually sold or performed by
the Company and the Company Subsidiaries in the ordinary course of business pursuant, in all material respects, to the terms of
the
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applicable Contract and, in the case of all Accounts Receivable other than Unbilled Accounts Receivable, pursuant to and in
accordance, in all material respects, with invoices actually delivered by the Company and the Company Subsidiaries that are
reflected on such invoices to the applicable customer and the terms contained therein. The invoices delivered by the Company and
the Company Subsidiaries in respect of Accounts Receivable (other than Unbilled Accounts Receivable) accurately reflect, in all
material respects, the products, materials or services actually sold or performed by the Company and the Company Subsidiaries, as
applicable, to such applicable customer. The allowance for doubtful accounts reflected on the Company Financial Statements has
been calculated consistent with past practices and GAAP consistently applied. Section 3.5(d) of the Seller Disclosure Letter sets
forth, as of December 31, 2017, (i) the aggregate amount of all Unbilled Accounts Receivable and (ii) any individual Unbilled
Account Receivable in excess of $100,000.
(e)
To the Knowledge of Seller, all revenue reflected on the Company Financial Statements for the fiscal year
ended December 31, 2017 that is associated with the work performed by the Company and the Company Subsidiaries, as
applicable, under the percentage-of-completion method of accounting has been recorded consistent with past practices and in
accordance with GAAP (consistently applied) in the ordinary course of business, based upon the estimates to completion as of that
date. Without limiting the foregoing, to the Knowledge of Seller, (i) the recognized revenue associated with Job No. 4193 for the
fiscal year ended December 31, 2017, as set forth on Section 3.5(e) of the Seller Disclosure Letter, reflects, in all material respects,
the associated amount of work performed by the Company and the Company Subsidiaries, as applicable, under the percentage-ofcompletion method of accounting, and (ii) such estimates to completion as of that date and the work performed to that date in
respect of Job No. 4193, as set forth on Section 3.5(e) of the Seller Disclosure Letter, are true and accurate in all material respects.
(f)
For the twelve-month period ended December 31, 2017, the revenue associated with contractual fixedprice service and maintenance agreements between the Company and/or the Company Subsidiaries and customers in respect of the
Business, which includes services provided on a recurring monthly basis, including revenue associated with monitoring services,
testing services, online services, system communication services, access services, video services, service plans, preventative
maintenance services, fire alarm test and inspection services, remote enterprise services and embedded service, in each case, as
recognized by the Company and the Company Subsidiaries in the ordinary course of business consistent with past practices and in
accordance with GAAP (consistently applied), was approximately
$12,088,200.

The inventory reflected on the Company Financial Statements as of December 31, 2017 was acquired and
has been maintained, in all material respects, in the ordinary course of business consistent with past practice. Such inventory
consists of a quantity, quality and condition usable for its intended purpose and salable in the ordinary course of business
consistent with past practice, except for obsolete items or items of below-standard quality, all of which have been written off or
written down to net realizable value on the Company Financial Statements, calculated in accordance with GAAP and consistent
with past practices.
(g)

Seller acknowledges and agrees that certain of the Accounts Receivable relate to retainage amounts held
by the customers of the Company or Company Subsidiaries pending completion of the applicable project or development (each, a
“Retainage Amount”). Section 3.5(h) of the Seller Disclosure Letter sets forth the Retainage Amount as of December 31, 2017,
which has been calculated in accordance with GAAP and consistent with past practices.
(h)

(i)

The books and records of the Company and the Company Subsidiaries from which
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the Company Financial Statements were prepared (i) are complete and correct in all material respects, (ii) form the basis for the
Company Financial Statements and (iii) reflect in all material respects the assets, liabilities, financial position and results of
operations of the Company and the Company Subsidiaries.
6.
Absence of Certain Events. Except as set forth in Section 3.6 of the Seller Disclosure Letter, from the Balance
Sheet Date until the date of this Agreement: (a) the Company and the Company Subsidiaries have conducted the Business in the
ordinary course of business consistent with past practice; and (b) neither the Company nor any Company Subsidiary has, in
connection with the Business, taken or refrained from taking, as applicable, any of the actions set forth in Section 5.4(b). Since
January 1, 2017, there has not been or occurred any event, condition, change, occurrence or development that, individually or in
the aggregate, has had or would reasonably be expected to have a Company Material Adverse Effect.
7.
Litigation. Except as set forth in Section 3.7 of the Seller Disclosure Letter, as of the date of this Agreement, there
are no Legal Proceedings by or against the Company or any Company Subsidiary or which otherwise relate to the Business, that
are pending or, to the Knowledge of Seller, are threatened in writing, in each case that (a) resulted, or would reasonably be
expected to result, in payments by the Company or any Company Subsidiary in excess of $100,000; (b) seeks an injunction or
equitable relief; or (c) has had or would reasonably be expected to have a Company Material Adverse Effect. As of the date of this
Agreement, there is no outstanding Judgment to which the Company or any Company Subsidiary has outstanding material
obligations.
8.
Brokers. Except for the Seller Financial Advisor, no agent, broker, financial advisor or other Person or firm acting
on behalf of the Company or any Company Subsidiary or under the Company’s or any Company Subsidiary’s authority is or will
be entitled to any brokerage fees, commissions, finders’ fees, financial advisory fees or other fees in connection with the
Transactions for which the Buyer, the Company or any Company Subsidiary would be liable.
9.

Company Plans.

Section 3.9(a) of the Seller Disclosure Letter sets forth all material Company Employee Benefit Plans and
material Business Employee Agreements (collectively, the “Company Plans”). No Company Employee Benefit Plan is sponsored
by the Company or any Company Subsidiary, except as expressly indicated on Section 3.9(a) of the Seller Disclosure Letter.
(a)

(b)
With respect to each material Company Employee Benefit Plan, the Company has made available to Buyer
a true, correct and complete copy of: (i) each written Company Employee Benefit Plan document and all amendments thereto, if
any (or, in the case of any material unwritten Company Employee Benefit Plans, written descriptions thereof); (ii) if applicable,
the most recent Annual Report (Form 5500 Series) including any applicable schedules; (iii) if applicable, the current summary
plan description and any material modifications thereto, if any, (or any written summary provided to participants with respect to
any Company Employee Benefit Plan for which no summary plan description exists); (iv) the most recent determination letter (or
if applicable, advisory or opinion letter) from the Internal Revenue Service, if any; and (v) all material notices given to such
Company Employee Benefit Plan or the Company in the past three (3) years by the Internal Revenue Service, Department of
Labor, Pension Benefit Guarantee Corporation, or other governmental agency relating to such Company Employee Benefit Plan.
The Company has also made available to Buyer true, correct and complete copies of each material Business Employee Agreement.
(c)
Each Company Employee Benefit Plan that is intended to be “qualified” within the meaning of Section
401(a) of the Code has received a favorable determination letter (or, if applicable,
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advisory or opinion letter) from the Internal Revenue Service that has not been revoked, and to the Knowledge of Seller, no event
has occurred and no condition exists that would reasonably be expected to adversely affect the qualified status of any such
Company Employee Benefit Plan or result in the imposition of any material Liability, penalty or Tax under ERISA, the Code or
other applicable Law, other than a requirement to provide or fund benefits.
(d)
With respect to each Company Plan, except to the extent any noncompliance would not reasonably be
expected to result in a material Liability to Buyer and its Affiliates (including, after the Closing, the Company and Company
Subsidiaries), (i) each Company Employee Benefit Plan has been operated and administered in all material respects in accordance
with its provisions and in compliance with all applicable provisions of ERISA, the Code and any other applicable Law; and (ii) all
material payments and contributions required to have been made under the terms of any Company Plan have been made or the
amount of such payment or contribution obligation has been reflected in the Company Financial Statements.
(e)
There is no material pending or, to the Knowledge of Seller, threatened Legal Proceeding relating to any
current or former Business Employee under any Company Plan (other than ordinary course claims for benefits) that would
reasonably be expected to be a material Liability of Buyer and its Affiliates (including, after the Closing, the Company and
Company Subsidiaries) after the Closing Date.

Except with respect to the Multiemployer Plans the Company contributes to with respect to employees
represented by the International Brotherhood of Electrical Workers (IBEW), there does not exist any Controlled Group Liability
that would reasonably be expected, individually or in the aggregate, to result in material Liability, on or after the Closing, to the
Company.
(f)

(g)
No Company Plan provides for a “gross-up” or similar payment in respect of any Taxes that may become
payable under Sections 409A or 4999 of the Code that would reasonably be expected to result in a Liability to Buyer after the
Closing Date.

Except with respect to such Liabilities that have been fully satisfied, none of Seller, the Company, any
Company Subsidiary or any Entity that is treated as a single employer with any of the foregoing under Sections 414(b), (c), or (m)
of the Code or 29 CFR Section 4001.3 has received in the past eight years written (or, to the Knowledge of Seller, oral) notice
from a “multiemployer plan” within the meaning of Section 4001(a)(3) of ERISA (a “Multiemployer Plan”) of (i) assessment of
any withdrawal liability assessable pursuant to Section 4219 of ERISA under a Multiemployer Plan with respect to any partial or
complete withdrawal, within the meaning of Sections 4205 and 4203 of ERISA, respectively, which after such notice has not been
fully paid or (ii) any failure to make any contribution to a Multiemployer Plan that was due and payable on or prior to the Closing
Date and which, after such notice, has not been fully corrected.
(h)

(i)
Section 3.9(i) of the Seller Disclosure Letter sets forth all Multiemployer Plans to which the Company or
any Company Subsidiary currently contributes or has an obligation to contribute.

Neither Seller nor any Subsidiary of Seller (other than the Company or any Company Subsidiary)
contributes, has an obligation to contribute, or previously contributed, to a Multiemployer Plan on behalf of employees of the
Company or any Company Subsidiary.
(j)

10.

Taxes.
(a)

All income and other material Tax Returns required to be filed by or with respect to
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the Company and each Company Subsidiary have been timely filed with the proper Governmental Body in the manner prescribed
by applicable Law and all such Tax Returns are true, complete and correct in all material respects. All Taxes owed (or required to
be remitted) by any of the Company and each Company Subsidiary (whether or not shown or required to be shown as due on any
such Tax Return) have been timely paid in full to the proper Governmental Body; except for those which are being disputed in
good faith by appropriate proceedings and have been disclosed to Buyer in writing. There are no Liens on any of the assets of the
Company or any Company Subsidiary with respect to Taxes, other than Permitted Liens.
(b)
Except as set forth on Section 3.10(b) of the Seller Disclosure Letter, there is no written claim, audit,
action, suit, proceeding or, to the Knowledge of Seller, an investigation currently pending or threatened against or with respect to
the Company or any Company Subsidiary in respect of any material Tax matter. All deficiencies for any material Taxes claimed,
proposed or assessed against the Company or any Company Subsidiary in writing by any Governmental Body have been paid or
settled or are properly reflected in the most recent Company Financial Statements.
(c)
Neither the Company nor any Company Subsidiary has been a party to a “listed transaction” within the
meaning of Treasury Regulations Section 1.6011-4(b).
(d)
Neither the Company nor any Company Subsidiary is a party to any written Tax allocation agreement, Tax
sharing agreement, Tax indemnity obligation or similar agreements (other than Contracts solely among the Company and/or the
Company Subsidiaries, or Contracts entered into in the ordinary course of business the primary purpose of which is not related to
Taxes).
(e)
Neither the Company nor any Company Subsidiary has been a member of an Affiliated Group filing a
consolidated federal income Tax Return (other than a group the common parent of which was Seller).
(f)
The Company and the Company Subsidiaries have duly and timely withheld all material amounts required
to be withheld and paid over to the appropriate Governmental Body all amounts required to be so withheld and paid under
applicable Laws.

Neither the Company nor any Company Subsidiary will be required to include a material item of income
in, or exclude a material item of deduction from, taxable income for any taxable period (or portion thereof) ending after the
Closing Date, in each case, as a result of (i) a change in method of accounting under Section 481 of the Code (or any similar
provision of state, local or foreign Law) made on or prior to the Closing Date, (ii) an installment sale or open transaction effected
on or prior to the Closing Date, (iii) an advance payment, prepaid amount or other similar amount (including, a payment in respect
of deferred revenue) received on or prior to the Closing Date, (iv) an election pursuant to Section 108(i) of the Code (or any
similar provision of state, local or foreign Law) made on or prior to the Closing Date, (v) a “closing agreement” as described in
Section 7121 of the Code (or any corresponding or similar provision of state, local or foreign Tax Law) executed on or prior to the
Closing Date, or (vi) any intercompany transaction as described in Treasury Regulation Section 1.1502-13 (or any corresponding
or similar provision of state, local or foreign income Tax Law) occurring on or prior to the Closing Date or any excess loss account
in existence at Closing described in Treasury Regulations Section 1.1502-19 (or any corresponding or similar provision of state,
local or foreign Tax Law).
(g)

(h)
Neither the Company nor any Company Subsidiary has been a United States real property holding
corporation within the meaning of Section 897(c)(2) of the Code during the applicable period specified in Section 897(c)(1)(A)(ii)
of the Code.
(i)
The Company and each Company Subsidiary have adequately reserved in the Company Financial
Statements in accordance with GAAP for all Taxes that have accrued but are not yet
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due and payable as of the dates thereof.
Notwithstanding anything herein to the contrary, (i) no representations are made concerning the amount of, or the Company
and each Company Subsidiary’s ability to utilize or otherwise benefit from, any net operating losses, capital losses, Tax basis, Tax
credits and other similar items of the Company or any Company Subsidiary (collectively, the “Tax Attributes”), and Seller shall
not be liable for any downward adjustment in or diminution in value of such Tax Attributes, and (ii) nothing in this Section 3.10
shall be deemed to apply directly or indirectly with respect to any taxable period (or portion thereof) beginning after the Closing
Date or shall be construed as a representation or warranty with respect to any Tax position that Buyer or its Affiliates (including,
after the Closing, the Company and the Company Subsidiaries) may take after the Closing Date.
11.

Environmental Matters.

Except as, individually or in the aggregate, has not had or would not reasonably be expected to have a
Company Material Adverse Effect:
(a)

(i)
the Company and each Company Subsidiary has been and is in compliance with all applicable
Environmental Laws and there are no pending or, to the Knowledge of Seller, threatened demands, claims, Legal Proceedings,
information requests or notices of noncompliance or violation regarding the Company or any Company Subsidiary relating to any
Liability under or seeking to impose any financial responsibility for any investigation, cleanup, removal, containment or any other
remediation or compliance under, any Environmental Law; and
(ii)
there are no facts, conditions, or circumstances (including the presence or release of any Hazardous
Substance), and there are no underground storage tanks, landfills, current or former waste disposal areas, polychlorinated
biphenyls, asbestos-containing materials or asbestos at or on any real property currently or, to the Knowledge of Seller, formerly
owned, leased or operated by the Company or any Company Subsidiary that would reasonably be expected to give rise to any
violation of or result in any material Liability under any Environmental Law.
(b)
As used in this Agreement, “Environmental Laws” shall mean any Federal, foreign, state and local Law
or legal requirement, including regulations, orders, permits, licenses, approvals, ordinances, directives and the common Law,
pertaining to pollution, the environment, the protection of the environment or human health and safety, including the Clean Air
Act, the Clean Water Act, the Resource Conservation and Recovery Act, the Comprehensive Environmental Response,
Compensation, and Liability Act, the Occupational Safety and Health Act, the Toxic Substances Control Act, the Hazardous
Materials Transportation Act, the Safe Drinking Water Act, the Federal Insecticide, Fungicide, and Rodenticide Act, the
Emergency Planning and Community Right-to-Know Act and any similar Federal, foreign, state or local Law. As used in this
Agreement, “Hazardous Substance” shall mean any material, waste, contaminant, pollutant, or hazardous or toxic waste or
substance and terms of similar import
(including petroleum, polychlorinated biphenyls, and asbestos and asbestos-containing materials), as such terms are
defined under Environmental Laws.
12.

Compliance with Laws.

Except as set forth on Section 3.12 of the Seller Disclosure Letter, neither the Company nor any of the
Company Subsidiaries is in material violation of any Law applicable to the Company or the Company Subsidiaries or by which
any of their respective properties or businesses are bound or any regulation issued under any of the foregoing or has, since January
1, 2015, been notified in
(a)
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writing by any Governmental Body of any material violation, or any material investigation with respect to any such Law or any
Permit.
(b)
All Permits required for the Company and the Company Subsidiaries to conduct the Business have been
obtained and are valid and in full force and effect, except where the failure to have obtained and hold any of such Permits would
not reasonably be expected to give rise to material Liability on the part of the Company and the Company Subsidiaries, taken as a
whole. The Company and the Company Subsidiaries are in compliance, in all material respects, with all such Permits.

Since January 1, 2015, neither the Company nor any Company Subsidiary nor, to the Knowledge of Seller,
any director, officer, agent or employee of the Company or any Company Subsidiary has taken any action, directly or indirectly,
that would result in a material violation by any such persons of the U.S. Foreign Corrupt Practices Act of 1977, as amended, and
the rules and regulations thereunder, the U.K. Bribery Act of 2010 and the rules and regulations thereunder or any other antibribery/corruption legislation promulgated by any Governmental Body (collectively, the “Anti-Bribery Laws”). The Company
and each Company Subsidiary has in place reasonable procedures designed to ensure compliance with all Anti- Bribery Laws and
Sanctions Laws. Neither the Company nor any Company Subsidiary has material facilities, operations, employees, assets,
liabilities or revenues outside of the United States of America.
(c)

13.

Intellectual Property.

(a)
Section 3.13(a) of the Seller Disclosure Letter sets forth as of the date hereof a true and complete list of all
patents, patent applications, trademark registrations, trademark applications, registered copyrights, and domain names that are
owned by the Company or any Company Subsidiary and that have not otherwise been abandoned, expired or cancelled, indicating
for each item the registration or application number and the applicable filing jurisdiction (“Company Registered Intellectual
Property”). All filings and fees required to be filed to maintain any material Company Registered Intellectual Property have been
timely filed with and paid to the relevant Governmental Bodies and authorized registrars, and each item of material Company
Registered Intellectual Property is otherwise subsisting and, to the extent registered, is, to the Knowledge of Seller, valid and
enforceable.

To the Knowledge of Seller, the conduct of the Business as currently conducted by the Company and the
Company Subsidiaries and the current products, processes and services of the Company and the Company Subsidiaries do not
infringe or misappropriate
the Intellectual Property Rights of any third party in any material respect. No Legal Proceeding has been filed, asserted or
threatened in writing against the Company or any Company Subsidiary in the two (2) years prior to the date hereof in which it is
alleged that the conduct of the Business by the Company or any Company Subsidiary, infringes, misappropriates, dilutes or
otherwise violates the Intellectual Property Rights of any third party, and, to the Knowledge of Seller, there are no facts or
circumstances that would reasonably be expected to give rise to any such Legal Proceeding.
(b)

To the Knowledge of Seller, no person is misappropriating, infringing, diluting or violating any Company
Intellectual Property that is material to the conduct of the business of the Company and the Company Subsidiaries as a whole.
(c)

(d)
Section 3.13(d) of the Seller Disclosure Letter contains a list of all Contracts pursuant to which a third
party has licensed or granted any right to the Company or any Company Subsidiary in any Intellectual Property Rights, other than
Ordinary Course Licenses, Open Source Licenses, any licenses for commercially available or off-the-shelf software (including
software licensed through software as a service
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(SaaS) arrangements), or any licenses for which the Company or any Company Subsidiary has paid less than $250,000 in annual
fees (“In-Licenses”).
(e)
Section 3.13(e) of the Seller Disclosure Letter contains a list of all Contracts pursuant to which the
Company or any Company Subsidiary has granted any third party any rights or licenses to any material Company Intellectual
Property other than Ordinary Course Licenses (the “Out-Licenses” and, together with the In-Licenses, the “IP Contracts”).

The Company or a Company Subsidiary is the sole and exclusive legal and beneficial owner of all right,
title and interest in and to the Company Intellectual Property, and, to the Knowledge of Seller, has the valid right to use all other
Intellectual Property Rights material to the conduct of the Business as currently conducted. The Company and all Company
Subsidiaries have taken commercially reasonable steps to maintain and protect all material trade secrets included among the
Company Intellectual Property.
(f)

(g)
The Software, computer hardware, servers, networks, data communication lines and other information
technology equipment and related systems that are owned by the Company or any Company Subsidiary (collectively, the “IT
Systems”), in each case, are reasonably sufficient for the immediate needs of the Business and are in sufficiently good working
condition. To the Knowledge of Seller, since January 1, 2015, there has been no unauthorized access, use, intrusion or breach of
security, or material failure or breakdown affecting any IT Systems, that has caused any: (i) substantial disruption of or
interruption in or to the use of such IT Systems or the conduct of the Business; (ii) material loss, destruction, damage or harm of or
to the Company, any Company Subsidiary, or its operations, personnel, property or other assets; or (iii) material Liability of any
kind to the Company or any Company Subsidiary. The Company and all Company Subsidiaries maintain commercially reasonable
back-up and data recovery, disaster recovery and business continuity plans, procedures and facilities.
(h)
The Company and the Company Subsidiaries are in actual possession of the source code for all material
proprietary Software owned by the Company and the Company
Subsidiaries. Neither Company nor any Company Subsidiary has disclosed any source code for any material proprietary Software
owned by the Company and the Company Subsidiaries to any other Person, other than an employee, independent contractor or
consultant of Company or a Company Subsidiary pursuant to an agreement prohibiting use or disclosure, except in the
performance of services for the Business.

Neither the Company nor any Company Subsidiary has used any open source software in a manner that
does, will or would reasonably be expected to, require the (i) disclosure or distribution of any material proprietary Software owned
by the Company or Company Subsidiary in source code form, or (ii) license or other provision of any material proprietary
Software owned the Company or Company Subsidiary on a royalty-free basis.
(i)

14.

Employment Matters.
(a)

Employees.

(i)
Seller has provided (A) all employment Contracts with all employees of the Company and each
Company Subsidiary and (B) a list, as of December 31, 2017, that is complete and accurate, in all material respects, stating the
name, job title or description, current rate of direct compensation, start date, any change in compensation on or after December 31,
2016, and sick and vacation leave that is accrued and unused with respect to all current employees of the Company and each
Company Subsidiary.
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(ii)
Each of the Company and each Company Subsidiary is in compliance in all respects with all
applicable Laws and Judgments relating to employment of labor, including all Laws and Judgments relating to wages, hours,
discrimination, sexual harassment, civil rights, affirmative action, immigration, safety and health, workers’ compensation and the
collection and payment of withholding Taxes, social security Taxes and similar Taxes, except to the extent non-compliance would
not reasonably be expected to have, either individually or in the aggregate, a Company Material Adverse Effect. The Company
and the Company Subsidiaries are in material compliance with exempt classification requirements under the Fair Labor Standards
Act and any applicable state wage and hour Law (collectively, “Wage Laws”), and no employee classified as exempt is entitled to
any material overtime pay under the applicable Wage Laws. Except as set forth on Section 3.14(a)(ii) of the Seller Disclosure
Letter, no written promise or guarantee, and to the Knowledge of Seller, no other promise or guarantee, has been given to any
person as to the level or amount of compensation to be paid to them or any other improvement to their terms and conditions of
employment compared to the terms stated in the list described in Section 3.14(a)(i)(B).
(iii)
Except as set forth on Section 3.14(a)(iii) of the Seller Disclosure Letter, neither the Company nor
any Company Subsidiary is a party to or bound by any collective bargaining agreement or other agreement or understanding with a
labor union, labor organization, or similar group of employees (a “Labor Union”). Neither the Company nor any Company
Subsidiary is a party to any dispute with a Labor Union. To the Knowledge of Seller, no employee of the Company or any
Company Subsidiary has, while employed by the Company or a Company Subsidiary, engaged in any union organizing or election
activities related to the Company or a Company Subsidiary. Neither the Company nor any Company Subsidiary has
experienced a union strike, slowdown, picketing, work stoppage, organized work slowdown, grievance process, claim of unfair
labor practice or other collective bargaining dispute. Since January 1, 2015, there has been no lockout of the employees of the
Company or any Company Subsidiary, and no such action is contemplated. To the Knowledge of Seller: (A) neither the Company
nor any Company Subsidiary has committed an unfair labor practice; (B) no event has occurred or circumstance exists that would
reasonably be expected to provide a legal basis for any work stoppage, strike or other labor dispute by or with the employees of
the Company or any Company Subsidiary and (C) no Labor Union is presently engaging in or threatening an organizational effort
with respect to the employees of the Company or any Company Subsidiary.
(iv)
To the Knowledge of Seller, no employee, officer or director of the Company or any Company
Subsidiary is a party to or bound by any Contract that (A) could adversely affect the performance of his or her duties as an
employee, an officer or a director other than for the benefit of the Company or any Company Subsidiary, as applicable, (B) could
adversely affect the ability of the Company or the Company Subsidiaries to conduct the Business, (C) restricts or limits in any way
the scope or type of work in which he or she may be engaged other than for the benefit of the Company or any Company
Subsidiary, as applicable, or
(D) requires him or her to transfer, assign or disclose confidential information or Company Intellectual Property prepared after
commencement of employment with the Company or any Company Subsidiary to anyone other than the Company or any
Company Subsidiary.

Seller has provided a complete and accurate list, in all material respects, of all Persons who were
employees of the Company or any Company Subsidiary within the preceding six (6) months (A) whose employment was
terminated by the Company or a Company Subsidiary, as applicable, or (B) who have terminated their employment with the
Company or any Company Subsidiary, as applicable, or submitted a letter of resignation or its equivalent. To the Knowledge of
Seller, no employee of the
(v)
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Company or any Company Subsidiary has any plans to terminate employment with the Company or any Company Subsidiary, as
applicable (whether as a result of the Transactions or otherwise) within the next six (6) months. Within ninety (90) days preceding
the Closing, no employee of the Company or any Company Subsidiary at a site of employment that has had fifty (50) or more
Company or Company Subsidiary employees during such ninety (90) days has suffered an “employment loss” with the Company
or a Company Subsidiary, as such term is defined in the WARN Act.
Except as set forth on Section 3.14(a)(vi) of the Seller Disclosure Letter and for ordinary course
subcontracting arrangements related to performing services for customers, neither the Company nor any Company Subsidiary is
the recipient of any outsourced or temporary labor from any third party.
(vi)

(vii)
To the Knowledge of Seller: (A) neither the Company nor any Company Subsidiary has received
written correspondence from the Social Security Administration advising of a “no-match” between an employee’s name and social
security number; and (B) all employees of the Company and each Company Subsidiary are legally permitted to be employed by
their employer, whether the Company or a Company Subsidiary, in the jurisdiction in which such employee is employed in their
current job capacities.
(viii)
Except as set forth on Section 3.14(a)(viii) of the Seller Disclosure Letter, or as would not have a
Company Material Adverse Effect, there is no Legal Proceeding regarding hiring, discharge, constructive discharge, terms and
conditions of employment, discrimination in employment, compensation matters, pay equity, worker classification (including
employee-independent contractor classification), wages and hours, disability rights or benefits, equal opportunity, plant closures
and layoffs, affirmative action, workers’ compensation employee leave issues, labor relations, unemployment insurance,
occupational safety and health and employment practices, work visas or employment authorization (including the Immigration
Reform and Control Act) or other employment dispute of any nature pending or, to the Knowledge of Seller, threatened, against
the Company or any Company Subsidiary. Section 3.14(a)(viii) of the Seller Disclosure Letter lists all such Legal Proceedings
which are currently active or which have been resolved in the past year.
(b)

Independent Contractors.

(i)
Section 3.14(b)(i) of the Seller Disclosure Letter sets forth a list of each natural Person engaged as
an independent contractor of the Company and each Company Subsidiary as of December 31, 2017.
(ii)
The Company and the Company Subsidiaries have complied, in all material respects, with the
requirements of applicable Law classifying individuals as independent contractors. To the Knowledge of Seller, no current or
former independent contractor has made any claim, whether verbally or in writing, to the Company or a Company Subsidiary that
he or she is (or was), or should be (or should have been) classified as, an employee of the Company or any Company Subsidiary.
15.
Insurance. Section 3.15 of the Seller Disclosure Letter sets forth a list of the current insurance policies
maintained by the Company or any Company Subsidiary relating to the Business and/or maintained by Seller and its Affiliates
(other than the Company or any Company Subsidiary) relating to the Business (the “Insurance Policies”). The descriptions on
Section 3.15 of the Seller Disclosure Letter shall include for each Insurance Policy: (a) the type of policy; (b) the policy number;
(c) the name of insurer; and (d) the expiration date. Seller and the Company have made available to Buyer true, accurate and
complete copies of the Insurance Policies, in each case, as amended through the date hereof. The Company and the Company
Subsidiaries, or Seller or its other Affiliates on behalf of the Company and the Company
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Subsidiaries, maintain insurance coverage adequate and customary in the industry for the operation of their respective Businesses
(taking into account the cost and availability of such insurance). To the Knowledge of Seller, the Insurance Policies are in full
force and effect and all related premiums have been paid to date. Since January 1, 2016, no insurer under any Insurance Policy (i)
has denied or disputed (or otherwise reserved its rights with respect to) the coverage of any claim pending under any such
Insurance Policy or (ii) has threatened to cancel any Insurance Policy.
16.

Material Contracts.

Section 3.16 of the Seller Disclosure Letter sets forth a true and correct list, as of the date of this
Agreement, of all Contracts of the following types to which either (i)
the Company or any of the Company Subsidiaries is a party to or bound or (ii) solely with respect to any Contract under which
revenue is generated for the Business, Seller (or any Subsidiary of Seller which is not the Company or a Company Subsidiary) is a
party to or bound (each a “Company Material Contract”):
(a)

(i)
any Contract containing any covenant, commitment or other obligation (A) limiting in any material
respect the right of the Company or any Company Subsidiary to compete with any Person in any line of business or in any
geographical area, (B) granting any exclusive rights with respect to any Company Intellectual Property that is material to the
Company and the Company Subsidiaries, taken as a whole, or (C) otherwise prohibiting or limiting in any material respect the
right of the Company or any Company Subsidiary to sell, distribute or manufacture any products or services, except in each case
for any such Contract that may be cancelled without penalty by the Company or any Company Subsidiary upon notice of sixty
(60) days or less;
(ii)

any IP Contract;

(iii)
any Contract for the acquisition, disposition, or sale of properties or assets (by merger, purchase or
sale of stock or assets or otherwise) other than in the ordinary course of business consistent with past practices;
(iv)
(A) any Contract relating to Indebtedness, whether incurred, assumed, guaranteed or secured by
any asset, (B) guaranties (separate from customer Contracts), letters of credit, letters of comfort, surety or performance bonds, or
any obligation to maintain or provide collateral (including Cash) relating to any ongoing projects of the Business, and (C) any
Contract that contains or provides for any warranty, guaranty or other similar undertaking with respect to contractual performance;
in each case, other than in the ordinary course of business, in each case, in excess of $500,000;
(v)
any Contract under which the Company or any Company Subsidiary has, directly or indirectly,
made any loan, capital contribution to, or any other investment in, any Person (other than investments in marketable securities in
connection with ordinary course cash management activities or non-material advances to Business Employees in the ordinary
course of business consistent with past practices);
(vi)

any material Contract with any Top Supplier;

(vii)
any material Contract for a Key Project or a project that represented at least $750,000 in revenue
for the fiscal year ended December 31, 2017 or at least
$750,000 in backlog as of December 31, 2017 (for the avoidance of doubt, the material Contracts with respect to such projects
include base contracts/master agreements and other forms of master subcontractor agreements and related terms and conditions,
but exclude purchase orders, change orders, letters of
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authorization, letters of confirmation, notices to proceed and other similar documents (unless such documents are expressly listed
on Section 3.16 of the Seller Disclosure Letter));
Real Property;
each lease, rental or occupancy agreement relating to the Leased
(ix)
each joint venture, partnership or Contract involving a sharing of revenue, profit, costs or
Liabilities with any other Person or any material Contract providing for payments to or by any Person based on sales, purchases or
profits, other than direct payments for goods or services;

(viii)

Union;
all collective bargaining agreements or agreements with any Labor

(x)

(xi)
any Contract with security clearance requirements required by any Person (including such
requirements required by the applicable customer or any Governmental Body) and a detailed description of such security clearance
requirements;
(xii)
any Contract with any current officer, director, member, employee, consultant or agent of the
Company or any Company Subsidiary (other than (A) ordinary course compensation, incentive, bonus or commission plans and
(B) letters containing standard terms and conditions offering employment on an at-will basis); and
(xiii)
any Contract involving the settlement, release, compromise or waiver of any Legal Proceedings,
in each case, entered into within twelve (12) months prior to the date of this Agreement (other than immaterial releases of claims
made in the ordinary course of business).
(b)
Each of the Company Material Contracts is in full force and effect and is valid and binding on the
Company and each Company Subsidiary party thereto (as applicable) and, to the Knowledge of Seller, each other party thereto.
There is no material default under any Company Material Contract by the Company or any Company Subsidiary party thereto (as
applicable) and, to the Knowledge of Seller, no event has occurred that with the lapse of time or the giving of notice or both would
constitute a material default thereunder by the Company or any Company Subsidiary. Buyer has been provided with copies of the
Company Material Contracts that are, in all material respects, true, complete and accurate as of the date hereof.
17.

Properties.
(a)

Neither the Company nor any Company Subsidiary owns, or since January 1, 2013 has owned, any real

property.
(b)
Section 3.17(b) of the Seller Disclosure Letter sets forth a list of each leasehold or subleasehold estate held
by (i) the Company or any Company Subsidiary or (ii) any other Person which is material to the operation of the Business
(collectively, the “Leased Real Property”). Except as set forth on Section 3.17(b) of the Seller Disclosure Letter, the Company or
a Company Subsidiary has a valid leasehold interest in all of the Leased Real Property free and clear of all Liens (except for
Permitted Liens). Except as set forth on Section 3.17(b) of the Seller Disclosure Letter and easements, rights-of-way and other
similar matters of record that would not reasonably be expected to materially impair the value, continued use or the occupancy of
the Leased Real Property, no Person other than the Company or any Company Subsidiary has any right to use, lease, sublease,
license, possess and/or occupy any portion of
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the Leased Real Property and there are no oral or written agreements between the Company or any Company Subsidiary and any
other Person providing such Person the right to use, occupy or possess all or
any portion of any of the Leased Real Property. To the Knowledge of Seller, there are no eminent domain proceedings, special
assessments, administrative actions, or other taking by any Governmental Body of any kind pending or threatened against the
whole or any part of any Leased Real Property, and to the Knowledge of Seller, no condemnation, taking, Law (including but not
limited to zoning changes) or other matter which may adversely affect the current use of the Leased Real Property is threatened or
contemplated. To the Knowledge of Seller, the Leased Real Property and the use and occupancy of any of the Leased Real
Property, as currently used and occupied, and the conduct of the business thereon, as currently conducted, does not violate in any
material respect any deed restrictions, applicable Law consisting of buildings codes, zoning, subdivision or other land use or
similar Laws.
(c)
Except as would not reasonably be expected to have a Company Material Adverse Effect, each of the
Company and the Company Subsidiaries has title to, or a valid leasehold interest in, as applicable, all tangible personal property
used in their respective businesses free and clear of any Liens, except for Permitted Liens. Such personal property and Leased Real
Property (taken as a whole) is in good operating condition and repair, ordinary wear and tear excepted, and except for such failures
to be in good operating condition and repair which would not reasonably be expected to have, either individually or in the
aggregate, a Company Material Adverse Effect.
18.

Privacy and Data Protection.

(a)
The Company and the Company Subsidiaries are in material compliance with (i) their respective posted
privacy policies, (ii) the applicable Privacy Laws relating to Personal Data, and (iii) with respect to Personal Data consisting of
financial account numbers (such as credit cards, bank accounts, PayPal accounts, debit cards), passwords, CCV data, or other
related data, if any, the Payment Card Industry Data Security Standards. The Company and the Company Subsidiaries have
commercially reasonable security procedures in place to protect Personal Data they receive from unauthorized access, use or
disclosure. To the Knowledge of Seller, neither the Company nor any Company Subsidiary is currently, or has in the past three (3)
years been, under investigation by any state, federal, or foreign jurisdiction regarding its protection, storage, use, disclosure, and
transfer of Personal Data.

Since January 1, 2016, to the Knowledge of Seller: (i) none of the Company or any Company Subsidiary
has experienced any acquisition, access, use or disclosure of Personal Data in a manner not permitted under any applicable Privacy
Laws (a “Breach”) or notified, or has been required to notify, any Person of any Breach; and (ii) no third party that creates,
receives, maintains or transmits Personal Data or that has access to Personal Data by or on behalf of any of the Company or any
Company Subsidiary has experienced any Breach or notified, or has been required to notify, any Person of any Breach with respect
to any Personal Data created, received, maintained or transmitted by it for the Company or any Company Subsidiary.
(b)

Since January 1, 2016, to the Knowledge of Seller, none of the Company or any of the Company
Subsidiaries has received any written claim, complaint, inquiry, or notice from any Governmental Body related to the Company’s
or any Company Subsidiaries’ collection, processing, use, storage, security, and/or disclosure of Personal Data, alleging that
any of these activities are in violation of any Privacy Law.
(c)

(d)
Since January 1, 2016, neither the Company nor any Company Subsidiary has received any written notice
that it is or has been in material breach of any obligation under any Contract
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to limit its use of, secure or otherwise safeguard Personal Data and, to the Knowledge of Seller, no such breach has occurred.
Inter-Company Transactions. Other than the Transaction Documents, there are no Contracts between Seller or
any of its Subsidiaries (other than the Company and the Company Subsidiaries), on the one hand, and the Company or any
Company Subsidiary, on the other hand, that will remain in effect following the Closing other than any such transactions or
agreements that have been, in all material respects, (a) properly reflected (if and to the extent so required under GAAP) in the
Company Financial Statements and (b) entered into in the ordinary course of business with terms no less favorable to any party
thereto than would have been received in an arms-length transaction.
19.

20.
Warranties. All goods sold or delivered, or services provided by the Business have been in conformity, in all
material respects, with all applicable contractual commitments and all express and implied warranties. Except as reflected on and
reserved for in the Latest Balance Sheet, as adjusted for the passage of time in accordance with the past custom and practice of the
Business, neither the Company nor any Company Subsidiary has any material Liability, and, to the Knowledge of Seller, there is
no basis for any future material Liability, for replacement or repair of any such product or service or other damages in connection
with any product sold or delivered or service provided by the Company or any Company Subsidiary (including products or
services provided through subcontractors). To the extent any amounts otherwise owed to the Company or any Company
Subsidiary are held for retainage (or any similar concept), to the Knowledge of Seller, there is no reason such amounts will not be
paid to the Company or the applicable Company Subsidiary in due course.

Indebtedness and Guarantees. Except as set forth on Section 3.21 of the Seller Disclosure Letter, neither the
Company nor any Company Subsidiary is a guarantor or otherwise liable for any Liability (including Indebtedness) of any other
Person that exceeds $500,000. Except as set forth on Section 3.21 of the Seller Disclosure Letter, neither the Company nor any
Company Subsidiary is the beneficiary of any guaranties (separate from customer Contracts), letters of credit, letters of comfort,
surety or performance bonds, or any obligation to maintain or provide collateral (including Cash) relating to any ongoing projects
of the Business, that exceed
$500,000.
21.

22.

Customers and Suppliers.

(a)
Section 3.22(a) of the Seller Disclosure Letter sets forth the 20 largest (by revenue) customers of the
Business for the year ended December 31, 2017 (such customers the “Top Customers”). Since January 1, 2017 and except as
disclosed in Section 3.22(a) of the Seller Disclosure Letter, no Top Customer has notified Seller, the Company or any Company
Subsidiary in writing of, nor to the Knowledge of Seller do any circumstances exist that would reasonably be expected to result in,
a full or partial termination or material adverse alteration of its business relationship with the Business, including: (i) any material
decrease in the price that
any such customer is willing to pay for products or services of the Business; (ii) any change in payment or delivery terms that
would adversely affect the Business after the Closing or (iii) a proposed bankruptcy or change of control of any such Top
Customer.
(b)
Section 3.22(b) of the Seller Disclosure Letter sets forth the 10 largest (by dollar volume) equipment
suppliers of the Business for the year ended December 20, 2017 (such suppliers the “Top Suppliers”). Since January 1, 2017 and
except as set forth on Section 3.22(b) of the Seller Disclosure Letter, no Top Supplier has notified Seller, the Company or any
Company Subsidiary in writing of, nor to
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the Knowledge of Seller do any circumstances exist that would reasonably be expected to result in, a full or partial termination or
material adverse alteration of its business relationship with the Business, including: (i) any material increase in the price that any
such Top Supplier will charge for products or services sold to the Business; (ii) any change in the payment or delivery terms that
would adversely affect the Business after the Closing; or (iii) a proposed bankruptcy or change of control of any such Top
Supplier.
23.

Government Contracts.
(a)

For purposes of this Section 3.23, the term Government Contract shall include Government Bids.

Except as set forth on Section 3.23(b) of the Seller Disclosure Letter, since January 1, 2014: (i) the
Company and the Company Subsidiaries have materially complied with each Government Contract and all Laws applicable to
each Government Contract; (ii) neither the Company nor any Company Subsidiary has made a voluntary or mandatory disclosure
in writing to any Governmental Body with respect to any violation or potential violation of Law with respect to any Government
Contract; and (iii) no Governmental Body, prime contractor, or subcontractor has notified the Company or a Company Subsidiary
in writing of a breach or violation of applicable Law with respect to any Government Contract.
(b)

To the Knowledge of Seller, since January 1, 2014, all certifications, representations and disclosure
statements submitted by the Company or a Company Subsidiary with respect to a Government Contract were accurate and
complete in all material respects as of the date of submission, and were properly updated in all material respects to the extent
required by Law and the applicable Government Contract.
(c)

(d)
Neither the Company, the Company Subsidiaries, nor any of their Principals (as defined in FAR 2.101 for
purposes of this Section 3.23) are debarred or suspended in any form from doing business with a Governmental Body nor have
they otherwise been declared ineligible to do business with a Governmental Body. To the Knowledge of Seller, there are no
circumstances that would be reasonably expected to warrant the institution of proceedings for debarment, suspension, or
ineligibility against the Company, a Company Subsidiary, or any of their Principals.
(e)
Except as set forth on Section 3.23(e) of the Seller Disclosure Letter, to the Knowledge of Seller, neither
the Company, the Company Subsidiaries, nor any of their Principals are under investigation, charge, or indictment with respect to
any alleged irregularity,
violation, misstatement or omission arising under or in any way relating to any Government Contract.

Except as set forth on Section 3.23(f) of the Seller Disclosure Letter, there are no pending audits, cost
reviews, compliance reviews, or related investigations by a Governmental Body of the Company or a Company Subsidiary arising
under or relating to any Government Contract.
(f)

(g)
To the Knowledge of Seller, the Company and the Company Subsidiaries possess all material security
clearances necessary for the execution of their obligations under all Government Contracts. To the Knowledge of Seller, there are
no circumstances existing as of the date hereof that would be reasonably expected to result in the suspension, revocation or denial
of a current or pending personal or facility security clearance.

No Government Contract issued to the Company or a Company Subsidiary in the last six (6) years has
been awarded or sought on the basis of the Company or a Company Subsidiary qualifying as a small business concern, as defined
in 13 C.F.R. Part 121.
(h)
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ARTICLE IV. REPRESENTATIONS AND WARRANTIES OF BUYER
Buyer hereby represents and warrants to the Seller and the Company as of the date hereof and as of the Closing as follows:
1.
Organization. Buyer is a corporation duly organized, validly existing and in good standing under the Laws of the
State of Delaware. Buyer is duly qualified to do business and is in good standing in each jurisdiction where the character of its
properties owned or leased or the nature of its activities make such qualification necessary.

Authority; Binding Nature of Agreement. Buyer has the corporate power and authority to (a) conduct its
business as it is presently conducted and to own, lease or operate its properties and assets and (b) enter into and deliver this
Agreement and all other Transaction Documents to which it is a party and to perform and carry out its obligations hereunder and
thereunder and to consummate the Transactions. The execution and delivery by Buyer of this Agreement and each other
Transaction Document to which Buyer is a party, the performance by Buyer of its obligations hereunder and thereunder, and the
consummation by Buyer of the Transactions have been duly authorized by the board of directors of Buyer. No other corporate or
other proceedings on the part of Buyer are necessary to authorize the execution and delivery of this Agreement, the Transaction
Documents to which it is a party, the performance by Buyer of its obligations hereunder and thereunder and the consummation by
Buyer of the Transactions. This Agreement has been, and each other Transaction Document to which Buyer is a party will be, duly
executed and delivered by Buyer and (assuming due authorization, execution and delivery by Seller, the Company and the other
parties thereto) constitutes, or will constitute, a valid and binding obligation of Buyer, enforceable against Buyer in accordance
with its terms, subject to applicable bankruptcy, insolvency or similar Laws affecting the enforcement of creditors rights generally
and equitable principles of general applicability.
3.
Non-Contravention.
2.

(a)
Neither the execution and delivery of or performance by Buyer of this Agreement or any other Transaction
Document to which Buyer is a party, nor the consummation by Buyer of the Transactions nor compliance by Buyer with any of the
provisions herein or in any other Transaction Document, will, directly or indirectly (with or without notice or lapse of time): (i)
result in a violation or breach of or conflict with the certificate of incorporation or bylaws of Buyer; (ii) subject to obtaining or
making the consents, approvals, orders, authorizations, registrations, declarations and filings referred to in paragraph (b) below,
violate in any material respect any Judgment or Law applicable to Buyer or (iii) violate, conflict with, result in a breach of,
constitute a default under, result in the acceleration of or give any Person the right to accelerate the maturity or performance of, or
to cancel, terminate, modify or exercise any remedy under, any Contract to which Buyer is a party; other than, with respect to
clause (ii) and clause (iii), any such event which, individually or in the aggregate, would not reasonably be expected to have a
material adverse effect on the ability of Buyer to consummate the Transactions.
(b)
No consent, approval, order or authorization of, or registration, declaration or filing with, or notification to,
any Governmental Body is necessary to be obtained or made by Buyer in connection with Buyer’s execution, delivery and
performance of this Agreement and each other Transaction Document to which Buyer is a party, or the consummation by Buyer of
the Transactions, except for (i) compliance with and filings pursuant to any applicable Antitrust Laws and (ii) such filings and
approvals as may be required under Exon-Florio (including the Joint CFIUS Filing), the Securities Act or the Exchange Act.
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No Legal Proceedings. There is no Legal Proceeding pending against Buyer and, to the actual knowledge of
Buyer, no Legal Proceeding has been threatened against Buyer that would reasonably be expected to have a material adverse effect
on the ability of Buyer to consummate the Transactions.
4.

5.
Sufficiency of Funds. Buyer has sufficient unrestricted cash on hand or other sources of immediately available
funds to enable Buyer to pay the Estimated Closing Purchase Price, any amount payable pursuant to Section 1.5(c), all associated
costs and expenses of the Transactions which Buyer is obligated to pay pursuant to the terms of this Agreement and all other
amounts required to be paid by Buyer under the terms hereof in connection with the consummation of the Transactions and to
allow Buyer to perform all of its obligations under this Agreement. In no event shall the receipt by, or the availability of any funds
or financing to, Buyer or any of its Affiliates, or any other financing of any kind or description, be a condition to Buyer’s
obligation to consummate the Transactions.
6.
Solvency. After giving effect to the consummation of the Transactions, Buyer will be Solvent as of and
immediately after the Closing.

Guarantee. Concurrently with the execution of this Agreement, Buyer has delivered to Seller the Guarantee duly
executed by the Guarantor with respect to certain matters on the terms specified therein. The Guarantee is in full force and effect
and constitutes a valid, binding and enforceable obligation of the Guarantor party thereto in favor of Seller, and no event
has occurred, which, with or without notice, lapse of time or both, would constitute a default on the part of the Guarantor under the
Guarantee.
7.

8.
Brokers. No agent, broker, Person or firm acting on behalf of Buyer or under Buyer’s authority is or will be
entitled to any advisory, commission or broker’s or finder’s fee or commission from any of the parties hereto in connection with
any of the Transactions.

No Other Company Representations or Warranties. Buyer hereby acknowledges and agrees that, except for the
representations and warranties set forth in Articles II and III (as modified by the Seller Disclosure Letter), none of Seller, the
Company, any Company Subsidiary, nor any of their respective Affiliates or Representatives or any other Person has made, is
making or shall be deemed to have made any representation or warranty whatsoever, express or implied, written or oral, regarding
the subject matter of this Agreement, including with respect to the accuracy of any information provided or made available to the
Buyer or any of their respective Affiliates or Representatives or any other Person, and that it is not relying and has not relied on
any representations or warranties whatsoever, express or implied, except for the representations and warranties set forth in Articles
II and III (as modified by the Seller Disclosure Letter). Notwithstanding the foregoing, this Section 4.9 shall not (and shall not be
deemed to) limit, modify or otherwise affect, any claim or action based on Fraud.
9.

10.
Non-Reliance on Company Estimates, Projections, Forecasts, Forward- Looking Statements and Business
Plans. In connection with the due diligence investigation of the Company and the Company Subsidiaries by Buyer and its
Affiliates and Representatives, Buyer has received from Seller, the Company and their respective Affiliates and Representatives
certain estimates, projections, forecasts and other forward-looking information, as well as certain business plan information,
regarding the Company and the Business. Buyer hereby acknowledges and agrees that: (a) there are uncertainties inherent in
attempting to make such estimates, projections, forecasts and other forward-looking statements, as well as in such business plans,
with which Buyer is familiar; (b) Buyer is taking full responsibility for making its own evaluation of the adequacy and accuracy of
all estimates, projections, forecasts and other forward-looking information, as well as such business plans, so furnished to Buyer or
its Affiliates and
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Representatives (including the reasonableness of the assumptions underlying such estimates, projections, forecasts, forwardlooking information or business plans); and (c) except to the extent such information is expressly included in the representations
and warranties made by Seller or the Company and contained in this Agreement, Buyer hereby waives any claim against Seller,
the Company or any Company Subsidiaries, or any of their respective Affiliates or Representatives with respect to any information
described in this Section 4.10. Accordingly, Buyer hereby acknowledges and agrees that none of Seller, the Company nor any
Company Subsidiaries, nor any of their respective Affiliates or Representatives, has made, is making or shall be deemed to have
made any representation or warranty whatsoever with respect to such estimates, projections, forecasts, forward-looking statements
or business plans (including the reasonableness of the assumptions underlying such estimates, projections, forecasts, forwardlooking statements or business plans) unless such information is expressly included in the representations and warranties made by
Seller or the Company and contained in this Agreement. Buyer acknowledges that it is not relying on any advice from Seller and
that neither Seller nor any of its Affiliates is acting as a financial advisor, agent, underwriter or broker to Buyer or any of its
Affiliates or otherwise on behalf of Buyer or any of its Affiliates in connection with the
Transactions. Notwithstanding the foregoing, this Section 4.10 shall not (and shall not be deemed to) limit, modify or otherwise
affect, any claim or action based on Fraud.
ARTICLE V. COVENANTS
1.

Reasonable Best Efforts.

Upon the terms and subject to the conditions set forth in this Agreement, each of Seller, Buyer and the
Company shall use its commercially reasonable best efforts to take, or cause to be taken, all actions, and to do, or cause to be done,
and to assist and cooperate with the other party or parties hereto in doing, all things reasonably necessary, proper or advisable
under applicable Law to consummate and make effective, the Transactions, including using commercially reasonable best efforts
to (i) obtain the consents set forth on Section 5.1(a)(i) of the Seller Disclosure Letter (the “Required Consents”), (ii) obtain the
other consents set forth on Section 3.3(b) of the Seller Disclosure Letter, (iii) obtain the consents set forth on Section 5.1(a)(ii) of
the Seller Disclosure Letter (the “Legacy Consents”) and (iv) ensure the satisfaction of the closing conditions set forth in Article
VII. Without limiting the foregoing, in the event that Seller does not obtain consents under any of the Contracts set forth on
Section 3.3(b) of the Seller Disclosure Letter to which Seller is a party prior to Closing, Seller shall use its commercially
reasonable best efforts to obtain the consent of any other Person party to any such Contract or claim any right or benefit arising
thereunder for the assignment thereof to Buyer as Buyer may reasonably request, and Seller shall, for Buyer’s benefit and at
Buyer’s sole cost and expense, continue to honor any obligations thereunder until such consent is obtained or such Contract
expires by its terms. If any such consent is not obtained, or if an attempted assignment thereof would be ineffective or would
adversely affect the rights of Seller, the Company or any Company Subsidiary thereunder so that Buyer would not in fact receive
all such material rights and benefits thereunder, Buyer and Seller shall cooperate in a mutually agreeable arrangement under which
Buyer would obtain the benefits and perform and discharge the obligations thereunder in accordance with this Agreement,
including sub-contracting, sub-licensing or subleasing to Buyer, or under which Seller or its applicable Affiliates would enforce
for the benefit of Buyer at Buyer’s sole cost and expense, with Buyer being responsible for the performance and discharge of
Seller’s or its Affiliates’ obligations thereunder, any and all rights of Seller any of its Affiliates against any other Person party
thereto.
(a)
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(b)
Without limiting the foregoing, promptly after the Closing, Seller shall effectuate the transfer to the
Company of the domain names set forth on Section 5.1(b) of the Seller Disclosure Letter.
(c)
At or prior to the Closing for any applicable Contract identified by Seller prior to Closing, and for one (1)
year following the Closing for any applicable Contract identified by Seller in such one-year period, Seller shall assign to the
Company (in form and substance reasonably satisfactory to Buyer) all Contracts, or portions of Contracts, to which Seller (or any
Subsidiary of Seller which is not the Company or any Company Subsidiary) is a party and under which revenue is generated
exclusively for the Business.
2.
Public Announcements. From and after the date hereof, neither Buyer nor Seller shall issue any press release or
make any public announcement relating to the subject matter of this Agreement without the prior written approval of Seller or
Buyer, respectively. Notwithstanding the foregoing, nothing herein shall be deemed to prohibit a party from making any public
disclosure as may be required by applicable Law, court process or by obligations pursuant to any listing agreement with or rules of
any securities exchange or trading market on which securities of Buyer or Seller are listed, in which case the party required to
make the release or announcement shall use commercially reasonable efforts to allow the other party or parties hereto reasonable
time to comment on such release or announcement in advance of such issuance (it being understood that the final form and content
of any such release or announcement, as well as the timing of any such release or announcement, shall be at the final discretion of
the disclosing party).
3.
Regulatory Approvals. The parties will use reasonable best efforts to take, or cause to be taken, all actions and to
do, or cause to be done, and to assist and cooperate with each other in doing, all things necessary, proper or advisable to satisfy the
CFIUS Condition, including: (a) within ten (10) Business Days after the date of this Agreement, make the draft filing with CFIUS
contemplated under 31 C.F.R. § 800.401(f) with respect to the Transactions and engage in the pre-notice consultation process with
CFIUS; (b) following such pre-notice consultation, as promptly as practicable and, in any event, within ten (10) calendar days of
the later of (i) fully responding to any comments raised by CFIUS during the pre-notification consultation process or (ii) CFIUS
notification that the draft filing meets all requirements of 31
C.F.R. § 800.402 of the regulations and is, accordingly, complete, file with CFIUS a voluntary notice as contemplated by 31 C.F.R.
§ 800.401(a) (the “Joint CFIUS Filing”) and, in the case of Buyer, the personal identifier information required to be submitted
separately from such notice as contemplated by 31 C.F.R. § 800.402(c)(6)(vi)(B) with respect to the Transactions; (c) promptly
and, in all events, consistent with any deadline imposed under Exon-Florio or other applicable Laws, comply with any request
received by any of the parties or any of their respective Subsidiaries from any Governmental Body for any certification, additional
information, documents or other materials in respect of such notice or such transactions; (d) ensure that any information furnished
in respect of this Section 5.3 is true, complete and correct in all material respects; (e) cooperate with each other in connection with
the Joint CFIUS Filing and in connection with resolving any investigation under Exon-Florio, or other inquiry of any
Governmental Body with respect to the Joint CFIUS Filing or any such transaction; and (f) taking all commercially reasonable
mitigation steps required by CFIUS to satisfy the CFIUS Condition; provided, however, that (x) neither party shall be required to
take any action in connection with the satisfaction of the CFIUS Condition that is not conditioned upon the consummation of the
Transactions and (y) Buyer shall not be required to take any action in connection with the satisfaction of the CFIUS Condition that
would reasonably be expected to have a material impact on the operations of Securitas Electronic Security, Inc. To the extent
permitted by applicable Law, each party shall promptly inform the other party of any oral communication with, and provide copies
of written communications with, CFIUS in connection with the Joint CFIUS Filing, in each case, excluding the confidential data
submissions of the Personal Identified Information and Curriculum Vitae (as each such term is defined in Exon- Florio). If any
party receives any request from CFIUS for
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supplemental information with respect to the Joint CFIUS Filing, the requested party shall provide any such requested information
to the other party as far in advance of the disclosure to CFIUS as is reasonably practicable and to
the extent permitted by applicable Law, will consult and cooperate with one another in connection with any submissions by or on
behalf of any party relating to the Joint CFIUS Filing or any Legal Proceeding under Exon-Florio. Each party will be responsible
for its respective preparation costs and other expenses (including attorneys’ fees) in connection with the Joint CFIUS Filing.
4.

Operation of the Business.

(a)
From and after the date hereof and prior to the Closing, except (i) as set forth on Section 5.4(a) of the
Seller Disclosure Letter; (ii) as required by applicable Law or GAAP; (iii) as otherwise expressly contemplated, required or
permitted by this Agreement or
(i)
with the prior written consent of Buyer (which consent shall not be unreasonably withheld, conditioned or delayed), Seller
shall, and shall cause the Company and the Company Subsidiaries to:
(i)

conduct the Business only in the ordinary course of business; and

(ii)
use commercially reasonable efforts to (A) preserve the present operations, organization and
goodwill of the Business, the Company and each Company Subsidiary; (B) preserve the present relationships with customers and
suppliers of the Business;
(C) manage the Cash and other working capital items of the Company and each Company Subsidiary in all material respects in the
ordinary course of business, including the timing of collection of accounts receivable and the payment of accounts payable,
accrual of Taxes and other expenses and (D) keep available the services of the current officers of the Company and each Company
Subsidiary.

From and after the date hereof and prior to the Closing, except (i) as set forth on Section 5.4(b) of the
Seller Disclosure Letter; (ii) as required by applicable Law or GAAP; (iii) as otherwise expressly contemplated, required or
permitted by this Agreement or
(i)
with the prior written consent of Buyer (which consent shall not be unreasonably withheld, conditioned or delayed), Seller
(solely with respect to the Business) shall not, and the Company and the Company Subsidiaries shall not:
(b)

repurchase, redeem or otherwise grant any rights or enter into any Contracts or commitments to
repurchase, redeem or acquire, any Equity Interests of the Company or any Company Subsidiary;
(i)

(ii)
issue or sell any Equity Interests of the Company or any Company Subsidiary or grant options,
warrants, calls or other rights to purchase any Equity Interest of the Company or any Company Subsidiary;
(iii)
(A) declare, accrue, set aside or pay any dividend, make or pay any dividend or other distribution
(whether in cash, stock, property or otherwise) in respect of any Equity Interests of the Company or any Company Subsidiary or
(B) effect any complete or partial split, combination, recapitalization, liquidation, dissolution, merger, consolidation or similar
change in the capitalization of the Company or any Company Subsidiary;
(iv)
amend any organizational or governing document of the Company or any Company Subsidiary;
(v)

except in connection with bonuses granted under the 2018 Retention Bonus
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Plan, or as required by any Company Plan as in effect as of the date of this Agreement or by applicable Law, (A) increase the
annual level of compensation, incentive compensation or benefits of any current or former director, officer, or consultant of the
Company or any Company Subsidiary or any Business Employee; (B) grant any equity or equity-based compensation to any
current or former director, officer or consultant of the Company or any Company Subsidiary or any Business Employee; (C) adopt,
materially modify or amend, or accelerate the time of payment, vesting or funding of any compensation or benefits under, any
Company Plan (including any plan or arrangement that would be a Company Plan if it was in effect on the date hereof); (D) enter
into any employment, deferred compensation, severance, consulting or similar agreement (or amend any such agreement) to which
the Company or any Company Subsidiary is a party or involving any current or former director, officer, or consultant of the
Company or any Company Subsidiary or any Business Employee; or (E) hire any individual with annual compensation in excess
of $115,000 (except in order to fill a position vacated after the date of this Agreement at compensation rates not to exceed those of
the prior employee of the position so filled); provided, however, that (x) the Company or any Company Subsidiary may, with
respect to any Business Employee with annual compensation of $115,000 or less, (1) provide routine salary increases in the
ordinary course of business and in connection with the Company’s customary employee review process, (2) promote or change the
title of such Business Employee in the ordinary course of business and in connection with the Company’s customary employee
review process and (3) hire or engage employees on an at-will basis in the ordinary course of business and in a manner that is
consistent with the Company’s customary hiring practices, including entering into ordinary course offer letters or employment
agreements; and (y) any Company Plan may be replaced or amended pursuant to and in accordance with its terms and conditions if
(1) such Company Plan is a broad-based benefit plan, (2) the cost of providing benefits thereunder is not materially increased, (3)
such replacement or amendment is in the ordinary course of business consistent with past practices and (4) the resulting Company
Plan does not become sponsored by the Company or any Company Subsidiary such that Liabilities under the Company Plan after
the Closing would become Liabilities of Buyer and its Affiliates (including, after the Closing, the Company and Company
Subsidiaries).
(vi)
sell, lease, license, transfer, assign, abandon or otherwise dispose of any of the material properties
or assets of the Business other than in the ordinary course of business consistent with the Company’s past practices;
(vii)
make any loan, advance or capital contribution to or investment in any Person (other than (A)
loans, advances or capital contributions to or investments in the Company or any Company Subsidiary or (B) routine advances to
Business Employees for business expenses in the ordinary course of business consistent with the Company’s past practices);
(viii)
initiate, compromise or settle any Legal Proceeding other than compromises or settlements that
do not involve (A) any injunctive, non-monetary relief or the imposition of restrictions on the Business or operations of the
Company or the Company
Subsidiaries or (B) the payment by the Company or any Company Subsidiary of monetary damages in excess of $115,000, in each
case, followed by prompt written notice to Buyer;
(ix)
enter into, or make any commitment to enter into, any labor or collective bargaining agreement or,
through negotiations or otherwise, make any commitment or incur any Liability to any labor organizations;
(x)

announce or implement any employee layoffs that would implicate the WARN Act or any similar

law;
29

(xi)
enter into or agree to enter into any merger or consolidation with any other Person, or acquire any
Equity Interests or any division, business or all or substantially all of the assets of any other Person;
(xii)
other than in the ordinary course of business, enter into or modify any Contract with any Affiliate
of the Company or any Company Subsidiary;
(xiii)
other than in the ordinary course of business, enter into, amend, modify, extend, renew or
terminate (other than expiration in accordance with its terms) any Company Material Contract or lease with respect to Leased Real
Property, other than the 2018 Retention Bonus Plan; provided, however, that, with respect to leases for the Leased Real Property,
Buyer’s prior written consent shall not be required for the Company and the Company Subsidiaries to negotiate and enter into (A)
renegotiated leases that do not amend or otherwise modify, in any material respect, the terms of the Contracts governing the lease
of such Leased Real Property, in each case, as in effect as of the date hereof and (B) lease extensions (in each case, not to exceed
twelve (12) months from the expiration of the lease term for such Leased Real Property as in effect as of the date hereof), in each
case, in the ordinary course of business consistent with past practice;
(xiv)
except to the extent required by applicable Law or GAAP, make any material change to any of its
methods of accounting or methods of reporting revenue and expenses or accounting practices;
(xv)
fail to maintain in full force and effect any Insurance Policy, except for any Insurance Policy
replaced by a new or successor policy of substantially similar coverage;
(xvi)

enter into any joint venture or similar agreement;

(xvii)
(A) incur any Indebtedness for borrowed money or other Indebtedness of the Company
evidenced by credit agreements, notes, bonds, indentures, securities or debentures, other than, in each case, intercompany
Indebtedness among the Company and the Company Subsidiaries; (B) incur any other letter of credit, performance bond, cash
collateral or escrow requirement or similar credit support other than in the ordinary course of business or (C) grant any Lien (other
than a Permitted Lien) on any asset or property (whether tangible or intangible) of the Company or any Company Subsidiary
(other than purchase money security interests in connection with the acquisition of equipment in the ordinary course of business);
(xviii)
(A) make any material change to a method of Tax accounting; (B) make, revoke or change any material
Tax election; (C) enter into any closing agreement with respect to any material amount of Taxes or request any private letter
ruling; or (D) waive or extend the statute of limitations with respect to Taxes (other than pursuant to an extension to file any Tax
Return in the ordinary course of business); or
(xix)

agree or commit to do anything prohibited by this Section 5.4(b).

(c)
Notwithstanding the foregoing, none of the terms of this Section 5.4 shall be effective with respect to
Seller, the Company or the Company Subsidiaries, to the extent that such terms violate, conflict with, result in a breach of,
constitute a default under, result in the acceleration of or give any Person the right to accelerate the maturity or performance of, or
to cancel, terminate, modify or exercise any remedy under (i) that certain Indenture, dated as of November 20, 2017, among Seller,
Seller’s domestic subsidiaries, and Wilmington Trust, National Association, as trustee and collateral agent (as amended,
supplemented or modified from time to time, “Indenture”), (ii) that certain Amended and Restated Credit and Security
Agreement, dated November 20, 2017, by and among Seller, the lenders named therein,
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SunTrust Bank, as agent, and SunTrust Robinson Humphrey, Inc., as lead arranger and sole book runner (as amended,
supplemented or modified from time to time, the “Credit Agreement”), or
(iii) any intercreditor agreement, security agreement, assignment agreement, guarantee or other Contract entered into in connection
with or related to the Indenture or the Credit Agreement; provided, however, that Seller shall provide Buyer reasonable prior
written notice before taking any actions that would have been prohibited by Section 5.4 absent the provisions of this Section
5.4(c).
5.

Access.

Prior to the Closing Date and subject to the Pre-Signing Agreements and applicable Laws, Seller and the
Company shall, and shall cause their respective Representatives to provide Buyer, its Affiliates and their respective
Representatives with reasonable access to the properties, books and records of the Company or any Company Subsidiary (or, to
the extent related to the Business, the Seller), as it reasonably requests in connection with Buyer’s efforts to consummate the
Transactions, including, without limitation, monthly financial statements related to the Business that are prepared by the Seller or
the Company in the ordinary course of business. Any such access and examination shall be conducted during regular business
hours and under reasonable circumstances and shall be subject to restrictions under applicable Law. Seller shall cause the officers,
employees and Representatives of the Company and each Company Subsidiary (and, to the extent related to the Business, the
officers, employees and Representatives of Seller) to cooperate with Buyer, its Affiliates and their respective Representatives in
connection with such access and examination, and Buyer, its Affiliates and their respective Representatives shall minimize any
disruption to the Business. Notwithstanding anything herein to the contrary, no such access or examination shall be permitted to
the extent that it would require Seller, the Company or any Company Subsidiary to disclose information that in the reasonable
judgment of Seller would: (A) violate any of Seller’s or its Affiliates’ respective obligations with respect to confidentiality; (B)
result in a violation of applicable Law; or (C) result in loss of legal protection, including the attorney-client privilege and work
product doctrine.
(b)
From the date hereof until the Closing, Buyer and its Affiliates shall not contact and communicate with the
customers, suppliers and distributors of the Company or any Company Subsidiary in connection with the Transactions without
Seller’s prior written consent (which shall not be unreasonably withheld, conditioned or delayed). From and after the date hereof
until the Closing, Seller and Buyer shall cooperate in good faith to devise communication plans with regards to the customers and
suppliers of the Business, including, upon the reasonable request of Buyer, the issuance of joint communications from Seller and
Buyer to customers and suppliers of the Business regarding the Transactions.
(a)

(c)
From and after the Closing until the seven (7) year anniversary thereof, upon reasonable notice, Buyer
shall, and shall cause the Company and the Company Subsidiaries to, furnish or cause to be furnished to Seller and its
Representatives reasonable access (including the ability to make copies), during normal business hours, to such officers,
management, employees, advisors, representatives, properties and books and records covering any period prior to the Closing
relating to the Company and the Company Subsidiaries and/or the Business as may be reasonably necessary with respect to (i)
financial reporting, Tax and accounting matters,
(ii) defense or prosecution of litigation and disputes, (iii) insurance or (iv) any other valid business purpose; provided, that such
access does not interfere with the normal business operations of Buyer or the Company and the Company Subsidiaries.
Notwithstanding anything to the contrary in this Agreement, Buyer and the Company and the Company Subsidiaries shall not be
required to disclose any information to Seller if such disclosure would violate the attorney-client privilege held by Buyer or the
Company and the Company Subsidiaries, or contravene any applicable Law, order or third party confidentiality obligation.
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(d)
From and after the Closing until the seven (7) year anniversary thereof, upon reasonable notice, Seller
shall, and shall cause its Subsidiaries to, furnish or cause to be furnished to Buyer and its Representatives reasonable access
(including the ability to make copies), during normal business hours, to such officers, management, employees, advisors,
representatives, properties and books and records covering any period prior to the Closing relating exclusively to the Company
and the Company Subsidiaries and/or the Business as may be reasonably necessary with respect to (i) financial reporting, Tax and
accounting matters, (ii) defense or prosecution of litigation and disputes, (iii) insurance or (iv) any other valid business purpose;
provided, that such access does not interfere with the normal business operations of Seller or its Subsidiaries. Notwithstanding
anything to the contrary in this Agreement, Seller and its Subsidiaries shall not be required to disclose any information to Buyer if
such disclosure would violate the attorney-client privilege held by Seller or its Subsidiaries, or contravene any applicable Law,
order or third party confidentiality obligation.

Notification. Seller shall give prompt written notice to Buyer of (a) the occurrence, or failure to occur, of any
event of which Seller has Knowledge that has caused any representation or warranty of Seller, the Company or any Company
Subsidiary contained in this Agreement to be untrue or inaccurate in any material respect and (b) the failure of Seller, the
Company or any Company Subsidiary to comply with or satisfy in any material respect any covenant to be complied with by it
hereunder. Buyer shall give prompt written notice to Seller of (i) the occurrence, or failure to occur, of any event of which Buyer
has actual knowledge that has caused any representation or warranty of Buyer contained in this Agreement to be untrue or
inaccurate in any material respect and (ii) the failure of Buyer to comply with or satisfy in any
material respect any covenant to be complied with by it hereunder. No such notification shall affect the representations or
warranties of any party hereto or the conditions to their respective obligations hereunder.
6.

7.
Exclusivity. From the date of this Agreement until the earlier of the Closing and the termination of this Agreement
in accordance with its terms, Seller and the Company each agree that they shall not, and shall cause their respective Affiliates and
Representatives not to, directly or indirectly: (a) solicit, initiate or encourage any inquiry, proposal, offer or contact from any
Person (other than Buyer, its Affiliates and their respective Representatives) relating to any transaction involving the sale of the
Business, any material assets of the Company and the Company Subsidiaries, taken as a whole, or any Equity Interests of the
Company or any Company Subsidiary or any acquisition, divestiture, merger, share exchange, consolidation, redemption or similar
transaction involving Seller (to the extent related to the Business), the Company or any Company Subsidiary (in each case, an
“Acquisition Proposal”) or (b) participate in any discussion or negotiation regarding, or furnish any information with respect to,
an Acquisition Proposal (it being understood that Seller shall not be deemed to have provided any such information by virtue of its
making filings with the SEC or other public disclosures pursuant to federal securities laws). Promptly after receipt of any
Acquisition Proposal, Seller shall cause Buyer to be notified of such Acquisition Proposal and the material terms thereof.
8.
Permit Transfers. Seller will use commercially reasonable efforts to assist Buyer and its Affiliates in obtaining the
transfer of any transferable Permits used solely in connection with the operation of the Business, and listed on Section 5.8 of the
Seller Disclosure Letter.
9.

Employee Matters.

For purposes of this Agreement, (i) the term “Business Employees” shall mean employees who are, as of
immediately prior to the Closing, actively employed by (A) the Company or any Company Subsidiary (“Company Business
Employees”) or (B) Seller or any other Subsidiary of Seller,
(a)
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who are primarily engaged in the Business and are listed on Section 5.9(a)(i) of the Seller Disclosure Letter (“Seller Business
Employees”), (ii) the term “Continuation Period” shall mean the period beginning on the Closing Date and ending on the last
day of the calendar year in which the Closing occurs and (iii) the term “Hired Employee” shall mean each Business Employee
who commences employment with Buyer or its Affiliates pursuant to Section 5.9(b). For the avoidance of doubt, the employees
listed on Section 5.9(a)(ii) of the Seller Disclosure Letter are not Business Employees and shall not be deemed to be Business
Employees for any purposes under this Agreement.
Buyer shall, or shall cause one of its Affiliates (including the Company or a Company Subsidiary) to
continue to employ the Company Business Employees. Prior to the Closing, Seller shall use commercially reasonable efforts to
transfer all Seller Business Employees to the Company or a Company Subsidiary. For each Business Employee, the
commencement of employment with Buyer and its Affiliates (including continuation of employment of Business Employees
employed by the Company or any Company Subsidiary) shall be the Closing Date (the “Hire Date”). During the Continuation
Period (or, with respect to any Project Manager, the continuation of any services related to such project), Buyer shall, or
shall cause its Affiliates (including, after the Closing, the Company and the Company Subsidiaries) to provide (A) base salary or
base wages to each such Business Employee that are no less than the base salary or base wages provided to such Business
Employee by Seller and its Affiliates immediately prior to Closing, (B) target cash annual incentive and commission opportunities,
as applicable, to each Business Employee that are substantially comparable in the aggregate to the target cash annual incentive and
commission opportunities, as applicable, provided to comparable employees of Buyer and its Affiliates, and (C) benefits to each
such Business Employee that are substantially similar in the aggregate to the benefits provided to comparable employees of Buyer
and its Affiliates.
(b)

(c)
Buyer will provide any requisite notices to Business Employees as a result of any changes in employment
including separation or change of employment of Business Employees under the WARN Act or any similar applicable Law due to
any termination of Business Employees, including without limitation any mass layoff or plant closing, in each case, on or after the
Closing Date.

Buyer and its Affiliates shall not assume any obligations under or Liabilities with respect to, or receive any
right or interest in any trusts relating to, any assets of or any insurance, administration or other Contracts pertaining to any
Company Employee Benefit Plan, except for any Company Employee Benefit Plan that is sponsored by the Company or a
Company Subsidiary as expressly indicated on Section 3.9(a) of the Seller Disclosure Letter.
(d)

(e)
In the event any Business Employee first becomes eligible to participate under any Buyer Employee
Benefit Plan following the Closing, Buyer shall, or shall cause its Affiliate to, use commercially reasonable efforts to waive any
preexisting condition exclusions and waiting periods with respect to participation and coverage requirements applicable to any
Business Employee under any Buyer Employee Benefit Plan providing medical, dental, or vision benefits to the same extent such
limitation would have been waived or satisfied under the Company Employee Benefit Plan the Business Employee participated in
immediately prior to coverage under the Buyer Employee Benefit Plan.
(f)
Seller shall be responsible for providing any Business Employee (and such Business Employee’s “qualified
beneficiaries” within the meaning of Section 4980B(f) of the Code) whose “qualifying event,” within the meaning of Section
4980B(f) of the Code, occurs prior to such Business Employee’s Hire Date with the continuation of group health coverage
required by Section 601 et seq. of ERISA and Section 4980B(f) of the Code (“Continuation Coverage”) under the terms of the
health plan maintained by Seller. Buyer shall be responsible for Continuation Coverage to any Hired Employee (and
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such Hired Employee’s qualified beneficiaries) whose qualifying event occurs on or after such Business Employee’s Hire Date, to
the extent required by applicable Law.
(g)
Buyer shall use commercially reasonable efforts to recognize, or cause its Affiliates (including, after the
Closing, the Company and the Company Subsidiaries) to recognize, all years of service of each Business Employee prior to the
Closing, to the Company, Seller and its Affiliates (or any their respective predecessor entities) for vesting and eligibility purposes
(but not for benefit accrual purposes) and for purposes of determining future vacation accruals and severance amounts to the same
extent as such Business Employee was entitled,
before the Closing, to credit for such service under any Company Employee Benefit Plan in which such Business Employee
participated immediately prior to the Closing. In no event shall anything contained in this Section 5.9(g) result in any duplication
of benefits for the same period of service.
(h)
Buyer shall make commercially reasonable efforts so that, effective as of the Closing Date or as soon as
practicable after the Closing Date, Hired Employees will be eligible to participate in the tax-qualified defined contribution
retirement plan sponsored by Buyer (the “Buyer 401(k) Plan”), subject to the terms and conditions of the Buyer 401(k) Plan.
Prior to the Closing Date and thereafter (as applicable), Seller and Buyer shall take any and all action as may be reasonably
required, including, if necessary, amendments to the tax-qualified defined contribution plan of Seller in which Hired Employees
participate (the “Seller 401(k) Plan”) and/or the Buyer 401(k) Plan, to cause a trustee-to-trustee transfer from the Seller 401(k)
Plan to the Buyer 401(k) Plan of the entire account balance of each Hired Employee under the Seller 401(k) Plan, including any
unvested balances and any outstanding loans.

Buyer and Seller shall use reasonable best efforts to cooperate with each other to effect the provisions set
forth in this Section 5.9 relating to the transfer of the Hired Employees, including by using reasonable best efforts to exchange
information related to the Hired Employees and their dependents and beneficiaries, including employment records and benefits
information as reasonably necessary to set up payroll and benefits operations effective upon Closing. Buyer shall defend,
indemnify and hold harmless Seller to the fullest extent permitted by applicable law for and from any losses suffered by Seller that
arise from the delivery of non-public information about any Hired Employee or their dependents and beneficiaries by Seller to
Buyer from the date of this Agreement through the Closing.
(i)

(j)
Except as set forth in Section 5.9(k) below, or as otherwise required by applicable Law and
notwithstanding anything herein to the contrary, Buyer shall have no obligation to continue the employment or retain the services
of any Hired Employee for a period of time following the applicable Hire Date, and Buyer, except as provided in this Section 5.9,
shall be entitled to modify any compensation or benefits provided to any Hired Employee and any other terms or conditions of
employment with any Hired Employee. Nothing in this Section 5.9 shall be construed to establish, amend, or modify any benefit
plan, program, agreement or arrangement or is intended to confer upon any individual (including employees, retirees, or
dependents or beneficiaries of employees or retirees) or entity any right as a third- party beneficiary of this Agreement.
(k)
Buyer shall, and shall cause the Company and the Company Subsidiaries to, use commercially reasonable
efforts to continue the employment, or otherwise keep available the services, of all project managers assigned to the Legacy
Projects immediately prior to the Closing Date (each, a “Project Manager”), and maintain, in all material respects, the staffing
levels and project manager and other assignments in effect as of immediately prior to the Closing Date to ensure continuity of
services for each Legacy Project until all obligations and business activities thereunder have been satisfied. On and after the
Closing Date, Buyer shall not, and shall cause the Company and the Company Subsidiaries not to,
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terminate the employment of any Project Manager without Cause, until all obligations and business activities under the applicable
Legacy Project have been satisfied. For the avoidance of doubt, no Project Manager shall be a third-party beneficiary of this
Section 5.9(k).
Seller shall assume all Liability for, and shall reimburse the Company, any Company Subsidiary or Buyer,
as applicable, for any (i) withdrawal liability that is assessed pursuant to Section 4219 of ERISA under a Multiemployer Plan
(other than those listed on Section 3.9(i) of the Seller Disclosure Letter) with respect to any partial or complete withdrawal, within
the meaning of Section 4205 and 4203 of ERISA, respectively, from such Multiemployer Plan by any of Seller, the Company, any
Company Subsidiary, or any Entity that is treated as a single employer with any of the foregoing under Sections 414(b), (c) or (m)
of the Code or 29 CFR Section 4001.3, that occurs on or prior to the Closing Date, and (ii) contributions to a Multiemployer Plan
that were due and payable (but not paid) by the Company or any Company Subsidiary, as applicable, on or prior to the Closing
Date, and not taken into account in the calculation of the Closing Purchase Price through a reduction in Net Working Capital
and/or Net Cash.
(l)

(m)
With respect to each Multiemployer Plan listed on Section 3.9(i) of the Seller Disclosure Letter, between
the date of this Agreement and the Closing Date, Seller (directly or, if necessary, through the Company or any Company
Subsidiary) shall contact the Board of Trustees or administrators of such Multiemployer Plan and request (i) an estimate of the
amount of withdrawal liability, if any, that would have been owed had the Company and all Company Subsidiaries withdrawn
from such Multiemployer Plan pursuant to ERISA Section 4203 on the last day of the plan year for such Multiemployer Plan that
immediately precedes the date of this Agreement (the “Estimated Liability”) and (ii) information as to whether the Company or
any Company Subsidiary has, on or prior to the Closing, previously withdrawn from the Multiemployer Plan in a partial or
complete withdrawal, within the meaning of Section 4205 and 4203 of ERISA, respectively, and, if so, the amount of the liability
(plus any interest and penalties) with respect to such withdrawal that has not been satisfied (the “Actual Liability”). If Seller, or
any Subsidiaries of Seller other than the Company and any Company Subsidiary, contributed to such Multiemployer Plan, the
Estimated Liability shall be calculated as if the Company and the Company Subsidiaries were not considered a single employer
with Seller under Sections 414(b), (c) or (m) of the Code or 29 CFR Section 4001.3. Within five (5) days of receipt of a
communication from the Multiemployer Plan required by this Section 5.9(m) with an Estimated Liability or an Actual Liability
amount, Seller shall provide Buyer a copy of such communication. By the later of the Closing Date or the tenth (10th) Business
Day after any such communication is received by Seller, Seller shall pay to Buyer such Estimated Liability amount or Actual
Liability amount (or both, as applicable). Notwithstanding the foregoing, if Seller or Buyer in good faith believe that the Estimated
Liability is in error, within ten (10) Business Days of its receipt of the communication with the Estimated Amount, it will provide
the other party with a notice that it objects to the amount (the “Dispute Notice”). In such an event, Seller and Buyer shall work
together in good faith and, as needed, with an actuary or actuaries and the Board of Trustees or administrators of such
Multiemployer Plan, to resolve any such dispute. Upon resolution of such dispute through an agreement between Seller and Buyer
on the amount, if any, to be paid to Buyer (the agreed upon Estimated Liability), Seller shall, within ten (10) Business Days after
such resolution, pay to Buyer such amount. Notwithstanding the foregoing, no amount shall be payable on account of an Actual
Liability prior to the deadline for filing a demand for arbitration under ERISA 4221 and, if such a demand is filed, prior to the date
which
is 10 Business Days after a final, non-appealable arbitral award in which case the final non- appealable determination of
withdrawal liability shall be the Actual Liability with respect to the withdrawal that is the subject of any such arbitration. In the
event that Seller determines that a demand for arbitration should be filed, Seller and Buyer shall work together in good faith in the
prosecution of such arbitration, which shall be at Seller’s sole expense. If within 90 days of a party’s receipt of the Dispute Notice,
Buyer and
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Seller have not resolved the dispute, Buyer and Seller shall litigate the issue pursuant to Section 9.4. Buyer, Seller, the Company
and any Company Subsidiary shall cooperate in preparing communications to the Multiemployer Plans pursuant to this Section
5.9(m), and no communications shall be sent to a Multiemployer Plan without the prior approval of all other parties. Buyer, Seller,
the Company and any Company Subsidiary shall promptly provide to the other parties copies of any communications received
from a Multiemployer Plan related to this Section 5.9(m). For the avoidance of doubt, Seller shall not be obligated to pay to Buyer
any Estimated Liability or Actual Liability pursuant to this Section 5.9(m) to the extent such amount was taken into account in the
calculation of the Closing Purchase Price through a reduction in Net Working Capital and/or Net Cash. Notwithstanding anything
to the contrary in this Agreement, no payment shall be made with respect to any portion of an Estimated Liability attributable to a
complete or partial withdrawal that is the subject of an Actual Liability.
10.

Restrictive Covenants.

(a)
Non-Competition. Seller hereby agrees that, for a period of forty-two (42) months after the Closing Date
(the “Restricted Period”), it will not, and will cause its Affiliates not to, directly own any interest in, manage, operate or control
any Person that is engaged in the Business anywhere in the United States of America and Canada (the “Restricted Territory”).
Notwithstanding the foregoing, nothing in this Agreement shall prohibit (i) the Seller, directly or through any Affiliate, from
conducting business activities related to the Legacy Projects (including the administration of the 2018 Retention Bonus Plan) and
business activities required of the Seller pursuant to this Agreement and/or the Transition Services Agreement (for so long as such
activities are so required); (ii) the Seller, directly or through any Affiliate, from passively investing in or holding not more than
five percent (5%) of the outstanding capital stock or other ownership interests of any Person; or (iii) the Seller, directly or through
any Affiliate, from hereafter acquiring and continuing to own and operate any entity or business which has operations that
compete, directly or indirectly, with the Business if (A) such operations account for no more than thirty percent (30%) of such
entity’s consolidated revenues at the time of such acquisition and (B) the revenues associated with such operations that compete
with the Business as conducted by such acquired entity or business do not exceed $20,000,000 annually at the time of such
acquisition; provided that, as promptly as reasonably practicable following such acquisition, but in no event later than six (6)
months after the closing of such acquisition, the Seller shall divest the competing portion of such entity or business (the
“Competing Business”). Before Seller may sell any Competing Business acquired during the Restricted Period to any third party,
Seller shall first (x) offer the Competing Business to Buyer on the same terms and conditions as are offered to or by any third
party, (y) provide Buyer with access to diligence materials in an online data room comparable to the types of diligence materials
provided for the Transactions and (z) provide Buyer with reasonable access to key employees of Seller and the Competing
Business. After satisfaction of clauses (x), (y) and (z), Buyer shall have thirty (30) days during which to accept said offer. If Buyer
does not accept said offer within said period,
Seller shall be free to consummate the sale of the Competing Business to such third-party on the same terms and conditions as
presented to Buyer. If the proposed purchase price or any other material terms and conditions of the sale of the Competing
Business are changed after the time such Competing Business is offered to Buyer pursuant to this Section 5.10(a), Seller shall reoffer the sale of the Competing Business to Buyer on the updated terms and conditions, and Buyer shall have twenty (20) days
during which to accept said offer. Seller agrees to provide written notice to Buyer as promptly as reasonably practicable following
an acquisition of a Competing Business during the Restricted Period. Notwithstanding the foregoing, Seller shall have no further
obligations under this Section 5.10(a) after the four (4) year anniversary of the Closing Date. In the event that the Seller or any of
its Subsidiaries shall sell to a Person any portion of their respective businesses (whether by means of acquisition, asset purchase,
merger, consolidation, similar business combination or otherwise), the restrictions contained in this Section 5.10(a)
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shall not prohibit such sale and shall not apply to any such Person or such Person’s Affiliates; provided, that Seller shall continue
to be bound by this Section 5.10(a) following such sale.
Third-Party Non-Solicitation. Seller hereby agrees that, during the Restricted Period, it will not, and will
cause its Affiliates not to, knowingly and intentionally induce, or attempt to induce, cause or solicit any customer, salesperson,
distributor, supplier, vendor, manufacturer, representative, agent, licensee or other Person transacting with the Business, the
Company or any of the Company Subsidiaries as of the Closing Date to reduce or cease doing business with the Company or any
Company Subsidiary in the Restricted Territory.
(b)

(c)

Employee Non-Solicitation.

(i)
Seller hereby agrees that, for a period of two (2) years after the Closing Date, it will not, and will
cause its Affiliates not to, knowingly and intentionally induce or attempt to induce, or cause or solicit any officer, manager or
employee of the Business, the Company or any Company Subsidiary, including each Business Employee, to leave the employ of
Buyer, the Company or any Company Subsidiary; provided, however, that the placement of any general mass solicitation or
advertising that is not targeted at employees of the Business, the Company or any Company Subsidiary, shall not be considered a
violation of this Section 5.10(c)(i).
(ii)
Buyer hereby agrees that, for a period of two (2) years after the Closing Date, it will not, and will
cause its Affiliates not to, knowingly and intentionally induce or attempt to induce, or cause or solicit any officer, manager or
employee of Seller or any Subsidiary of Seller (other than, for the sake of clarity, the Company or any Company Subsidiary)
located in the Restricted Territory with whom Buyer had contact in connection with the proposed consummation of the
Transactions, to leave the employ of Seller or any such Subsidiary of Seller; provided, however, that the placement of any general
mass solicitation or advertising that is not targeted at employees of Seller or any Subsidiary of Seller, shall not be considered a
violation of this Section 5.10(c)(ii).

Enforcement. The parties hereto specifically acknowledge and agree that the remedy at law for any breach
of the foregoing covenants in this Section 5.10 will be inadequate and that the parties hereto (following Closing), in addition to
any other relief
available to them, shall be entitled to temporary or permanent injunctive relief without the necessity of posting any bond
whatsoever. If the final judgment of a court of competent jurisdiction declares that any term or provision of this Section 5.10 is
invalid or unenforceable, Buyer and Seller agree that the court making the determination of invalidity or unenforceability shall
have the power to reduce the scope, duration or geographical area of the term or provision, to delete specific words or phrases, or
to replace any invalid or unenforceable term or provision with a term or provision that is valid and enforceable and that comes
closest to expressing the intention of the invalid or unenforceable term or provision, and this Agreement shall be enforceable as so
modified after the expiration of time within which the judgment may be appealed. In the event that any court will not reform such
covenants, Buyer, Seller and the Company hereby agree to amend such provisions to set forth the maximum limitations permitted
by applicable Law.
(d)

11.

Confidentiality.

The terms of the Transaction Documents and all confidential information disclosed by the parties in
connection with the Transactions shall be kept confidential by such Persons in accordance with (i) that certain Nondisclosure and
Standstill Agreement, dated as of September 21, 2017, by and between Seller Financial Advisor, on behalf of Seller, and Buyer
(the “NDA”) and (ii) that certain Letter Agreement, dated December 14, 2017, by and among Guarantor, Buyer and Seller (as may
be amended,
(a)
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restated, supplemented or otherwise modified from time to time in accordance with the terms therewith, the “LOI” and, together
with the NDA, the “Pre-Signing Agreements”), and shall not be used by any Person, other than in connection with the
Transactions. The Pre-Signing Agreements shall continue in full force and effect until the Closing, at which time the Pre-Signing
Agreements shall terminate; provided, however, that if this Agreement is, for any reason, terminated prior to Closing, the PreSigning Agreements shall continue in full force and effect in accordance with their respective terms.
From and after the Closing, Seller shall keep confidential and not use in any manner any and all
confidential information relating to the Business, the Company, any Company Subsidiary or Buyer that remains in or comes into
the possession of Seller or any of its Affiliates or Representatives (the “Business Information”), except to the extent that such
Business Information (i) must be disclosed in connection with the obligations of Seller pursuant to this Agreement or its SEC
reporting obligations; (ii) can be shown to have been in the public domain through no fault of Seller or (iii) was later lawfully
acquired by Seller from sources other than those related to its prior ownership of the Company and each Company Subsidiary.
Notwithstanding the foregoing, in no event will this Section 5.11(b) limit or otherwise restrict the right of Seller to disclose such
Business Information (A) to its Representatives and Affiliates to the extent reasonably required to facilitate the negotiation,
execution, delivery or performance of this Agreement; (B) to any Governmental Body pursuant to any examination, audit, inquiry,
request or supervisory oversight by such Governmental Body or to any Governmental Body to the extent reasonably required in
connection with any Legal Proceeding relating to the enforcement of this Agreement or otherwise; (C) in connection with the
exercise of Seller’s rights under this Agreement or its indemnification obligations under this Agreement and (D) as contemplated,
required or permitted by the Transaction Documents.
12.
Corporate Name. Promptly, but in any event no more than sixty (60) days after the Closing, Buyer shall cause to
be filed with the appropriate Governmental Body amendments to the organizational documents of the Company and each
Company Subsidiary listed on Section 3.4(a) of the Seller Disclosure Letter with “Kratos” or “KPSS” amending such Entity’s
organizational documents to remove “Kratos” or “KPSS” from such Entity’s corporate name, as applicable. Promptly, but in any
event no more than sixty (60) days after the Closing, Buyer shall take all other action reasonably necessary to change each such
Entity’s assumed, trade and “doing business as” name, as applicable, to a name or names not containing “Kratos” or “KPSS” or
any name confusingly similar to any of the foregoing, and will cause to be filed in all jurisdictions in which such Entities are
qualified to do business, any documents necessary to reflect such change in their assumed, trade and “doing business as” names, as
applicable, or to terminate their qualifications therein. Buyer and its Affiliates shall have the right to (i) sell existing inventory and
(ii) use existing packaging, labeling, containers, stationery, business forms, supplies, signage, vehicles, uniforms, advertising and
promotional materials or advertising and any similar materials bearing the “Kratos” or “KPSS” or any similar name for twelve
(12) months following the Closing. Except as expressly permitted by this Section 5.12 and except for any promotional materials or
advertising in which Buyer refers to the Company, any Company Subsidiary or the Business as “formerly known as Kratos” or any
similar derivative thereof, Buyer agrees that from and after the Closing, neither Buyer nor any Affiliate of Buyer will make any
use of the name “Kratos” or “KPSS” or any name confusingly similar to any of the foregoing and has no rights in or to the
foregoing or any derivative thereof. Notwithstanding the foregoing, from and after the Closing, nothing in this Agreement shall in
any way prohibit or limit the rights of Buyer, the Company and each Company Subsidiary to use any words other than “Kratos” or
“KPSS” in any of its corporate, assumed, trade or “doing business as” names or in or on any packaging, labeling, containers,
stationery, business forms, supplies, advertising and promotional materials and any similar materials, including “Henry Bros.” and
all derivatives thereof.
(b)

13.

Tax Matters.
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Seller shall prepare and file all Tax Returns of the Company and the Company Subsidiaries that relate to
taxable periods which end on or prior to the Closing Date, whether or not any such Tax Returns are due before, on or after the
Closing Date. For the avoidance of doubt, Seller shall include the income of the Company and the Company Subsidiaries for the
taxable period ending on the Closing Date on Seller’s consolidated federal income Tax Return which includes the Closing Date.
The parties hereto agree that any deduction attributable to amounts paid or accrued by the Company and any Company Subsidiary
on or before the Closing Date, including the Company Transaction Expenses, shall be reported on Seller’s consolidated federal
income Tax Return. For each Tax Return to be prepared and filed by Seller pursuant to this Section 5.13(a), other than Seller’s
consolidated federal income Tax Return or other income Tax Return in respect of any Affiliated Group of Seller, such Tax Return
shall be provided to Buyer for its review at least thirty (30) days prior to the due date for filing such Tax Returns (taking into
account extensions received) and Seller shall consider in good faith all reasonable comments of Buyer with respect to each such
Tax Return, shall duly and timely file each such Tax Return, and shall timely pay any Taxes shown as due thereon.
(b)
Buyer shall, at Buyer’s expense, cause the Company and the Company Subsidiaries to prepare and timely
file all Tax Returns required of the Company and the Company Subsidiaries with respect to Straddle Periods. Each Tax Return for
a Straddle Period shall be prepared and filed in a manner consistent with applicable Law and prior practice of Seller, the Company
and the Company Subsidiaries, and shall be provided to Seller for its review at least thirty (30) days prior to the due date for filing
such Tax Returns (taking into account extensions received). Buyer shall adopt all reasonable comments of Seller with respect to
each such Tax Return, shall duly and timely file each such Tax Return, and shall timely pay any Taxes shown as due thereon
(subject to Seller’s indemnification obligations for Indemnified Taxes).
(a)

(c)
For all purposes under this Agreement (including the determination of any Tax Refund), in the case of
Taxes that are payable with respect to any Straddle Period, the portion of any such Tax that is attributable to the portion of the
Straddle Period ending on the Closing Date shall be:

in the case of income Taxes or any other Taxes resulting from, or imposed on, sales, receipts, uses,
transfers or assignments of property or other assets, payments or accruals to other persons (including wages), or any other similar
transaction or transactions, the amount that would be payable for the portion of the Straddle Period ending on the Closing Date if
the Company and Company Subsidiaries each filed a separate Tax Return with respect to such Taxes solely for the portion of the
Straddle Period ending on the Closing Date; provided that any deductions that arise on the Closing Date as a result of the
transactions contemplated hereby, including any compensatory payments, shall be taken into account in the Pre-Closing Tax
Period; and
(i)

(ii)
in the case of all other Taxes, an amount equal to the amount of such Taxes for the entire Straddle
Period multiplied by a fraction the numerator of which is the number of calendar days in the portion of the Straddle Period ending
on the Closing Date and the denominator of which is the number of calendar days in the entire Straddle Period.

For purposes of clause (i) above, any item determined on an annual or periodic basis (including amortization and depreciation
deductions and the effects of graduated rates) shall be allocated to the portion of the Straddle Period ending on the Closing Date
based on the relative number of days in such portion of the Straddle Period as compared to the number of days in the entire
Straddle Period.
(d)
Buyer, the Company, the Company Subsidiaries and Seller shall provide each other with such assistance as
may reasonably be requested by the others in connection with the preparation of any Tax Return or any Tax Contest. Such
assistance shall include making employees available on a mutually
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convenient basis to provide additional information or explanation of material provided hereunder, and executing any powers of
attorney or other documents necessary to settle or permit any party to control the defense of any Tax Contest. Buyer shall retain all
books and records with respect to Tax matters pertinent to the Company and the Company Subsidiaries relating to any periods (or
portions of any Straddle Period) ending on or before the Closing Date until the expiration of the statute of limitations (including
any extensions thereof) applicable to such taxable periods, and to abide by all record retention agreements entered into with any
Governmental Body.
(e)
Buyer and its Affiliates shall not (and shall not permit the Company or any Company Subsidiary to) take
any of the following actions with respect to the Company or any Company Subsidiary for a Pre-Closing Tax Period: (i) file any
Tax Return other than in accordance with Section 5.13(b) hereof, or amend any previously filed Tax Return; (ii) extend or waive
the limitation period applicable to any Taxes or enter into any closing agreement or settle any Tax Contest; (iii) make or change
any Tax election (including an election under Sections 338 or 336 of the Code, or any comparable provision of state, local, or
foreign Tax Law) with respect to the Transactions or otherwise having an effect on any Pre-Closing Tax Period; (iv) initiate
discussions or examinations with any Governmental Body regarding Taxes or otherwise make any voluntary disclosures with
respect to Taxes; or (v) change any accounting method or adopt any convention that shifts taxable income from a period beginning
(or deemed to begin) after the Closing Date to a taxable period (or portion thereof) ending on or before the Closing Date or shifts
deductions or losses from a Pre-Closing Tax Period to a period beginning (or deemed to begin) after the Closing Date, in each
case, without the prior written consent of Seller.
(f)
If any Governmental Body issues a notice of deficiency, a notice of reassessment, a proposed adjustment,
assertion of claim or demand, a notice of its intent to audit, examine or conduct another proceeding with respect to Taxes or Tax
Returns of the Company or any Company Subsidiary for any Pre-Closing Tax Period (collectively, a “Tax Claim”), Buyer or
Seller (as applicable) shall notify the other party of receipt of such Tax Claim from the Governmental Body promptly and in all
events within ten (10) Business Days. Seller shall control any audit, litigation, proceeding or contest of any Tax Claim with respect
to Taxes and Tax Returns that relate to taxable periods (or portions of any Straddle Period) ending on or before the Closing Date (a
“Tax Contest”), provided, that other than with respect to Tax Contests involving Seller’s consolidated federal income Tax Return
or other income Tax Return in respect of any Affiliated Group of Seller: (i) Seller shall keep Buyer reasonably informed of the
status of such Tax Contest (including providing Buyer with copies of all written correspondence regarding such Tax Contest); and
(ii) Seller shall not settle any such Tax Contest without Buyer’s prior written consent (not to be unreasonably withheld,
conditioned, or delayed). If Seller elects not to control any Tax Contest, then Buyer shall at its sole cost and expense control such
Tax Contest, provided, that (A) Seller shall have the right to participate in any such Tax Contest, (B) Buyer shall keep Seller
reasonably informed of the status of such Tax Contest (including providing Seller with copies of all written correspondence
regarding such Tax Contest), and (C) Buyer shall not settle any such Tax Contest without Seller’s prior written consent. For the
avoidance of doubt, in the event that any conflict arises between the provisions of this Section 5.13(f) and the provisions of
Section 6.5, this Section 5.13(f) shall govern any Tax Contest.
(g)
Buyer shall be responsible for any and all transfer, documentary, sales, use, stamp, registration, value
added and other such Taxes and fees (including any penalties and interest) imposed on Buyer, Seller, the Company or any
Company Subsidiary in connection with this Agreement (the “Transfer Taxes”), regardless of the Person liable for such Transfer
Taxes under applicable Law. Buyer shall prepare all Tax Returns required to be filed in respect of Transfer Taxes and cause all
such Tax Returns to be timely and properly filed.
(h)

Seller shall be entitled to any repayment, refund, credit or similar benefit of Taxes
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of the Company and the Company Subsidiaries for any Pre-Closing Tax Period or
otherwise to Taxes borne directly or indirectly by Seller or included in the calculation of the Net Working Capital, Indebtedness, or
Company Transaction Expenses (including any repayment, refund, credit or similar benefit of Tax attributable to the carryback of
any Tax Attribute arising in a Pre-Closing Tax Period) (a “Tax Refund”). To the extent that Buyer or any of its Affiliates
(including the Company or any Company Subsidiary) receives any Tax Refund, Buyer shall pay to Seller such Tax Refund
(including any interest paid by any Governmental Body with respect thereto) within ten (10) days of receipt thereof or the filing of
any Tax Return utilizing such Tax Refund (in the form of a credit or offset to Taxes otherwise payable), as the case may be. Buyer
and its Affiliates shall, and shall cause the Company and any Company Subsidiary to, promptly take all reasonable actions
reasonably requested by Seller to file for and obtain any Tax Refund. Buyer shall, upon request, permit Seller to participate in the
prosecution of any such Tax Refund claim and shall not settle or otherwise resolve any such Tax Refund claim without the prior
written consent of Seller.
(i)
All Tax allocation agreements, Tax sharing agreements, Tax indemnity obligations or similar agreements
(other than Contracts entered into in the ordinary course of business the primary purpose of which is not related to Taxes) to which
the Company or any Company Subsidiary is a party shall be terminated as of the Closing and, after the Closing, Buyer, the
Company and the Company Subsidiaries shall not be bound thereby or have any Liability thereunder.
14.
Contractor Licenses. Buyer shall use its reasonable best efforts to file, as promptly as practicable after the
Closing, applications or amendments with the appropriate Governmental Bodies to amend the licenses set forth on Section 5.14 of
the Seller Disclosure Letter (the “Contractor Licenses”) to remove the word “Kratos” from the licensed entities name, where
applicable, and to remove all employees of Seller or its Subsidiaries (other than the Company and the Company Subsidiaries)
listed thereon as principals or obligors. Buyer shall keep Seller reasonably informed with respect to the status of such
amendments, and shall promptly deliver to Seller a written copy of any confirmation received from a Governmental Body
evidencing any such amendment. Seller shall provide copies of all Contractor Licenses and all correspondence received by Seller
and its Affiliates after the Closing Date with respect to the Contractor Licenses.

Credit and Performance Support Obligations. Each of the parties shall use its reasonable best efforts to take
any and all actions reasonably necessary to cause Seller and its Affiliates to be absolutely and unconditionally relieved, as of the
Closing Date, of all Liabilities and obligations arising out of the guarantees, letters of credit and the payment, performance, and/or
bid bonds (i) listed on Section 5.15 of the Seller Disclosure Letter (the “Pre-Closing Liability Transfer Obligations”) or (ii)
identified by Seller and communicated to Buyer in writing after the date hereof (excluding any such Liabilities or obligations not
identified and communicated in writing by Seller to Buyer on or before December 31, 2018) (the “Post- Closing Liability
Transfer Obligations” and, collectively with the Pre-Closing Liability Transfer Obligations, the “Liability Transfer
Obligations”); provided, however, that (x) Buyer shall not be required to relieve Seller and its Affiliates of any Liability Transfer
Obligations related to the Legacy Projects and (y) Buyer’s obligations under this Section 5.15 shall apply solely to the extent such
Liability Transfer Obligations relate to the Business (other than the Legacy Projects). Seller shall provide Buyer all assistance that
Buyer may reasonably request in
connection with its compliance with the terms of this Section 5.15, including copies of all documentation related to such credit and
support obligations and all correspondence received by Seller and its Affiliates after the Closing Date with respect to such credit
and support obligations, in each case, as may be reasonably requested by Buyer.
15.
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16.
Inter-Company Accounts. Section 5.16 of the Seller Disclosure Letter sets forth, as of December 31, 2017, a list
of all inter-company payables and receivables between the Company and the Company Subsidiaries, on the one hand, and Seller or
its Affiliates (other than the Company and the Company Subsidiaries), on the other hand (the “Inter-Company Accounts”). At or
prior to the Closing, Seller shall cause, and shall cause each of its Affiliates to cause, as of the Closing, all Inter-Company
Accounts to be paid in full, settled or otherwise discharged. Seller covenants and agrees that, at and after the Closing, neither the
Company nor any Company Subsidiary shall owe any Liability relating to any Inter-Company Accounts to Seller or any of its
Affiliates, or vice-versa.
17.
SAFETY Act Matters. Upon Buyer’s reasonable request prior to Closing, Seller shall cooperate with Buyer in
preparing an application for the Company to receive an award under the SAFETY Act, including the provision by Seller of such
documentation as may be reasonably requested by Buyer; provided, however, that Seller shall not be obligated to incur any out-ofpocket cost or expense in connection with compliance with this Section 5.17.
18.
Supplement to Disclosure Schedules. From time to time prior to the Closing, Seller shall have the right (but not
the obligation) to supplement or amend the Seller Disclosure Letter with respect to any matter hereafter arising or of which it
becomes aware after the date of this Agreement (each a “Schedule Supplement”). Any disclosure in any such Schedule
Supplement shall not be deemed to have cured any inaccuracy in or breach of any representation or warranty contained in this
Agreement for purposes of the indemnification or termination rights contained in this Agreement or of determining whether or not
the conditions set forth in Section 7.2 have been satisfied; provided, however, that if such Schedule Supplement relates to an event
or occurrence that occurs after the date hereof and before the Closing, and Buyer has the right to, but does not elect to, terminate
this Agreement within ten (10) Business Days of its receipt of such Schedule Supplement, then Buyer shall be deemed to have
irrevocably waived any right to terminate this Agreement with respect to such matter and, further, shall have irrevocably waived
its right to indemnification with respect to such matter.
19.
Certain Insurance Matters.
(a)
For a period of five (5) years after the Closing Date, to the extent permitted by applicable Law and
required by any Insurance Policy to which the Company or any Company Subsidiary is a party, or under which the Company or
any Company Subsidiary is a “Named Insured” or an “Additional Insured” immediately prior to the Closing, Seller agrees to take
all such actions as may be commercially reasonable at the written request of Buyer to assist the Company and the Company
Subsidiaries in obtaining recovery on behalf of the Company and the Company Subsidiaries under such Insurance Policies with
respect to periods and occurrences on or prior to the Closing Date; provided, that Buyer shall reimburse Seller for any reasonable
out-of-pocket expenses incurred in connection therewith, whether as deductible payments or otherwise.
(b)
Prior to the Closing, Seller shall obtain (at Buyer’s sole expense), a two
(2) year “tail” policy with respect to the current errors and omissions liability insurance policy maintained by Seller on behalf of
the Company and the Company Subsidiaries, or a substitute policy of at least the same coverage containing terms and conditions
that are not, taken as a whole, less favorable to the insured with respect to matters occurring prior to the Closing Date. Such
insurance shall cover all Persons related to the Business who are currently covered by Seller’s existing errors and omissions
liability policy (including all individuals of the Company or any Company Subsidiary covered by such policy as of the date
hereof) and shall include coverage for matters occurring prior to the Closing Date. The provisions of this Section 5.19(b) are in
addition to, and not in substitution for, any other rights to indemnification or contribution that any such Person may have pursuant
to any Contract or under applicable Law.
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20.
Wrong Pocket. If, after the Closing, (a) Buyer or any of its Affiliates (including the Company or a Company
Subsidiary) receives any payment (i) with respect to Legacy Project or (ii) for any product or service sold by or on behalf of Seller
or any of its Affiliates (excluding the Company and the Company Subsidiaries), or in satisfaction of any receivable or similar
obligation thereof, or (b) Seller or any of its Affiliates (excluding the Company and the Company Subsidiaries) receives any
payment with respect to any product or service sold by or on behalf of the Business, as conducted by Buyer or its Affiliates
(including the Company and the Company Subsidiaries), or in satisfaction of any receivable or similar obligation thereof (but
excluding any payments with respect to the Legacy Projects), then such receiving party shall promptly remit such funds to such
other party by wire transfer of immediately available funds to an account designated in writing by such other party.

ARTICLE VI. INDEMNIFICATION
1.
Survival of Representations and Warranties and Covenants. The representations and warranties of Buyer,
Seller and the Company contained in this Agreement or any certificate to be delivered pursuant to this Agreement shall survive the
Closing and remain in full force and effect for a period of fifteen (15) months after the Closing Date and then shall thereafter
terminate and be of no further force or effect; provided, that any claim relating to Fundamental Representations (other than
representations set forth in Section 3.2 (Capitalization)
or Section 3.4 (Subsidiaries)) or Indemnified Taxes may be made at any time prior to the expiration of the applicable statute of
limitations (including any valid extension of such statute of limitations); provided, further, that the representations set forth in
Section 3.2 (Capitalization) and Section 3.4 (Subsidiaries) shall survive indefinitely. All covenants and other agreements of the
parties contained in this Agreement shall survive the Closing and shall continue in full force until the time period contemplated by
its terms. Notwithstanding the foregoing, if, at any time prior to the end of the applicable survival period, any Buyer Indemnified
Person or Seller Indemnified Person delivers to Seller or Buyer, as applicable, a Claim Notice as provided in Section 6.4(a)
alleging a breach of any representation, warranty or covenant and asserting a claim for recovery under Section 6.2 based on such
breach, then the representation, warranty or covenant underlying the claim asserted in such Claim Notice shall survive until such
time as such claim is fully and finally resolved. It is the express intent of the parties that if an applicable survival period as
contemplated by this Section 6.1 is shorter (or longer) than the statute of limitations that would otherwise apply, then, by contract,
the applicable statute of limitations shall be reduced to (or increased to) the survival period contemplated hereby. The parties
further acknowledge and agree that the time periods set forth in this Section 6.1 for the assertion of claims under this Agreement
are the result of arms’-length negotiation among the parties and that they intend for the time periods to be enforced as agreed by
the parties.
2.

Indemnification.

(a)
Following the Closing and subject to the limitations set forth in this Article VI, Seller shall indemnify,
defend and hold harmless Buyer, Buyer’s Affiliates and each of their respective officers, directors, managers, shareholders,
members, partners, agents, employees and their respective successors and assigns (each of the foregoing being referred to
individually as a “Buyer Indemnified Person” and collectively as “Buyer Indemnified Persons”) from and against, and pay and
reimburse the Buyer Indemnified Persons for, any and all damages, losses, claims, actions, causes of action, judgments, orders,
awards, settlement payments, penalties, interest and expenses (including reasonable attorneys’ fees and expenses), but specifically
excluding exemplary or punitive damages (other than such damages owing to a third party in connection with a Third-Party
Claim) (collectively, “Indemnifiable Damages”), arising
43

out of, relating to or resulting from:
any breach or inaccuracy of any representation or warranty made by Seller or the Company
contained in Article II or Article III of this Agreement (as qualified by the Seller Disclosure Letter);
(i)

(ii)

any breach or nonfulfillment of any covenant or agreement made by Seller in this Agreement;

(iii)
any breach or nonfulfillment of any covenant or agreement made by the Company in this
Agreement and to be performed prior to the Closing;
(iv)
any Company Indebtedness or Company Transaction Expenses, in each case, to the extent unpaid
as of the Closing Date and not taken into account in the calculation of the Closing Purchase Price;
(v)
any Liabilities arising out of or relating to the Legacy Projects, including any Liabilities arising out
of or relating to the breach by Seller, the Company or any Company Subsidiary prior to the Closing under the applicable Contracts
related to the Legacy Projects, but excluding any Liabilities arising out of or relating to Buyer’s breach of its performance
obligations with respect to the Legacy Projects under the Transition Services Agreement, subject to and in accordance with the
terms and conditions of the Transition Services Agreement (it being understood that such exclusion shall in no event exceed
Buyer’s limitation of liability under the Transition Services Agreement, including Section 6.2(b) thereof);

Account;
(vi)

any Liabilities arising out of or relating to any Inter-Company
(vii)
(viii)

any Indemnified Taxes; and
any Liabilities arising from or as a result of any items set forth on Section 6.2(a)(viii) of the

Seller Disclosure Letter.
(b)
Following the Closing and subject to the limitations set forth in this Article VI, Buyer shall indemnify,
defend and hold harmless Seller’s Affiliates and each of their respective officers, directors, managers, shareholders, members,
partners, agents, employees and their respective successors and assigns (each of the foregoing being referred to individually as a
“Seller Indemnified Person” and collectively as “Seller Indemnified Persons”) from and against, and pay and reimburse the
Seller Indemnified Person for, any and all Indemnifiable Damages arising out of, relating to or resulting from:
(i)

any breach or inaccuracy of any representation or warranty made by Buyer contained in Article IV

of this Agreement;
(ii)

any breach or nonfulfillment of any covenant or agreement made by Buyer in this Agreement;

(iii)
any Liabilities under the WARN Act or any similar state or local Law that may result from an
“Employment Loss,” as defined by 29 U.S.C. sect. 2101(a)(6), caused by (A) Buyer’s failure to offer to, or continue employment
of, all Business Employees at the same location and at the same compensation and substantially the same benefits that the
Business Employees had with Seller, the Company or the applicable Affiliate thereof immediately prior to the Closing or (B) the
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Closing of any Business Employee;
any Liabilities arising under any Contractor License after the Closing, including any liability of
any non-Business Employee arising as a result of such non- Business Employee being affiliated with such Contractor License after
the Closing as a principal, an obligor or otherwise;
(iv)

(v)
any Liabilities related to the Pre-Closing Liability Transfer Obligations and any and all other
Liabilities arising out of guarantees, letters of credit and payment, performance or bid bonds related to the Business (excluding any
such items related to the Legacy Projects), irrespective of whether identified by Seller and communicated to Buyer pursuant to
Section 5.15; and
(vi)
any Liabilities arising in connection with the transfer of information required by
Section 5.9(j).
3.

Deductible; Other Limitations.

(a)
Notwithstanding anything contained herein to the contrary, no indemnification shall be available to a
Buyer Indemnified Person with respect to a claim under Section 6.2(a)(i) unless (i) the amount of Indemnifiable Damages with
respect to such claim (or series of related claims) exceeds $30,000 (the “Individual Claim Threshold”) and (ii) the aggregate
amount of Indemnifiable Damages with respect to all claims under Section 6.2(a)(i) exceeds $400,000 (the “Deductible”), in
which case indemnification shall only be available for all Indemnifiable Damages in excess of the Deductible; provided, however,
that neither the Individual Claim Threshold nor the Deductible shall apply with respect to any Indemnifiable Damages arising
from any claims for indemnification with respect to the Seller Fundamental Representations, the Company Fundamental
Representations (other than Section 3.5(c) (Title to Assets, Etc.)) or involving Fraud.
(b)
The aggregate amount required to be paid by Seller under Section 6.2(a)(i) (other than Indemnifiable
Damages arising out of or related to claims for indemnification involving (i) breaches of any Seller Fundamental Representations
or Company Fundamental Representations or (ii) Fraud) shall in no event exceed $8,187,500. Notwithstanding anything to the
contrary in this Agreement, in no event shall the aggregate liability of the Seller to the Buyer Indemnified Persons in respect of the
indemnification obligations of the Seller under this Agreement exceed $65,500,000.
(c)
Indemnifiable Damages that may be recovered from Seller shall take account of and be reduced by (i) any
amounts actually recovered by the Buyer Indemnified Persons pursuant to any indemnification by or indemnification agreement
with any third party,
(ii) the amount of any insurance proceeds, contribution payments or reimbursements actually received by the Buyer Indemnified
Persons in respect thereof and (iii) an amount equal to the amount of any Tax benefit received or utilized by the Buyer Indemnified
Persons (including the Company or any Company Subsidiary) in connection with such Indemnifiable Damages or any of the
circumstances giving rise thereto (each Person named and source identified in clauses (i),
(ii) and (iii), a “Collateral Source”), in each case, after reduction for the reasonable fees, expenses and costs incurred by the
Buyer Indemnified Persons to recover such amounts and any increase in insurance premiums incurred as a result of seeking
recovery for such amounts. The Buyer Indemnified Persons shall use commercially reasonable efforts to mitigate Indemnifiable
Damages, including by seeking recovery from all reasonably available Collateral Sources; provided, however, that (i) no Buyer
Indemnified Person shall have any obligation to assert any claim or exercise any right of recovery against any customer or supplier
(other than an insurance provider) in order to mitigate any Indemnifiable Damages hereunder and (ii) notwithstanding anything to
the contrary contained herein, under no circumstances shall any Buyer Indemnified Person be required to litigate to obtain any
recovery from any Collateral Source. If the amount
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to be netted hereunder from any payment required under Section 6.2 is determined after payment by Seller of any amount
otherwise required to be paid to a Buyer Indemnified Person under this Article VI, Buyer shall repay to Seller, promptly after such
determination, any amount that Seller
would not have had to pay pursuant to this Section 6.3(d) had such determination been made at the time of such payment.
(d)
Notwithstanding anything to the contrary in this Agreement, no Buyer Indemnified Person shall have any
right to indemnification under this Agreement with respect to, or based on, Taxes that (i) are attributable to Tax periods (or
portions thereof) beginning after the Closing Date, (ii) are due to the unavailability in any Tax period (or portion thereof) of any
Tax Attribute of the Company or any Company Subsidiary, (iii) result from transactions or actions taken by Buyer or any of its
Affiliates either (A) on the Closing Date that are outside of the ordinary course of business or (B) on or after the Closing Date that
are a breach or violation of, or failure to fully perform, any covenant, agreement, undertaking or obligation in Section 5.13 hereof,
(iv) result from any Buyer financing transaction, or (v) do not arise from a Third-Party Claim.
(e)
No amount shall be recoverable pursuant to this Article VI to the extent it has been reflected in Net
Working Capital as finally determined pursuant to Section 1.5 or otherwise taken into account in the calculation of the Final
Closing Purchase Price. Buyer and Seller agree to treat any indemnity payment made pursuant to this Agreement as an adjustment
to the Final Closing Purchase Price for all income Tax purposes.
(f)
(f) For the sole purpose of calculating the amount of any Indemnifiable Damages pursuant to Article VI
(and not for determining whether or not any breaches of representations or warranties have occurred), except for the case of (i) the
use of the words “Company Material Contract” in Section 3.16 and (ii) the use of the words “Company Material Adverse Effect”
in Section 3.6, all qualifications in the representations and warranties set forth in Article II and Article III as to “materiality”,
“Company Material Adverse Effect” or similar qualifiers of like import shall be disregarded.

Notwithstanding anything to the contrary in this Agreement, from and after the Closing, no Seller
Indemnified Person shall seek any contribution, reimbursement or recovery from the Company with respect to any representations,
warranties or covenants or agreements of the Company set forth herein (or pursuant to any certificate delivered pursuant hereto).
(g)

4.

Claims Process.

(a)
In order to seek indemnification under Section 6.2, the Buyer Indemnified Person or the Seller Indemnified
Person (as applicable, the “Indemnified Person”) shall, prior to the end of the applicable survival period set forth in Section 6.1,
deliver to Seller or Buyer (as applicable, the “Indemnifying Person”) a certificate signed by any officer of Seller or Buyer, as
applicable (a “Claim Notice”) promptly after the Indemnified Person has knowledge of a bona fide claim for indemnification
pursuant to this Article VI; provided, that any delay in providing such notice shall not result in the Indemnified Person losing its
rights under this Article VI in the case of a Third-Party Claim except to the extent the Indemnifying Person demonstrates that the
defense of such Third-Party Claim is prejudiced thereby:
(i)
stating that the Indemnified Person has a claim for Indemnifiable Damages, the nature of the claim
and the provision of this Agreement which gives rise to the claim;
(ii)
stating the amount of such Indemnifiable Damages that have been incurred, paid, reserved or
accrued, to the extent reasonably determinable at the time of submission of such Claim
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Notice (the “Claimed Amount”); and
specifying in reasonable detail (based upon the information then possessed by the Indemnified
Person) the individual items of such Indemnifiable Damages included in the amount so stated.
(iii)

(b)
The Indemnifying Person may, at any time on or before the thirtieth (30th) day following its receipt of a
Claim Notice for a claim that is not a Third-Party Claim (the “Objection Period”), object to a claim made in such Claim Notice
by delivering written notice (a “Claim Objection”) to the Indemnified Person. The Claim Objection shall set forth in reasonable
detail the reasons for the objection to such claim and the portion of the Claimed Amount which is disputed. If the Indemnified
Person does not receive a Claim Objection in respect of any Claim Notice within the Objection Period in accordance with this
section, the Indemnifying Person shall, within five (5) Business Days following the end of the Objection Period, pay to the
Indemnified Person, by wire transfer of immediately available funds to an account designated in writing by the Indemnified
Person, the full amount of the Claimed Amount. If the Indemnified Person receives a Claim Objection in respect of any Claim
Notice within the Objection Period in accordance with this section, the Indemnifying Person shall within five (5) Business Days
following the end of the Objection Period, deliver to the Indemnified Person an amount equal to the portion of the Claimed
Amount not subject to dispute (if any). During the twenty (20) day period following the delivery of a Claim Objection in
accordance with Section 6.4(b), the Indemnifying Person and the Indemnified Person shall attempt in good faith to resolve such
dispute. If the dispute is not resolved within such twenty (20) day period, either the Indemnifying Person or the Indemnified
Person may bring suit pursuant to Section 9.4.
5.

Third-Party Claims.

Following the delivery of a Claim Notice to an Indemnifying Person by an Indemnified Person with
respect to a claim, demand, dispute, lawsuit, arbitration or other Legal Proceeding initiated by a third party (a “Third-Party
Claim”), together with copies of any documents served on the Indemnified Person with respect to the Third-Party Claim, with
respect to any matter in respect of which the Indemnified Person may make a claim for indemnification under this Article VI, the
Indemnifying Person may, within twenty (20) days of receipt of such Claim Notice, upon written acknowledgment without
qualification of the right to the Indemnified Person to be indemnified for Indemnifiable Damages incurred in connection with such
Third- Party Claim, be entitled to participate in, or by giving written notice to the Indemnified Person, to assume the defense of
any Third-Party Claim at the Indemnifying Person’s expense and by the Indemnifying Person’s own counsel; provided, however,
that the Indemnifying Person may only elect to assume the defense thereof so long as (i) along with its notice of assumption of the
defense of such claim, the Indemnifying Person notifies the Indemnified Person in writing that the Indemnifying Person will
indemnify the Indemnified Person from and against any
Indemnifiable Damages the Indemnified Person may incur relating to or arising out of the Third- Party Claim to the extent that
such indemnification is required by (and subject to the limitations in) this Article VI; (ii) the Indemnifying Person is not a party to
the Third-Party Claim or the Indemnified Person has determined in good faith that there would be no conflict of interest or other
inappropriate matter associated with joint represents; (iii) the Third-Party Claim does not involve or relate to a Top Customer or
Top Supplier; (iv) the Third-Party Claim involves only money damages and does not seek an injunction or other equitable relief or
any claim by any Governmental Body; (v) the Indemnifying Person conducts the defense of the Third-Party Claim actively and
diligently; (vi) the Third-Party Claim would not, in the reasonable determination of the Indemnified Person, materially impair the
Business if resolved adversely to the Indemnified Person; (vii) the Indemnifying Person keeps the Indemnified Person apprised of
all
(a)
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material developments, including settlement offers, with respect to the Third-Party Claim and permits the Indemnified Person to
participate in the defense of the Third-Party Claim and (viii) the Indemnified Person reasonably believes that the Indemnifiable
Damages relating to such Third- Party Claim would exceed the maximum amount that such Indemnified Person could then be
entitled to recover under the applicable provisions of this Article VI. The Indemnified Person shall have the right, at its own cost
and expense, to participate in the defense of any Third-Party Claim with counsel selected by it subject to the Indemnifying
Person’s right to control the defense thereof pursuant to the foregoing sentence. The Indemnified Person and the Indemnifying
Person shall cooperate with each other in all reasonable respects in connection with the defense of any Third-Party Claim. The
Indemnifying Person shall not consent to the entry of any judgment or enter into any settlement without the consent of the
Indemnified Person (such consent not to be unreasonably withheld, conditioned or delayed).
(b)
If the Indemnifying Person declines to exercise its right to defend under Section 6.5(a) or if any condition
to the Indemnifying Person’s assumption of the defense of a Third-Party Claim set forth in clauses (i)-(viii) of Section 6.5(a)
becomes unsatisfied, the Indemnified Person: (i) shall defend against the Third-Party Claim in a commercially reasonable manner;
(ii) shall keep the Indemnifying Person reasonably apprised of all material developments (including settlement offers) with respect
to the Third-Party Claim; and (iii) shall not consent to the entry of any judgment or enter into any compromise or settlement with
respect to the Third-Party Claim without the prior written consent of the Indemnifying Person (such consent not to be
unreasonably withheld, conditioned or delayed). Promptly following the final resolution of any such Third-Party Claim, the
Indemnifying Person shall reimburse the Indemnified Person for all costs of defending against the Third-Party Claim to the extent
required hereunder, including reasonable attorneys’ fees and expenses, and any other Indemnifiable Damages the Indemnified
Person has incurred relating to or arising out of the Third-Party Claim, in each case, to the extent required by (and subject to the
limits in) this Article VI.
6.
Exclusive Remedy. Except in the case of Fraud and except for remedies pursuant to Section 1.5(b), the provisions
contained in this Article VI are intended to provide the sole and exclusive remedy for the Buyer Indemnified Persons and Seller
Indemnified Persons following the Closing as to all claims based on, arising out of or relating to this Agreement; it being
understood that nothing in this Article VI shall affect the parties’ rights to specific performance or other equitable remedies to
enforce the parties’ obligations under this Agreement.

ARTICLE VII. CLOSING CONDITIONS
1.
Conditions to Each Party’s Obligations. Each party’s obligation to effect the Closing is subject to satisfaction, or
written waiver by the party entitled to the benefit thereof, of each of the following conditions:

any review or investigation by CFIUS of the Transactions shall have been conducted, and (i) CFIUS shall
have determined that the Transactions are not covered transactions and not subject to review under applicable Law; (ii) the parties
shall have received written notice from CFIUS that review of the Transactions under Exon-Florio has been concluded and CFIUS
shall have determined that there are no unresolved national security concerns with respect to the Transactions and advised that
action under Exon-Florio, and any investigation related thereto, has been concluded with respect to the Transactions; or (iii)
CFIUS shall have sent a report to the President of the United States requesting the President’s decision on the CFIUS notice
submitted by the parties and either (A) the period under Exon-Florio during which the President may announce his decision to take
action to suspend, prohibit or place any limitations
(a)
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on the Transactions shall have expired without any such action being taken or (B) the President shall have announced a decision
not to take any action to suspend, prohibit or place any limitations on the Transactions (collectively, the “CFIUS Condition”);
(b)
no Law or order, writ, injunction, Judgment, decree or ruling (whether temporary, preliminary or
permanent) enacted, promulgated, issued or entered by any Governmental Body (each, a “Restraint”) shall be in effect enjoining,
restraining, preventing or prohibiting the Closing or making the Closing illegal;

each of the Legacy Consents shall have been obtained, in form and substance reasonably satisfactory to
each party, and shall be in full force and effect;
(c)

all Pre-Closing Liability Transfer Obligations have been (i) cancelled,
assumed or otherwise guaranteed by Buyer or its Affiliates, effective as of the Closing, or
otherwise secured by the taking of such actions as may be mutually agreed between Buyer and Seller; and
(d)

(i)
(ii)

each party is reasonably satisfied that the transition of the payroll process to Buyer and/or its Affiliates has

(e)

been completed.
Conditions to Buyer’s Obligations. Buyer’s obligation to effect the Closing is subject to satisfaction, or written
waiver by Buyer, of each of the following conditions:
2.

(a)
(i) the representations and warranties of Seller and the Company shall be true and correct (disregarding all
qualifications or limitations as to “materiality”, “Company Material Adverse Effect” and words of similar import set forth therein)
as of the date of this Agreement and as of the Closing Date as though made as of the Closing Date, except where the failure of
such representations and warranties to be so true and correct would not have a Company Material Adverse Effect; provided in
each case that representations and warranties
made as of a specific date shall be required to be so true and correct (subject to such qualifications) as of such date only; (ii) Seller
and the Company must have performed and complied in all material respects with all of their respective covenants and agreements
in this Agreement to be performed prior to or at the Closing; and (iii) Seller must deliver to Buyer at the Closing a certificate, in
form and substance reasonably satisfactory to Buyer, confirming satisfaction of the conditions in clauses (i) and (ii) above;
(b)
since the date of this Agreement, there shall not have occurred any Company Material Adverse Effect, and
Seller shall have delivered to Buyer at the Closing a certificate in form and substance reasonably satisfactory to Buyer, confirming
satisfaction of the condition in this Section 7.2(b);

each of the following documents must have been delivered to Buyer:

(c)

confirmation, in form and substance reasonably satisfactory to Buyer, that the Company and the
Company Subsidiaries will, upon Closing, be released from any and all obligations under the agreements listed on Section 7.2(c)
(i) of the Seller Disclosure Letter;
(i)

(ii)
a certificate of the secretary of Seller, in form and substance reasonably satisfactory to Buyer,
certifying that attached thereto is a true, correct and complete copy of (A) the organizational and governing documents of Seller;
(B) to the extent applicable, resolutions duly adopted by the board of directors of Seller authorizing the performance of the
Transactions and the execution and delivery of the Transaction Documents to which it is a party and (C) a certificate of existence
or good
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standing of Seller as of a date no later than five (5) Business Days prior to the Closing Date;
a certificate of the secretary of the Company, in form and substance reasonably satisfactory to
Buyer, certifying that attached thereto is a true, correct and complete copy of (A) the organizational and governing documents of
the Company; (B) to the extent applicable, resolutions duly adopted by the board of directors and stockholder of the Company
authorizing the performance of the Transactions and the execution and delivery of the Transaction Documents to which it is a
party and (C) a certificate of existence or good standing of the Company as of a date no later than five (5) Business Days prior to
the Closing Date; and
(iii)

(iv)

the documents required by Section 1.4(a).

Conditions to Seller’s Obligations. Seller’s obligation to effect the Closing is subject to satisfaction, or written
waiver by Seller, of each of the following conditions:
3.

(a)
(i) the representations and warranties of Buyer shall be true and correct (disregarding all qualifications or
limitations as to “materiality” and words of similar import set forth therein) as of the date of this Agreement and as of the Closing
Date as though made as of the Closing Date, except where the failure of such representations and warranties to be so true and
correct would not reasonably be expected to have a material adverse effect on the ability of Buyer to consummate the
Transactions; provided in each case that representations and warranties made as of a specific date shall be required to be so true
and correct (subject to such
qualifications) as of such date only; (ii) Buyer must have performed and complied in all material respects with all of Buyer’s
covenants and agreements in this Agreement to be performed prior to or at the Closing; and (iii) Buyer must deliver to Seller at the
Closing a certificate, in form and substance reasonably satisfactory to Seller, confirming satisfaction of the conditions in clauses
(i) and (ii) above;

1.2(c); and
(b)
delivery of the Estimated Closing Purchase Price as set forth in Section
(c)

delivery of the documents required by Section 1.4(b).

4.
Frustration of Closing Conditions. Neither Buyer nor Seller may rely on the failure of any condition set forth in
this Article VII to be satisfied if such failure was primarily caused by such party’s failure to comply with any provision of this
Agreement.

ARTICLE VIII. TERMINATION
1.

General. Subject to Section 9.6, this Agreement may be terminated at any time prior to the Closing as follows:
(a)

by mutual written consent of Seller and Buyer;

by Seller or Buyer if there shall be in effect a final non-appealable Restraint having the effect of making
illegal, permanently restraining, enjoining or prohibiting the consummation of the Transactions;
(b)
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(c)
at the election of Seller or Buyer on or after September 30, 2018 (the “Outside Date”), if the Transactions
shall not have occurred by the close of business on such date; provided, that neither Seller nor Buyer shall be permitted to
terminate this Agreement pursuant to this Section 8.1(c) if it (or in the case of Seller, the Company) is in default of any of its
obligations hereunder and such default primarily causes either (i) the failure to satisfy the conditions to the obligations of the
terminating party set forth in Article VII prior to the Outside Date or (ii) the failure of the Closing to have occurred prior to the
Outside Date; provided, further, that neither Seller nor Buyer shall have the right to terminate this Agreement pursuant to this
Section 8.1(c) if the other party has initiated Legal Proceedings to specifically enforce this Agreement while such Legal
Proceedings are still pending;
(d)
by Buyer if it is not in material default of any of its obligations hereunder and Seller or the Company is in
breach of any of its representations, warranties or obligations hereunder that would result in the failure of the conditions set forth
in Section 7.2(a) to be satisfied if the Closing were scheduled to occur as of the date of determination, and, in each case, such
breach is not cured by the earlier of (i) twenty (20) Business Days after the giving of written notice by Buyer to Seller or (ii) one
day prior to the Outside Date; or
(e)
by Seller if neither Seller nor the Company is in material default of any of their obligations hereunder and
Buyer is in breach of any of its representations, warranties or obligations hereunder that would result in the failure of the
conditions set forth in Section 7.3(a) to be satisfied if the Closing were scheduled to occur as of the date of determination, and
such breach is not cured by the earlier of (i) twenty (20) Business Days after the giving of written notice by Buyer to Seller or (ii)
one day prior to the Outside Date.

Procedure Upon Termination. In the event of termination and abandonment by Buyer or Seller, or both, pursuant
to Section 8.1, written notice thereof shall forthwith be given to the other party or parties, and this Agreement shall terminate, and
the Transactions shall be abandoned, without further action by Buyer or Seller.
2.

3.
Effect of Termination. If this Agreement is validly terminated in accordance with Sections 8.1 and 8.2, then each
party shall be relieved of its duties and obligations arising under this Agreement after the date of such termination, and such
termination shall be without liability to any party; provided, however, that, except as otherwise provided in this Section 8.3,
(i)
no such termination shall relieve any party from Liability or damages for or arising out of (A) Fraud or (B) any willful
breach of this Agreement prior to termination of this Agreement and (ii) the provisions of this Section 8.3, Section 5.2 (Public
Announcements), Section 5.11 (Confidentiality), as applicable, and Article IX (Miscellaneous Provisions) shall remain in full
force and effect and survive any termination of this Agreement in accordance with its terms. Any failure of any party to effect the
Closing when required pursuant to Section 1.3 shall be considered a willful breach by such party.

ARTICLE IX. MISCELLANEOUS PROVISIONS
1.
Amendment or Supplement. This Agreement may be amended or supplemented in any and all respects only by
written agreement signed by Buyer, Seller and the Company.

Waiver. No failure or delay by Seller, the Company or Buyer in exercising any right hereunder or requiring the
performance of any provision hereunder shall operate as a waiver of rights, nor shall any single or partial exercise of such rights
preclude any other or further exercise of such rights or the exercise of any other right hereunder. No Person shall be deemed to
have waived any claim arising out of this
2.
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Agreement, or any power, right, privilege or remedy under this Agreement, unless the waiver of such claim, power, right, privilege
or remedy is expressly set forth in a written instrument duly executed and delivered on behalf of such waiving Person, and any
such waiver shall not be applicable or have any effect except in the specific instance in which it is given.
3.
Entire Agreement; No Third-Party Beneficiary. This Agreement, including the exhibits and annexes hereto, the
Seller Disclosure Letter, the Transaction Documents and the NDA, constitutes the entire agreement, and supersedes all prior
agreements and understandings, both written and oral, among the parties hereto with respect to the subject matter of this
Agreement (including the LOI). This Agreement is not intended, and shall not be deemed, to create any agreement of employment
with any person, to confer any rights or remedies upon any
person other than the parties hereto and their respective successors and permitted assigns or to otherwise create any third-party
beneficiary hereto.
4.
Applicable Law; Jurisdiction. This Agreement and all actions (whether at law, in contract, in tort or otherwise)
arising out of or relating to this Agreement, the negotiation, validity or performance of this Agreement and the Transactions shall
be governed by, and construed in accordance with, the internal Laws of the State of Delaware, regardless of the laws that might
otherwise govern under applicable principles of conflicts of laws. All actions and proceedings (whether at law, in contract, in tort
or otherwise) arising out of or relating to this Agreement, the Transaction Documents, or the negotiation, validity or performance
of this Agreement, the Transaction Documents and the Transactions shall be heard and determined in any state or Federal court of
competent subject matter jurisdiction sitting in New Castle County, Delaware, and the parties irrevocably submit to the jurisdiction
of such courts (and, in the case of appeals, the appropriate appellate court therefrom), in any such action or proceeding and
irrevocably waive the defense of an inconvenient forum to the maintenance of any such action or proceeding. The parties agree
that service of any court paper may be made in any manner as may be provided under the applicable Laws or court rules governing
service of process in such courts. The parties hereto agree that a final judgment in any such action or proceeding shall be
conclusive and may be enforced in other jurisdictions by suit on the judgment or in any other manner provided by applicable Law.
5.
Attorneys’ Fees. In any action at law or suit in equity to enforce this Agreement or the rights of any of the parties
hereunder, the prevailing party in such action or suit shall be entitled to receive a reasonable sum for its attorneys’ fees and all
other reasonable costs and expenses incurred in such action or suit.
6.
Specific Enforcement. Except as otherwise provided herein, any and all remedies herein expressly conferred upon
a party hereto shall be deemed cumulative with and not exclusive of any other remedy conferred hereby, or by law or equity upon
such party, and the exercise by a party hereto of any one remedy shall not preclude the exercise of any other remedy and nothing
in this Agreement shall be deemed a waiver by any party of any right to specific performance or injunctive relief. The parties
hereto agree that irreparable damage would occur in the event that any of the provisions of this Agreement were not performed in
accordance with their specific terms or were otherwise breached. It is accordingly agreed that the parties hereto shall be entitled to
injunctive and other equitable relief to prevent breaches of this Agreement and to enforce specifically the terms and provisions
hereof, without proof of actual damages or inadequacy of legal remedy and without bond or other security being required, this
being in addition to any other remedy to which they are entitled at law or in equity, and the parties hereto hereby waive the
requirement of any posting of a bond in connection with the remedies described herein. Seller and the Company, on the one hand,
and Buyer, on the other hand, hereby agree not to raise any objections to the availability of the equitable remedy of specific
performance to prevent or restrain breaches or threatened
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breaches of this Agreement by Buyer, on the one hand, or Seller or the Company, on the other hand, and to specifically enforce the
terms and provisions of this Agreement to prevent breaches or threatened breaches of, or to enforce compliance with, the
covenants and obligations of Seller, the Company or Buyer under this Agreement.
7.
Assignment. Neither this Agreement nor any of the rights, interests or obligations hereunder shall be assigned by
any of the parties hereto, in whole or in part, without the prior written consent of the other parties, and any attempt to make any
such assignment without such consent shall be null and void; provided, that Buyer may assign this Agreement and any or all of its
rights and interests hereunder to a Designated Affiliate. Subject to the preceding sentence, this Agreement will be binding upon,
inure to the benefit of and be enforceable by the parties hereto and their respective successors and assigns. In the event of an
assignment of this Agreement by Buyer to a Designated Affiliate, its assignee shall be deemed to be the Buyer hereunder for all
purposes hereof, and shall have all rights of Buyer hereunder, but the assignor shall not be released from liability hereunder.
Notices. All notices and other communications hereunder shall be in writing and shall be deemed duly delivered:
(a) three (3) Business Days after being sent by registered or certified mail, return receipt requested, postage prepaid; (b) one (1)
Business Day after being sent for next Business Day delivery, fees prepaid, via a reputable nationwide overnight courier service;
(c) on the date of confirmation of receipt (or the first (1st) Business Day following such receipt if the date of such receipt is not a
Business Day) of transmission by facsimile, in each case to the intended recipient as set forth below (or to such other address or
facsimile telephone number as such party shall have specified in a written notice given to the other parties hereto);
(a)
if sent by email transmission on a Business Day prior to 4:00 p.m. recipient’s local time, upon transmission and subject to
confirmation of receipt, or (e) if sent by email transmission after 4:00 p.m. recipient’s local time and receipt is confirmed, the
Business Day following the date of transmission:
if to Buyer or any Buyer Indemnified Person: Securitas Electronic Security, Inc.
3800 Tabs Drive
Uniontown, OH 44685
Attention: Tony Byerly; Felix Gonzales
Email: tony.byerly@securitases.com; felix.gonzales@securitases.com Facsimile No: (330) 899-5182
with copies to (which copies shall not constitute notice): Securitas Security Services USA, Inc.
4300 Park Terrace Drive Westlake Village, CA 91361 Attention: Frederick W. London
Email: fred.london@securitasinc.com Facsimile No: (818) 706-5045
8.

and
K&L Gates LLP
214 North Tryon Street, Suite 4700
Charlotte, NC 28202
Attention: Kevin P. Stichter; John E. Blair, Jr.
Email: kevin.stichter@klgates.com; john.blair@klgates.com Facsimile No.: (704) 353-3282; (704) 353-3233
if to Seller or any Seller Indemnified Person: Kratos
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Defense & Security Solutions, Inc.
4820 Eastgate Mall, Suite 200 San Diego, CA 92121 Attention: General Counsel
Email: marie.mendoza@kratosdefense.com Facsimile No: (858) 812-7303
with a copy to (which copy shall not constitute notice): Paul Hastings LLP
4747 Executive Drive, 12th Floor
San Diego, CA 92121 Attention: Teri O’Brien
Email: teriobrien@paulhastings.com Facsimile No: (858) 458-3005
9.
Severability. Any term or provision of this Agreement that is invalid or unenforceable in any situation in any
jurisdiction shall not affect the validity or enforceability of the remaining terms and provisions of this Agreement or the validity or
enforceability of the offending term or provision in any other situation or in any other jurisdiction. If a final judgment of a court of
competent jurisdiction declares that any term or provision of this Agreement is invalid or unenforceable, the parties hereto agree
that the court making such determination shall have the power to limit such term or provision, to delete specific words or phrases
or to replace such term or provision with a term or provision that is valid and enforceable and that comes closest to expressing the
intention of the invalid or unenforceable term or provision, and this Agreement shall be valid and enforceable as so modified.
10.

Construction.

(a)
For purposes of this Agreement, whenever the context requires: (i) the singular number shall include the
plural, and vice versa; (ii) the masculine gender shall include the feminine and neuter genders; (iii) the feminine gender shall
include the masculine and neuter genders; and (iv) the neuter gender shall include the masculine and feminine genders.

The parties hereto agree that any rule of construction or burden or presumption of authorship to the effect
that ambiguities are to be resolved against the drafting party shall not be applied in the construction or interpretation of this
Agreement.
(b)

(c)
As used in this Agreement, the words “include” and “including,” and variations thereof, shall not be
deemed to be terms of limitation, but rather shall be deemed to be followed by the words “without limitation.”
(d)
Except as otherwise indicated, all references in this Agreement to “Sections,” “Schedules” and “Exhibits”
are intended to refer to the corresponding Sections of, and Schedules and Exhibits attached to, this Agreement. All such
Schedules, Exhibits and the Seller Disclosure Letter are incorporated herein by reference and made a part of this Agreement. The
Article and Section headings in this Agreement are inserted for convenience only and are not intended to affect the interpretation
of this Agreement or any other Transaction Document.

Unless the context otherwise requires, any reference to any Law shall be deemed also to refer to all
amendments thereto, in each case as in effect as of the date hereof.
(e)

(f)
All accounting terms not specifically defined in this Agreement shall be construed in accordance with
GAAP. References to “dollars” or “$” shall mean U.S. dollars.
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The phrases “provided to,” “made available to,” “furnished to,” and phrases of similar import when used
herein, unless the context otherwise requires, shall mean that a copy of the information or material referred to has been provided to
the party to whom such information or material is to be provided, including, in the case of Seller, by means of being provided for
review in the online data room maintained by Seller with respect to the Transactions and not removed prior to the date of this
Agreement.
(g)

When calculating the period of time which, within which or following which any act is required to be done
pursuant to this Agreement, the date that is the reference date in calculating such period shall be excluded, and if the last day of
such period is a day that is not a Business Day, then the time for the giving of such notice or the performance of such action shall
be extended to the next succeeding Business Day.
(h)

11.
Counterparts; Signatures. This Agreement may be executed in two (2) or more counterparts, each of which shall
be deemed an original but all of which together shall be considered one and the same agreement and shall become effective when
counterparts have been signed by each of the parties hereto and delivered to the other parties, it being understood that all parties
need not sign the same counterpart. This Agreement may be executed and delivered by facsimile transmission, by electronic mail
in “portable document format” (“.pdf”) form, or by any other electronic means intended to preserve the original graphic and
pictorial appearance of a document, or by combination of such means. No party may raise the use of facsimile or electronic
delivery or the fact that any signature or this Agreement was transmitted or communicated through the use of facsimile or
electronic delivery as a defense to the formation of a contract, and each party forever waives any such defense, except to the extent
such defense relates to lack of authenticity.
12.
Expenses. Except as otherwise provided in this Agreement, all costs and expenses incurred in connection with
this Agreement by Seller, the Company or any Company Subsidiary shall be paid by Seller, and all costs and expenses incurred in
connection with this Agreement by Buyer shall be paid by Buyer. If this Agreement is terminated, the obligation of each party to
pay its own expenses shall be subject to any rights of such party arising from a breach of this Agreement by another party.

[Remainder of page intentionally left blank]
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IN WITNESS WH EREOF, the

parties have caused this Agreement to be executed as of the date first above written.

SECURITAS ELECTRONIC SECURITY, INC.
By: /s/ Lance A. Byerly
Name : Lance A. Byerly
Title: President

KRATOS DEFENSE & SECURITY SOLUTIONS, INC.

By: /s/ Deanna H. Lund
Name : Deanna H. Lund
Title: Executive Vice President and Chief Financial Officer
KRATOS PUBLIC SAFETY & SECURITY SOLUTIONS, INC.

By: /s/ Deanna H. Lund
Name: Deanna H. Lund
Title: Executive Vice President and Chief Financial Officer
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EXHIBIT A
DEFINITIONS
Certain Definitions. The following terms, as used herein, have the following meanings, which meanings shall be
applicable equally to the singular and plural of the terms defined:
1.

“2018 Retention Bonus Plan” shall mean a retention bonus plan to be adopted prior to the Closing and fully funded by the
Seller.
“Affiliate” shall mean, with respect to a specified Person, any other Person, directly or indirectly, controlling, controlled
by, or under common control with such Person. As used in this definition of Affiliate, the term “control” shall mean (a) possession,
directly or indirectly, of the power to direct or cause the direction of the management or policies of a Person, whether through the
ownership of voting securities, by contract or otherwise and (b) being a director, officer, executor, trustee or fiduciary (or their
equivalents) of such a Person or a Person that controls such a Person. For the avoidance of doubt, the Company and its
Subsidiaries will be Affiliates of Buyer following the Closing.
“Affiliated Group” shall mean an affiliated group as defined in Section 1504 of the Code (or analogous combined,
consolidated or unitary group defined under state, local or foreign income Tax Law).
“Antitrust Law” shall mean each of the Sherman Act, as amended, the Clayton Act, as amended, the Federal Trade
Commission Act, as amended, the HSR Act (and any other similar Law enforced by a Governmental Body regarding
preacquisition notifications for the purpose of competition reviews), and all other Laws, including merger control Laws,
prohibiting, limiting, or promulgated or intended to govern, conduct having the purpose or effect of monopolization, restraint of
trade, or substantial lessening of competition.
“Arbiter” shall mean an independent “big four” or any other nationally recognized accounting firm to be mutually agreed
upon by Buyer and Seller, in each case, other than Deloitte & Touche LLP and PricewaterhouseCoopers LLP.
“Business” shall mean the business of designing, engineering, installing, selling, operating, monitoring and servicing
integrated electronic security and/or guarding systems and solutions for public safety, critical infrastructure, and strategic assets
and commercial and financial customers; provided, however, that the parties expressly agree that the term “Business” shall not
include, and the terms of this Agreement shall not limit, in any way the provision by Seller or its Affiliates of any products and/or
services related to national security, unmanned systems, modular systems, satellite communications, microwave electronics, cyber
security/warfare, missile defense, combat and training systems, or the NeuralStar software, or limit in any way the ability of Seller
and its Affiliates to continue work performed on Robins Air Force Base located in Warner Robins, GA, in the manner performed
immediately prior to the Closing.
“Business Day” shall mean any day, other than a Saturday, Sunday and any day on which banking institutions located in
the States of California or New York are authorized or required by Law or other governmental action to be closed.
“Business Employee Agreement” shall mean any employment, severance, retention, transaction bonus, change in control,
or other similar Contract between: (a) Seller, the Company or any Company
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Subsidiaries and (b) any Business Employee, other than any such Contract that is terminable “at will” (or following a notice period
imposed by applicable Law or by Contract not exceeding sixty (60) days) without any material obligation on the part of Seller, the
Company or any of the Company Subsidiaries to make any severance, termination, change in control or similar payment.
“Buyer Employee Benefit Plan” shall mean an employee plan maintained, adopted, sponsored, contributed or required to
be contributed to by Buyer or any entity with which the Buyer is considered a single employer under Section 414(b), (c) or (m) of
the Code with respect to any current or former employee, officer or director of the Buyer or its Affiliates or any beneficiary or
dependent thereof.
“Buyer Fundamental Representations” shall mean the representations and warranties set forth in Sections 4.1
(Organization), 4.2 (Authority; Binding Nature of Agreement), 4.6 (Solvency) and 4.8 (Brokers).
“Cash” means the amount of consolidated cash, cash equivalents, marketable securities and bank deposits, as reflected in
bank statements and certificates of deposit less escrowed amounts or other restricted cash balances and less the aggregate amount
of all paid checks, wires, cash or deposits in transit (i.e., current checks and stale checks, in each case, written but not cleared)
drawn on bank accounts of the Company or the Company Subsidiaries on or prior to the date of determination, calculated in
accordance with GAAP; provided, that Cash shall not include (i) any amounts to the extent included in Company Transaction
Expenses or Net Working Capital, in each case, as finally determined or (ii) prepaid deposits or other similar assets.
“Cause” means with respect to any Project Manager, (a) such Person’s dishonesty or gross insubordination in the
performance of such Person’s duties and responsibilities or any other act of dishonesty with respect to Buyer or its Affiliates
(including acceptance of bribes or kickbacks or other acts of self-dealing), (b) such Person’s fraud, embezzlement, theft or
misappropriation from Buyer or any of its Affiliates, (c) such Person’s conviction of, or entry of a plea of nolo contendere or any
equivalent thereof in connection with, any crime constituting a felony, or the commission of any act involving moral turpitude or
which would reasonably be expected to cause material harm to the reputation of Buyer or any of its Affiliates, (d) such Person’s
gross negligence or willful misconduct causing harm to Buyer or any of its Affiliates, (e) such Person’s continued use of alcohol or
illegal drugs to an extent, in the good faith determination of Buyer, that such use materially interferes with the performance of
such Person’s duties and responsibilities and (f) the knowing and intentional failure by such Person to comply in any material
respect with any material policy generally applicable to employees of Buyer or its Affiliates, which failure is not cured within five
days after notice to such Person.
“CFIUS” means the Committee on Foreign Investment in the United States.
“Closing Cash” means the amount equal to Cash as of the Measuring Time.
“Code” shall mean U.S. Internal Revenue Code of 1986, as amended.
“Company Affiliate” shall mean any Person under common control with the Company within the meaning of Section
414(b), Section 414(c) or Section 414(m) of the Code, and the regulations issued thereunder.
“Company Employee Benefit Plan” shall mean an Employee Benefit Plan maintained, adopted, sponsored, contributed or
required to be contributed to by Seller or the Company or any entity with which the Company is considered a single employer
under Section 414(b), (c) or (m) of the Code with respect to

any current Business Employee, any officer or director of the Company or any of the Company Subsidiaries (other than the
employees listed on Section 5.9(a)(ii) of the Seller Disclosure Letter) or any beneficiary or dependent thereof and under which the
Company or its Subsidiaries would reasonably be expected to have any material Liability.
“Company Fundamental Representations” shall mean the representations and warranties set forth in Sections 3.1
(Organization), 3.2 (Capitalization), 3.3(a) (Authorization),
3.4 (Subsidiaries), 3.5(c) (Title to Assets, Etc.) and 3.8 (Brokers).
“Company Indebtedness” means the aggregate Indebtedness of the Company and the Company Subsidiaries as of the
Measuring Time.
“Company Intellectual Property” shall mean all of the Intellectual Property Rights owned by the Company or any
Company Subsidiary.
“Company Material Adverse Effect” shall mean any event, condition, change, occurrence or development, circumstance
or effect that, individually or in the aggregate, has had or would be reasonably expected to have a material adverse effect on (a) the
Business, operations, assets, Liabilities or financial condition of the Company and the Company
Subsidiaries, taken as a whole, or (b) the ability of Seller or the Company to consummate the Transactions; provided, however,
that, for purposes of clause (a) above, none of the following shall be deemed in and of themselves, either alone or in combination,
to constitute, and none of the following shall be taken into account in determining whether there has been, or would reasonably
expected to be, a Company Material Adverse Effect: (i) general political, economic or market conditions (including conditions in
the financial markets, credit markets or capital markets in the United States or developments or changes therein) or general
changes or developments in the industry in which the Company and the Company Subsidiaries operate, except to the extent the
Company and the Company Subsidiaries are adversely affected disproportionately relative to other participants in such industry;
(ii) any event, circumstance, change or effect arising directly or indirectly from or otherwise relating to any act of terrorism, war
(whether declared or not), national or international calamity or any other similar event; (iii) any event, condition, change,
occurrence or development, circumstance or effect resulting from the Transactions or the announcement thereof; (iv) changes in
Law or GAAP; (v) changes in the price or trading volume of Seller’s stock (provided that the underlying cause of such change in
price or trading volume may be taken into account in determining whether there is, or would reasonably be expected to be, a
Company Material Adverse Effect); (vi) any failure by Seller or the Company to meet public or internal revenue, earnings or other
projections (provided that the underlying cause of such failure may be taken into account in determining whether there is, or
would reasonably be expected to be, a Company Material Adverse Effect); or (vii) the taking of any action required by this
Agreement (including any actions taken in compliance with this Agreement to obtain any approval or authorization under
applicable Antitrust Laws for the consummation of the Transactions) or expressly approved or permitted in writing by Buyer, or
the failure to take any action prohibited by this Agreement.
“Company Transaction Expenses” shall mean, without duplication, any costs, payables, fees, disbursements and
expenses incurred by the Company or any Company Subsidiary in connection with the negotiation, preparation or execution of
this Agreement and the consummation of the Transactions, including fees and expenses of the Company’s financial advisors, legal
counsel, investment bankers, accountants and auditors, whether accrued for or not, that are unpaid immediately prior to the
Closing, and (a) including, for clarity, bonuses, discretionary payments, severance payments, retention payments or change-incontrol payments payable by the Company, any Company Subsidiary or any of their respective

Affiliates (other than the Seller) to any Business Employee arising in connection with or related to the Transactions, including the
employer portion of any payroll, social security, unemployment or similar Taxes attributable to any compensatory payment made
in connection therewith but (b) excluding, for clarity, (i) any severance or other similar payments, including accrued vacation and
accrued bonuses and other similar compensation paid or payable by the Company or any Company Subsidiary in connection with
the voluntary or involuntary termination of any Business Employee after the Closing and (ii) any amounts payable pursuant to the
2018 Retention Bonus Plan.
“Contract” shall mean any written agreement, contract, subcontract, lease, license understanding, instrument, note, bond,
mortgage, indenture, option, warranty, insurance policy, benefit plan or other legally binding agreement, arrangement or
commitment.
“Controlled Group Liability” shall mean any and all liabilities (a) under Title IV of ERISA, (b) under Section 302 or
4068 of ERISA, (c) under Section 412 or 4971 of the Code and
(d) for violation of the continuation coverage requirements of Section 601 et seq. of ERISA and Section 4980B of the Code.
“Employee Benefit Plan” shall mean any plan, program, policy, agreement or other arrangement, whether written or
unwritten, whether or not subject to ERISA, providing benefits or remuneration of any kind, including any pension, retirement,
profit-sharing, savings and thrift, bonus, incentive compensation, equity or equity-based compensation, deferred compensation,
vacation, stock purchase, stock option, stock bonus, phantom equity, restricted stock, severance, medical, life, or other insurance,
long or short term disability, change of control or any other similar employee benefits.
“Entity” shall mean any corporation (including any non-profit corporation), general partnership, limited partnership,
limited liability partnership, joint venture, estate, trust, company (including any limited liability company or joint stock company),
firm or other enterprise, association, organization or entity.
“Equity Interest” shall mean, with respect to any Person, (a) any capital stock, partnership, membership or limited liability
company interest, unit of participation or other similar interest (however designated or denominated) in such Person and (b) any
option, warrant, purchase right, conversion right, exchange right or other Contract which would entitle any other Person to acquire
any such interest in such Person or otherwise entitle any other Person to share in the equity, profits, earnings, losses or gains of
such Person (including stock appreciation, phantom stock, profit participation or other similar rights).
“ERISA” shall mean the Employee Retirement Income Security Act of 1974, as amended.
“Exchange Act” shall mean the Securities Exchange Act of 1934, as amended, and the regulations promulgated
thereunder.
“Exon-Florio” shall mean the Exon-Florio Amendment to the Defense Production Act of 1950 (as amended, including by
the Foreign Investment and National Security Act of 2007, as amended), and the rules and regulations promulgated thereunder.
“FAR” shall mean the Federal Acquisition Regulation and, unless otherwise stated, all supplements thereto.
“Fraud” means, with respect to a Person, an actual and intentional or reckless act which involves a misrepresentation of a
material fact, or concealment of a material fact, by such Person, and upon which another Person has relied to its detriment, in any
case, with respect to the making of representations or

warranties in Article II or Article III hereof.
“Fundamental Representations” shall mean, collectively, the Seller Fundamental Representations, Company
Fundamental Representations and Buyer Fundamental Representations.
“GAAP” shall mean United States generally accepted accounting principles, applied on a consistent basis, as in effect on
the Balance Sheet Date or, with respect to any financial statements for periods prior to the Balance Sheet Date, the date on which
such financial statements were prepared.
“Government Bid” means any offer, bid or proposal made by the Company or a Company Subsidiary prior to the Closing
Date that, if accepted, would result in a Government Contract.
“Government Contract” shall mean any Contract that relates to the Business and is with
(a) a Governmental Body, (b) a prime contractor of a Governmental Body in its capacity as a prime contractor or (c) a higher-tier
subcontractor of a Governmental Body with respect to any Contract of a type described in clauses (a) or (b) above, including as to
all of the foregoing, all amendments and modifications thereunder. A task, change, purchase or delivery order under a Government
Contract will not constitute a separate Government Contract for purposes of this definition, but shall be part of the Government
Contract to which it relates.
“Governmental Body” shall mean any: (a) country, nation, state, multi-national or supra-national authority,
commonwealth, province, territory, county, municipality, district or other jurisdiction of any nature; (b) multi-national, supranational, national, federal, state, local, municipal, foreign or other government; or (c) governmental or quasi-governmental
authority of any nature (including any governmental division, regulatory authority, association, council or bureau, department,
agency, commission, instrumentality, official, organization, unit or self- regulatory organization, body or Entity and any court,
other tribunal or public arbitral body).
“HSR Act” shall mean the Hart-Scott-Rodino Antitrust Improvements Act of 1976, as amended, and the regulations
promulgated thereunder.
“Indebtedness” shall mean, with respect to any Person, all (a) indebtedness of such Person for borrowed money and
accrued but unpaid interest, premiums and penalties thereon, (b) other indebtedness of such Person evidenced by credit
agreements, notes, bonds, indentures, securities, debentures or other similar instruments, (c) reimbursement obligations of such
Person relating to letters of credit, bankers’ acceptances, surety, performance and other bonds or similar instruments, (d) all
indebtedness of such person created or arising under any conditional sale, title retention or similar agreement or creating an
obligation of such Person with respect to the deferred purchase price of property or services, (e) with respect to the Company and
any Company Subsidiary, the obligations of any of them for payment of deferred compensation and contingent purchase price
(including any earn-out and seller notes related to or arising out of any prior acquisition, business combination or similar
transaction), (f) obligations of all leases required to be capitalized under GAAP, (g) indebtedness or other obligations secured by a
Lien on such Person’s assets, (h) any current and long-term deferred rent Liabilities, (i) all indebtedness or other obligations of
another Person referred to in clauses (a) through (h) above guaranteed by such Person, (j) all Liabilities of the Company or
Company Subsidiaries under any interest rate, currency or other similar swap, derivative or hedging agreement, (k) all obligations
under any Inter-Company Account and (l) all amounts (including prepayment premiums or penalties, breakage costs, exit fees or
other penalties, fees, costs or expenses) required to fully discharge and terminate all obligations described in any of the foregoing
clauses of this definition. For the avoidance of doubt, there shall be no double counting of an

item of Indebtedness if it is included in the calculation of Net Working Capital, and the definition of “Indebtedness” shall exclude
trade accounts payable, including retainage, accrued in the ordinary course of business consistent with past practice.
“Indemnified Taxes” shall mean: (a) any and all Taxes (or the non-payment thereof) of the Company or any Company
Subsidiary for all Pre-Closing Tax Periods; (b) any and all Taxes for Pre-Closing Tax Periods of any member of an Affiliated
Group of which the Company or any Company Subsidiary is or was a member prior to the Closing, including pursuant to Treasury
Regulation 1.1502-6 (or any analogous or similar state, local, or foreign Law) that are imposed on the Company or any Company
Subsidiary; (c) any and all Taxes of any Person imposed on the Company or any Company Subsidiary as a transferee or successor,
by Contract, from any obligation to indemnify or otherwise assume or succeed to the Liability of any Person, or otherwise, which
Taxes relate to an event or transaction occurring before the Closing; and (d) any and all intercompany gains pursuant to Treasury
Regulation Section 1.1502-13 that are triggered by the Transactions.
“Intellectual Property Rights” shall mean all rights arising out of or associated with (a) inventions (whether patentable or
unpatentable and whether or not reduced to practice), patents and applications therefor (including provisional applications) and all
reissues, divisions, renewals, extensions, provisionals, reexaminations, continuations and continuations in part thereof; (b) trade
secrets, confidential information, and know-how; (c) works of authorship, including copyrights and copyright registrations; and (d)
domain names, trademarks, service marks, and registrations and applications therefor, together with all goodwill relating thereto.
“Key Project” shall mean a project identified in Section 3.16(c) of the Seller Disclosure
“Knowledge of Seller” shall mean the knowledge of those individuals set forth in Section 1.1 of the Seller Disclosure
Letter; provided, that an individual shall be deemed to have “knowledge” of a particular fact or other matter if: (a) such individual
is actually aware of such fact or other matter; or (b) such individual would have had knowledge of such fact following a
reasonable investigation, if under the circumstances a reasonable person would have determined such investigation was required
or appropriate in the normal course of fulfillment of such individual’s duties.
“Law” shall mean any federal, state, local, municipal, foreign, national, multi-national, supra-national or other law, treaty,
statute, constitution, principle of common law, resolution, ordinance, code, edict, decree, rule, regulation, ruling, bylaw, official
standard, policy or guidance or similar requirement issued, enacted, adopted, promulgated, implemented or otherwise put into
effect by or under the authority of any Governmental Body, excluding, for the avoidance of doubt, the provisions of any Contract
between the Company or any Company Subsidiary and a Governmental Body entered into in the ordinary course of business.
“Legacy Project” shall mean each of (a) #3863 MTA-HERALD SQ-ESS; (b) #4020 MTA- Lex/Roosevelt; (c) #4173
MTA-Court Street; (d) #4209MTA-PACIS “B” D W-32697 and (e) #4210 MTA-Atlantic.
“Legal Proceeding” shall mean any action, suit, litigation, complaint, charge, arbitration, proceeding (including any civil,
criminal, administrative, investigative or appellate proceeding), hearing, inquiry, audit, examination or investigation commenced,
brought, conducted or heard by or before, or otherwise involving, any court or other Governmental Body or any arbitrator or
arbitration panel (public or private).

“Liability” shall mean any liability, obligation or commitment of any kind or nature, whether known or unknown, asserted
or unasserted, absolute or contingent, accrued or unaccrued, liquidated or unliquidated, or due or to become due.
“Lien” shall mean any lien, pledge, hypothecation, charge, mortgage, security interest, option, right of first refusal,
preemptive right, encumbrance or community property interest of any kind or nature whatsoever, excluding in all cases licenses to
Intellectual Property Rights.
“Measuring Time” means 12:01 a.m. local time on the Closing Date.
“Net Cash” means (a) Closing Cash, less (b) the sum of (i) Company Indebtedness and
(i) Company Transaction Expenses, in each case, measured as of the Measuring Time.
“Net Working Capital” means an amount equal to (a) the current assets of the Company and the Company Subsidiaries
(other than Cash, current income tax receivables and deferred Tax assets) minus (b) the current liabilities of the Company and the
Company Subsidiaries, excluding
(i) deferred Tax and current income Tax liabilities, (ii) Company Transaction Expenses and (iii) Indebtedness, in each case, to the
extent included in current liabilities and excluding, in each case, the current asset and liability balances directly attributable to the
Legacy Projects, determined as of the Measuring Time and in accordance with Section 1.5(a) of the Seller Disclosure Letter,
including the footnotes contained therein.
“Open Source License” shall mean a license that is considered an “Open Source License” by the Open Source Initiative
(www.opensource.org), including, for example, the GNU General Public License (GPL), GNU Lesser General Public License
(LGPL), Mozilla Public License (MPL), or any other license that otherwise requires, as a condition of distribution of the software
licensed thereunder, that other software incorporated into, derived from or distributed with, such software (a) be disclosed or
distributed in source code form, (b) be licensed for purposes of preparing derivative works, or (c) be redistributed at no charge.
“Ordinary Course License” shall mean (a) non-disclosure agreements and confidentiality agreements, and (b) Contracts
with licenses to or under Intellectual Property Rights entered into the ordinary course with employees, contractors, consultants,
service providers, vendors, or customers of the Company or any Company Subsidiary.
“Permit” shall mean any governmental permits, licenses, certifications, franchises, variances, exemptions, exceptions,
orders and other authorizations, consents, clearances and approvals issued by any Governmental Body necessary to conduct the
Business substantially in the manner conducted as of the date hereof.
“Permitted Lien” shall mean: (a) mechanics’, carriers’, workmen’s, warehousemen’s, repairmen’s or other like Liens
arising or incurred in the ordinary course of business consistent
with past practice for amounts not yet due and payable and for which adequate reserves have been established on the Company
Financial Statements in accordance with GAAP, consistently applied; (b) Liens for Taxes, assessments and other governmental
charges and levies that are not yet due and payable or that are being contested in good faith by appropriate proceedings and for
which adequate reserves have been established on the Company Financial Statements in accordance with GAAP, consistently
applied; (c) Liens affecting the interest of the grantor of any easements benefiting real property owned by the Company or any
Company Subsidiary; (d) Liens (other than Liens securing Indebtedness for borrowed money), defects or irregularities in title,
easements, rights-of-way, covenants, restrictions, and other, similar matters of record that would

not, individually or in the aggregate, reasonably be expected to materially impair the value of or continued use and operation of
the assets to which they relate or the occupancy or use of the Leased Real Property; (e) zoning, building and other similar codes
and regulations; (f) statutory liens to secure obligations to landlords, lessors or renters under leases or rental agreements that have
not been breached; (g) deposits or pledges made in connection with, or to secure payment of, workers’ compensation,
unemployment insurance or similar programs mandated by applicable Law; (h) Liens arising under securities Laws; and (i) liens
arising under original purchase price conditional sales contracts and equipment leases with third parties entered into in the
ordinary course of business consistent with past practice.
“Person” shall mean any individual, Entity or Governmental Body.
“Personal Data” shall mean a person’s name, street address, telephone number, e-mail address, date of birth, gender,
photograph, Social Security Number or Tax identification number, driver’s license number, passport number, credit card number,
bank account information and other financial information, account numbers, account access codes and passwords, or any other
piece of information that allows the identification of such person or enables access to such person’s financial information, or as
that term is otherwise defined by applicable Law.
“Pre-Closing Tax Period” means (a) any taxable period ending on or before the Closing Date and (b) with respect to any
Straddle Period, the portion of such taxable period ending on the Closing Date.
“Privacy Law” shall mean any Laws arising out of or relating to the collection, use or disclosure of Personal Data.
“Representatives” shall mean, with respect to any Person, such Person’s officers, directors, employees, agents, attorneys,
accountants, advisors, investment bankers and other representatives.
“Sanctions Laws” shall mean, collectively, any economic or financial sanctions administered by the Office of Foreign
Assets Control of the U.S. Department of the Treasury, the
U.S. Department of State, any other agency of the U.S. government, the United Nations, the United Kingdom or the European
Union or any member state thereof.
“Securities Act” shall mean the Securities Act of 1933, as amended, and the regulations promulgated thereunder.
“Seller Fundamental Representations” shall mean the representations and warranties set forth in Sections 2.1
(Organization), 2.2 (Authority; Binding Nature of Agreement), 2.5 (Title to Shares) and 2.6 (Brokers).
“Software” shall mean computer programs, operating systems, applications, firmware and other code, including all source
code, object code, application programming interfaces, data files, databases, protocols, specifications and other documentation
thereof.
“Solvent” shall mean that, as of any date of determination and with respect to any Person: (a) the fair value of the assets of
such Person and its Subsidiaries, on a consolidated basis, is greater than the total amount of Liabilities of such Person and its
Subsidiaries, on a consolidated basis; (b) the present fair saleable value of the assets of such Person and its Subsidiaries, on a
consolidated basis, is not less than the amount that will be required to pay the probable Liability of such Person and its
Subsidiaries, on a consolidated basis, on their debts and Liabilities as they become absolute and matured; (c) such Person and its
Subsidiaries, on a consolidated basis, are not engaged in business or a transaction, and are not about to engage in business or a
transaction, for which such Person’s and its Subsidiaries’ assets, on a consolidated

basis, would constitute unreasonably small capital; and (d) such Person and its Subsidiaries, on a consolidated basis, do not intend
to, and do not believe that they will, incur debts or Liabilities beyond their ability to pay such debts and Liabilities as they mature.
“Straddle Period” shall mean a taxable period that commences on or before the Closing Date and ends after the Closing
Date.
“Subsidiary” An Entity shall be deemed to be a “Subsidiary” of another Person if such Person directly or indirectly owns,
beneficially or of record: (a) an amount of voting securities or other interests in such Entity that is sufficient to enable such Person
to elect at least a majority of the members of such Entity’s board of directors or other governing body; or (b) at least 50% of the
outstanding equity or financial interests of such Entity.
“Target Net Working Capital” means $24,500,000.
“Tax” shall mean any tax (including any income tax, franchise tax, capital gains tax, gross receipts tax, value-added tax,
surtax, excise tax, ad valorem tax, transfer tax, stamp tax, sales tax, use tax, property tax, business tax, withholding tax, payroll tax
or other tax of any kind whatsoever), levy, assessment, tariff, duty (including any customs duty), deficiency or fee, however
denominated or computed, and any related charge or amount (including any fine, penalty or interest imposed in addition thereto),
imposed, assessed or collected by or under the authority of any Governmental Body.
“Tax Return” shall mean any return (including any information return), report, statement, declaration, estimate, schedule,
notice, notification, form, election, certificate or other document or information filed with or submitted to, or required to be filed
with or submitted to, any Governmental Body in connection with the determination, assessment, collection or payment of any Tax
or in connection with the administration, implementation or enforcement of or compliance with any Law relating to any Tax.
“Transaction Document” shall mean this Agreement, the Transition Services Agreement, the Lease Assignments, the
Guarantee and each other agreement, certificate, instrument or document to be executed and delivered by one or more of the
parties at or before the Closing in connection with the Transactions.
“Transactions” shall mean Buyer’s purchase of the Shares and the other transactions contemplated by this Agreement and
the Transaction Documents.
“Unbilled Accounts Receivable” shall mean unbilled Accounts Receivable of the Company and the Company Subsidiaries
that correspond with revenue that was recognized for time and costs incurred on time and material Contracts, and for revenue that
was recognized on fixed price Contracts under the percentage-of-completion method of accounting for which revenue recognized
exceeds amounts that have been billed.
“WARN Act” shall mean the Worker Adjustment and Retraining Notification Act, 29
U.S.C. § 2101 et seq.

EXHIBIT 31.1
CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002
I, Eric M. DeMarco, certify that:
1.
2.
3.

I have reviewed this quarterly report on Form 10-Q of Kratos Defense & Security Solutions, Inc.;
Based on my knowledge, this 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 period covered by this report;
Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial condition,
results of operations and cash flows of the registrant as of, and for, the periods presented in this report;
The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act
Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

4.

(a)
(b)
(c)
(d)

5.

Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, 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 period in which this report is being prepared;
Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to
provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance
with generally accepted accounting principles;
Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the
disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and
Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal
quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the
registrant’s internal control over financial reporting; and

The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant’s
auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):
(a)
(b)

All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to
adversely affect the registrant’s ability to record, process, summarize and report financial information; and
Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over
financial reporting.

Date: May 10, 2018
KRATOS DEFENSE & SECURITY SOLUTIONS, INC.
/s/ ERIC M. DEMARCO
Eric M. DeMarco
Chief Executive Officer, President
(Principal Executive Officer)

EXHIBIT 31.2
CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002
I, Deanna H. Lund, certify that:

1.
2.
3.
4.

I have reviewed this quarterly report on Form 10-Q of Kratos Defense & Security Solutions, Inc.;
Based on my knowledge, this 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 period covered by this report;
Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial condition,
results of operations and cash flows of the registrant as of, and for, the periods presented in this report;
The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act
Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

(a)
(b)
(c)
(d)

5.

Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, 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 period in which this report is being prepared;
Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to
provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance
with generally accepted accounting principles;
Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the
disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and
Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal
quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the
registrant’s internal control over financial reporting; and

The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant’s
auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):

(a)
(b)

All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to
adversely affect the registrant’s ability to record, process, summarize and report financial information; and
Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over
financial reporting.

Date: May 10, 2018
KRATOS DEFENSE & SECURITY SOLUTIONS, INC.
/s/ DEANNA H. LUND
Deanna H. Lund
Executive Vice President, Chief Financial Officer
(Principal Financial Officer and Acting Principal Accounting Officer)

EXHIBIT 32.1
CERTIFICATION PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
(18 U.S.C. SECTION 1350)
In connection with the accompanying Quarterly Report of Kratos Defense & Security Solutions, Inc. (the “Company”) on Form 10-Q for the quarter ended April 1,
2018 (the “Report”), I, Eric M. DeMarco, Chief Executive Officer of the Company, certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002, that:
(1)
(2)

The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934, as amended; and
The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.

Date: May 10, 2018
KRATOS DEFENSE & SECURITY SOLUTIONS, INC.
/s/ ERIC M. DEMARCO
Eric M. DeMarco
Chief Executive Officer, President
(Principal Executive Officer)

EXHIBIT 32.2
CERTIFICATION PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
(18 U.S.C. SECTION 1350)
In connection with the accompanying Quarterly Report of Kratos Defense & Security Solutions, Inc. (the “Company”) on Form 10-Q for the quarter ended April 1,
2018 (the “Report”), I, Deanna H. Lund, Chief Financial Officer of the Company, certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002, that:
(1)
(2)

The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934, as amended; and
The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.

Date: May 10, 2018
KRATOS DEFENSE & SECURITY SOLUTIONS, INC.
/s/ DEANNA H. LUND
Deanna H. Lund
Executive Vice President, Chief Financial Officer
(Principal Financial Officer and Acting Principal Accounting Officer)

