KRQTOS

DEFENSE & SECURITY SOLUTIONS

Kratos Defense & Security Solutions Announces Second Quarter 2010 Financial Results
Aug 5, 2010 (GlobeNewswire via COMTEX News Network) --

Revenues of $99.1 MIlion, Including Quarterly O ganic Sequenti al
Revenue Growth of 15 Percent

Pro Forma EBI TDA Margin of 9.3% I ncreases Over 30% Above Prior Year

Cash Fl ow Generated From Operations Excluding Transaction Expenses of
$8.6 MIlion, Cash on the Bal ance Sheet of $43.4 MIlion

SAN DIEGO, Aug. 5, 2010 (GLOBE NEWSWIRE) -- Kratos Defense & Security Solutions, Inc. (Nasdaq:KTOS), a leading
National Security Solutions provider, today reported second quarter 2010 revenues of $99.1 million, and pro forma EBITDA of
$9.2 million, or 9.3% of revenues. Kratos' second quarter revenues of $99.1 million included sequential organic revenue growth
of 15% above the first quarter of 2010 revenues of $68.7 million. Revenues of $20.0 million from the recently acquired Gichner
Systems acquisition are also included in Kratos' second quarter operating results.

Kratos' pro forma EBITDA margin rate increased over 30% on a year over year basis from the second quarter of 2009, which
was $6.3 million or 7.0%, and Kratos' pro forma EBITDA margin rate increased approximately 8.0% sequentially, above the first
quarter of 2010. Pro forma EBITDA reflects earnings before interest, taxes and depreciation and amortization and excluding
acquisition expenses and stock compensation expense.

Second quarter non-GAAP pro forma earnings per share from continuing operations was $0.10, excluding approximately $1.7
million in interest expense for deferred financing costs which were written-off related to the Company obtaining a new credit
facility during the quarter, and excluding approximately $1.1 million in transaction and other costs related to the acquisition of
Gichner, tax effected using a normal cash tax rate, or $0.5 million. For the second quarter, the Company reported GAAP
income from continuing operations of $10.7 million, or $0.65 per share, which includes a non-recurring tax benefit of
approximately $12.2 million recorded as a result of a reduction of the reserves against certain of Kratos' Net Operating Losses
triggered by tax liabilities assumed in the Gichner acquisition.

Eric DeMarco, President and Chief Executive Officer said, "Kratos' second quarter operating performance was very solid,
including sequential organic growth of 15%, and a pro forma EBITDA margin rate of 9.3%, cash flow generated from
operations, excluding the costs related to the acquisition of Gichner, of $8.6 million and cash on the balance sheet of $43.4
million. The integration of Gichner is proceeding on track and will be substantially completed in the next few months, the
business is performing as expected, and we are already pursuing a number of new contract opportunities as a combined
business."

Certain Kratos' programmatic, contractual and operational highlights during the quarter included:

-- A Space and Naval Warfare Systenms Contract award with a potential val ue
of approximately $51.0 million for tactical data link systens support at
the Space and Naval Warfare Systems Center Pacific (SSC Pacific), with
Kratos' partner Koam Engi neering Systens, Inc. (KES).

-- Afive year, $25.0 nillion contract award to develop nissile related
technology for the U S. Arny. Under the contract, Kratos will help
devel op sensor technol ogies, mssile and aviation conponent
t echnol ogi es, gui dance systens and other missile related technol ogi es
and systens.

-- Afive year, $49.9 nillion contract fromthe Naval Surface Warfare



Center, Dahlgren Division (NSWCDD) for range support operations
services. Representative work Kratos will be providing under the
contract relates to system performance characterization, lethality,

vul nerability, weapons system and expl osives eval uati on and managenent .

-- Fully Funded Twel ve Month Engi neering Task Awards of over $9.8 million
for support and sustai nment of certain Foreign Mlitary Sal es (FMS)
weapons systens.

-- Kratos successfully launched a Hypersoni c Propul sion research Payload in
a successful MACH 7 Flight which denonstrated and tested technol ogi es
that will pave the way for Future Air-Breathing Strike Wapons,

Reconnai ssance and Responsive Strike Vehicles.

-- Public Security and Safety Division new contract awards of nearly $10.0
mllion, for security system design, deployment, integration, operation
and mai ntenance for strategically inportant assets and infrastructure in
the United States.

DeMarco concluded, "During the second quarter Kratos successfully won the recompete of one of our Company's largest
contracts for an additional five years. We also continue to believe that Kratos' Weapons Systems Sustainment, Missile
Defense, Intelligence, Surveillance and Reconnaissance, Situational Awareness, Cyber Security, Sensors, Optics, Network
Centric Warfare and Information Dominance related businesses will continue to be areas of National Security priority.
Accordingly, we are increasing our previously communicated 2010 financial guidance for revenues up to $405.0 to $410.0
million, and increasing our pro forma EBITDA guidance to $37.0 to $38.0 million, the high end of the previously communicated
range, or approximately 9.4%. We are also reiterating our previously communicated 2011 guidance for revenues of $470.0 to
$480.0 million, and pro forma EBITDA of $49.0 to $52.0 million, or approximately 10.5%."

Conference Call

There will be an analyst and investor conference call conducted by the Kratos management team to discuss the second
quarter 2010 financial results today at 1:30 p.m. Pacific Time/4:30 p.m. Eastern Time. The live discussion can be accessed via
webcast on the Internet at www.kratosdefense.com. There will be a replay of the webcast available on the website
approximately two hours after the conclusion of the call for those stockholders and analysts who are unable to listen to the live
call.

The financial results included in this release are unaudited.
About Kratos Defense & Security Solutions

Kratos Defense & Security Solutions, Inc. (Nasdaq:KTOS) provides mission critical products, services and solutions for United
States National Security. Principal products, services and solution offerings relate to and support C5ISR, weapon systems
sustainment, military weapon range operations and technical services, network engineering services, information assurance
and cyber security solutions, security and surveillance systems, and critical infrastructure security system design and
integration. The Company is headquartered in San Diego, California, with resources located throughout the U.S. and at key
strategic military locations. News and information are available at www.KratosDefense.com.

The Kratos Defense & Security Solutions, Inc. logo is available at http://www.globenewswire.com/newsroom/prs/?pkgid=3519

Notice Regarding Forward-Looking Statements

This news release and filing contains certain forward-looking statements that involve risks and uncertainties, including, without
limitation, expressed or implied statements concerning the Company's expectations regarding future financial performance, bid
and proposal pipeline, performance of key contracts, and market developments. Such statements are only predictions, and the
Company's actual results may differ materially. Factors that may cause the Company's results to differ include, but are not
limited to: risks of adverse regulatory action or litigation; risks associated with debt leverage; risks that our cost cutting
initiatives will not provide the anticipated benefits; risks that changes, cutbacks or delays in spending by the U.S. Department of
Defense may occur, which could cause delays or cancellations of key government contracts; risks that changes may occur in
Federal government (or other applicable) procurement laws, regulations, policies and budgets; risks of increases in the
Federal Government initiatives related to in-sourcing; risks related to our compliance with applicable contracting and
procurement laws, regulations and standards; risks relating to contract performance; changes in the competitive environment
(including as a result of bid protests); failure to successfully consummate acquisitions or integrate acquired operations and
competition in the marketplace which could reduce revenues and profit margins; risks that potential future goodwill impairments
will adversely affect our operating results; risks that anticipated tax benefits will not be realized in accordance with our


http://www.kratosdefense.com/
http://www.kratosdefense.com/
http://www.globenewswire.com/newsroom/prs/?pkgid=3519

expectations; risks that a change in ownership of our stock could cause further limitation to the future utilization of our Net
Operating Losses; and risks that the current economic environment will adversely impact our business. The Company
undertakes no obligation to update any forward-looking statements. These and other risk factors are more fully discussed in
the Company's Annual Report on Form 10-K for the period ended December 27, 2009, in the Company's Quarterly Report on
Form 10-Q for the period ended March 28, 2010, and in other filings made with the Securities and Exchange Commission.

Note Regarding Use of Non-GAAP Financial Measures

Certain of the information set forth herein, including organic revenue growth, pro forma EPS excluding interest charges and
transaction and other acquisition costs, assuming a cash tax rate, and pro forma EBITDA and the associated margin rates, are
considered non-GAAP financial measures. Kratos believes this information is useful to investors because it provides a basis for
measuring the Company's available capital resources, the operating performance of the Company's business and the
Company's cash flow, excluding extraordinary items and non-cash items that would normally be included in the most directly
comparable measures calculated and presented in accordance with GAAP. The Company's management uses these non-
GAAP financial measures along with the most directly comparable GAAP financial measures in evaluating the Company's
operating performance and capital resources and cash flow. Non-GAAP financial measures should not be considered in
isolation from, or as a substitute for, financial information presented in compliance with GAAP, and non-financial measures as
reported by the Company may not be comparable to similarly titted amounts reported by other companies.

Kratos Defense & Security Sol utions
Unaudi ted Consol i dated Statenents of Operations
(in mllions, except per share data)

Three Mont hs Ended Si x Mont hs Ended

June 27, June 28, June 27, June 28,

2010 2009 2010 2009

Servi ce revenues $71.1 $ 85.4 $ 135.7 $ 164.6
Product sal es 28.0 5.2 32.1 8.6
Total revenues 99.1 90.6 167.8 173.2
Cost of service revenue 54.7 68. 5 103. 4 131.6
Cost of product sales 23.0 4.7 26.5 7.0
Total cost of sales 77.7 73.2 129.9 138. 6
Gross profit - services 16. 4 16.9 32.3 33.0
Goss profit - products 5.0 0.5 5.6 1.6
Gross profit 21. 4 17.4 37.9 34.6
Sel ling, general and

admi ni strative expenses 12.9 11.2 23.5 22.6
Stock option investigation &

rel ated fees -- -- -- 0.3
| mpai rment of goodwi | | -- -- -- 41. 3
Merger and acquisition

expenses 1.1 -- 1.1 --
Resear ch and devel opnent 0.5 0.5 1.1 0.9
Adjustment to the liability

for unused of fice space -- -- -- 0.6
Depreci ati on 0.4 0.5 0.8 0.9

Anmortization of intangible
assets 2.0 1.4 3.3 2.9



Operating incone (loss)
I nterest expense, net

O her income (expense), net

I ncone (loss) from continuing
operations before incone taxes

Provi sion (benefit) for incone
t axes

I ncone (loss) from continuing
operations

I ncone (loss) fromdiscontinued
operations, net of taxes

Net incone (Il oss)

Basi c i ncome (| oss) per common
share
I ncome (1oss) fromcontinuing
operations
I ncome (loss) fromdiscontinued
operations, net of taxes

Net incone (Il oss)

Diluted income (loss) per

common share

I ncone (loss) from continuing
operations

I ncone (loss) fromdiscontinued
operations, net of taxes

Net incone (Il oss)

i ght ed average common shares

out st andi ng

Basi c

Di | uted

Pro forma EBITDA (1)

4.5 3.8 8.1 (34.9)
(5.5) (3.0 (9.4) (5.5)
0.4 (0.2) 0.6 (0.2
(0.6) 0.6 (0.7) (40.6)
(11.7) 0.3 (11.4) 0.6
11.1 0.3 10. 7 (41.2)
(0.4) (2.8) 0.2 (3.4)
$ 10.7 $ (2.5) $ 10.9 $ (44.6)
$ 0.69 $ 0.02 $ 0.67 $ (3.19)
(0.02) (0.21) 0.01 (0.26)
$ 0.67 $ (0.19) $ 0.68 $ (3.45)
$ 0.68 $ 0.02 $ 0.65 $ (3.19)
$ (0.03) (0.21) 0.01 (0. 26)
$ 0.65 $ (0.19) $ 0.66 $ (3.45)
16.0 13.1 16.0 12.9
16. 4 13. 4 16. 4 12.9
$9.2 $ 6.3 $ 15.1 $ 12.3
i ncone

Note: (1) Pro forma EBITDA is a non- GAAP neasure defined as GAAP net

(loss) plus (income) |oss fromdiscontinued operations,
other (inconme) expense related to SWAP i nstrunents,
and anortization, stock conpensation
i mpai rment of goodwill, stock option investigation and rel ated fees,

i ncone taxes,

i nterest expense, net
depreci ation

anortization of intangible assets,

acqui sition rel ated expenses and the adjustment to the liability for unused

of fi ce space.

Pro forma EBI TDA as cal cul ated by us may be calculated differently than EBI TDA
for other conpanies. W have provided pro forna EBI TDA because we believe it



is a coomonly used nmeasure of financial performance in conparabl e conpanies
and is provided to help investors eval uate conpani es on a consistent basis, as
well as to enhance understandi ng of our operating results. Pro forma EBI TDA
shoul d not be construed as either an alternative to net income or as an

i ndi cator of our operating performance or an alternative to cash flows as a
neasure of liquidity. Please refer to the following table that reconcil es GAAP
net income to pro forma EBI TDA:

Reconciliation of Net inconme (|oss)
to pro forna EBITDA is as foll ows:

Three Months Ended Si x Mont hs Ended

June 27, June 28, June 27, June 28

2010 2009 2010 2009
Net income (I oss) $ 10.7 $ (2.5) $ 10.9 $ (44.6)
(I'ncome) loss from
di sconti nued operations 0.4 2.8 (0.2) 3.4
| npai rnent of goodwil | -- -- -- 41. 3
Acqui sition expenses 1.1 -- 1.1 --
I nterest expense, net 5.5 3.0 9.4 5.5
O her (income) expense related
to SWAP instrunents (0.3) 0.2 (0.5) 0.2
Provi sion (benefit) for incone
t axes (11.7) 0.3 (11. 4) 0.6
Depr eci ati on 0.9 0.8 1.5 1.4
St ock conpensati on 0.6 0.3 1.0 0.7
Stock option investigation and
rel ated fees -- -- -- 0.3
Adjustrment to the liability
for unused of fice space -- -- -- 0.6
Anortization of intangible
assets 2.0 1.4 3.3 2.9
Pro forma EBI TDA $ 9.2 $ 6.3 $ 15.1 $ 12.3
Krat os Defense & Security Sol utions
Unaudi ted Segnent Data
(in mllions)
Three Months Ended Si x Mont hs Ended
June 27, June 28, June 27, June 28
2010 2009 2010 2009
Revenues:
Gover nment Sol uti ons $ 91.6 $83.2 $ 153.1 $ 157.6
Public Safety & Security 7.5 7.4 14.7 15.6

Total revenues $ 99.1 $90.6 $ 167.8 $ 173.2



Operating incone (loss) from
conti nui ng operations:

Gover nnent Sol uti ons $ 6.6 $ 4.4 $10.6 $ (32.7)
Public Safety & Security -- (0.4) -- (0.8)
O her activities (2.1) (0.2) (2.5) (1.4

Total operating income (lo0ss)
from conti nui ng operations $ 4.5 $ 3.8 $81 $(34.9

Note: Qther activities in the six nmonths ended June 27, 2010 include

acqui sition expenses of $1.1 mllion related to the G chner acquisition and a
benefit of $0.6 mllion related to a change in estimate for the Conmpany's
unused office space in the six nonths ended June 28, 2009. The operating | oss
for the Governnent Sol utions segnment for the six nonths ended June 28, 2009
includes a $41.3 nillion goodw || inpairnent charge.

This news release was distributed by GlobeNewswire, www.globenewswire.com
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