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FORM 10-Q

x QUARTERLY REPORT UNDER SECTION 13 OR 15(d) OF THE
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PART 1: FINANCIAL INFORMATION
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ITEM 1. FINANCIAL STATEMENTS



Revenues

Operating costs and expenses:

Cost of revenues

Selling, general and administrative
Amortization of deferred compensation
Depreciation and amortization

Total operating costs and expenses
Operating income

Other income (expense):
Other income (expense)
Interest expense - net
Total other expenses

Income before taxes
Provision for income taxes
Net income

Earnings per share:

Basic

Diluted

Weighted average shares:

Basic
Diluted
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STANLEY, INC. AND SUBSIDIARIES
Condensed Consolidated Statements of Income
(unaudited)

(in thousands, except per share amounts)

Three Months Ended

December 31,

2005 2006

$ 68,936 $ 102,023
59,580 88,838
3,018 4,388

232 4,361

724 1,353
63,554 98,940
5,382 3,083

29 95

467 ) (1,040
(438 ) (945

4,944 2,138
(1,987 ) (878

$ 2,957 $ 1,260
$ 0.21 $ 0.06
$ 0.19 $ 0.06
14,007 19,637
15,767 21,676

)
)

)

Nine Months Ended
December 31,
2005

$ 200,622

174,162
9,246
572
1,839
185,819
14,803

29

(1,166 )
(1,137 )
13,666

(5,435 )
$ 8231

$ 058
$ 051

14,227
16,177

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

2006

$ 292,769

254,125
13,600
4,964
4,047
276,736
16,033

(450
(5.219
(5,669
10,364
(4,198

$ 6,166

$ 038
$ 034

16,238
18,216




Assets

Current Assets:

Cash and cash equivalents
Accounts receivable - net
Prepaid and other current assets
Total current assets

Property and equipment - net
Goodwill

Intangible assets - net

Other assets

Total assets

Liabilities and Stockholders Equity

Current liabilities
Line of credit
Accounts payable

Accrued expenses and other liabilities
Current portion of long-term debt

Deferred income taxes
Income taxes payable
Total current liabilities

Long-term debt - net of current portion

Other long-term liabilities
Deferred taxes
Total liabilities

Commitments and contingencies:
Stockholders equity

Common stock, $0.01 par value
respectively

Additional paid-in capital
Retained earnings

Accumulated other comprehensive income
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STANLEY, INC. AND SUBSIDIARIES

Condensed Consolidated Balance Sheets

(in thousands)

200,000 authorized; 14,967 and 21,409 issued,

Less: Treasury stock: 735 and 0 at cost, respectively

Deferred compensation
Shareholder notes receivable
Total stockholders equity

Total Liabilities and Stockholders Equity

March 31, 2006

81,732
2,196
83,928

10,083

87,832

12,616

5,444

$ 199,903

$ 10,409
17,193

24,091

1,000

1,225

711

54,629

99,000
3,514
371
157,514

150
3,858
47,640

(4,791
(4,392
(76

42,389

$ 199,903

December 31, 2006
(unaudited)

$ 13,621
89,698

5,556

108,875

10,317

88,249

10,208

2,098

$ 219,747

14,647
33,502
1,000
1,516

50,665

37,000
3,365
432
91,462

214
75,639
53,806
(115

(1,211
(48
128,285

$ 219,747

The accompanying notes are an integral part of these condensed consolidated financial statements.
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STANLEY, INC. AND SUBSIDIARIES

Condensed Consolidated Statements of Cash Flows

CASH FLOWS FROM OPERATING ACTIVITIES:
Net income

Adjustments to reconcile net income to net cash provided by operating activities:

Depreciation and amortization

Amortization of deferred compensation

Loss on disposal of property and equipment
Deferred taxes

Stock contributed to employee stock ownership plan
Income tax benefit from stock compensation

Other

Changes in assets and liabilities - net of acquisition effects:
Increase in accounts receivable

Increase in prepaid income tax

Increase in prepaid expenses and other current assets
(Increase) decrease in other assets

Decrease in accounts payable

Increase in accrued expenses

Increase in other liabilities

Decrease in income taxes payable

Net cash provided by operating activities

CASH FLOWS FROM INVESTING ACTIVITIES:
Purchase of CCI - net of cash required

Purchase of Morgan - net of cash required

Acquisition of property and equipment

Net cash used in investing activities

CASH FLOWS FROM FINANCING ACTIVITIES:

Net borrowings (repayments) under line-of-credit agreements
Repayments on long-term debt

Payments under capital lease obligations

Purchase of treasury stock

Proceeds from exercise of stock options

Cash repayments from shareholders

Net proceeds from sale of stock in initial public offering
Proceeds from sale of treasury stock

Net cash (used in) provided by financing activities

NET INCREASE IN CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS - Beginning of year

CASH AND CASH EQUIVALENTS - End of year

(unaudited)

(in thousands)

SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION:

Cash paid during the year for:
Income taxes
Interest

Nine Months Ended
December 31,
2005 2006
$ 8,231 $ 6,166
1,839 4,047
572 4,964
85 189
537 351
1,562

1,592

415
(6,909 ) (7,966
(570 ) (573
(273 ) (137
415 ) 696
(3,326 ) (2,546
6,801 8,265
809 878
(1,270 ) (711
7,673 15,630
(557 )

417
(3,913 ) (2,040
(4,470 ) (2,457
1,695 (10,409
(750 ) (62,000
“ ) (17
(4,405 ) (259
37 1,110

28

71,798
224 197
(3,203 ) 448

13,621
$ $ 13,621
$ 6,071 $ 6,067
$ 1,166 $ 5,492

~— — — —
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SUPPLEMENTAL DISCLOSURES OF NONCASH FINANCING ACTIVITIES:
Assets purchased under a capital lease agreement

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

5

22

10



Edgar Filing: Stanley, Inc. - Form 10-Q

STANLEY, INC. AND SUBSIDIARIES
Notes to Condensed Consolidated Financial Statements
(unaudited)
(in thousands, except share and per share data, or as otherwise noted)

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Description of Business Stanley, Inc., together with its subsidiaries ( Stanley orthe Company ), is a provider of information
technology services and solutions to U.S. defense and federal civilian government agencies. Stanley offers its

customers solutions to support any stage of program, product development or business lifecycle through five service

areas: systems engineering, enterprise integration, operational logistics, business process outsourcing and advanced
engineering and technology. The Company has derived substantially all of its revenue from U.S. federal government
agencies.

Basis of Presentation The accompanying unaudited condensed consolidated financial statements have been prepared in
accordance with generally accepted accounting principles in the United States and pursuant to the rules and
regulations of the Securities and Exchange Commission. In the opinion of management, these statements reflect all
adjustments, which include only normal recurring adjustments, necessary to present fairly the Company s financial
position as of December 31, 2006, its results of operations for the three months and nine months ended December 31,
2005 and 2006, and its cash flows for the nine months ended December 31, 2005 and 2006. The results of operations
for the interim period are not necessarily indicative of the results for the full year. For further information, refer to the
financial statements and notes presented in the Company s registration statement on Form S-1 as amended.

Principles of Consolidation The accompanying consolidated financial statements include the accounts of Stanley s
wholly-owned subsidiaries. All significant intercompany balances and transactions have been eliminated in
consolidation.

Fair Value of Financial Instruments The fair value of accounts receivable, accounts payable, accrued expenses, note
payable, and swap contract approximates their respective carrying amounts.

Revenue Recognition The Company recognizes revenue under its contracts when a contract has been executed, the
contract price is fixed and determinable, delivery of services or products has occurred, and collectibility is considered
probable and can be reasonably estimated. Revenue is earned under cost-plus-fee, fixed-price and time-and-materials
contracts. The Company uses a standard management process to determine whether all required criteria for revenue
recognition have been met, which includes regular reviews of the Company s contract performance. This review
covers, among other matters, progress against a schedule, outstanding action items, effort and staffing, quality, risks
and issues, subcontract management, costs incurred, commitments, and client satisfaction. During this review, the
Company determines whether the overall progress on a contract is consistent with the effort expended.

Under cost-plus-fee contracts, revenues are recognized as costs are incurred and include an estimate of applicable fees earned. The Company
considers fixed fees under cost-plus-fee contracts to be earned in proportion to the allowable costs actually incurred in performance of the
contract for level of effort contracts. For completion type cost-plus-fee contracts, fixed fees are earned in proportion to the percentage of work
completed. For time-and-materials contracts, revenues are computed by multiplying the number of direct labor-hours expended in performance
of the contract by the contractual billing rates and adding other billable direct and indirect costs. For fixed-price contracts, revenues are
recognized as services are performed, using the percentage-of-completion method, applying the cost-to-cost or units of delivery method, in
accordance with Accounting Research Bulletin No. 45 and American Institute of Certified Public Accountants (AICPA) Statement of Position
81-1 Accounting for Performance of Construction-Type and Certain Production-Type Contracts (SOP 81-1).

11
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Contract revenue recognition inherently involves the use of estimates. Examples of estimates include the contemplated level of effort to
accomplish the tasks under contract, the cost of the effort, and an ongoing assessment of the Company s progress toward completing the contract.
From time to time, as part of the Company s standard management process, facts develop that require the Company to revise its estimated total
costs and revenues. To the extent that a revised estimate affects contract profit or revenue previously recognized, the Company records the
cumulative effect of the revision in the period in which the facts requiring the revision become known. The full amount of an anticipated loss on
any type of contract is recognized in the period in which it becomes probable and can be reasonably estimated.

For cost-plus-award fee type contracts, the Company recognizes the expected fee to be awarded by the customer at the time such fee can be
reasonably estimated, based on factors such as prior award experience and communications with the customer regarding performance, including
any interim performance evaluations rendered by the customer. For cost-plus-incentive fee type contracts, the method of calculating incentive
fee is specified in the contract and it is typically based on measuring actual

6
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costs to perform the contract against a target cost to perform the contract. The Company prepares periodic estimates to complete and adjusts the
incentive fee as required based on the contract incentive fee formula.

The Company s contracts with agencies of the government are subject to periodic funding by the respective contracting agency. Funding for a
contract may be provided in full at inception of the contract or ratably throughout the contract as the services are provided. From time to time,
the Company may proceed with work based on client direction prior to the completion and signing of formal contract documents. The Company
has a formal review process for approving any such work. Revenue associated with such work is recognized only when it can be reliably
estimated and realization is probable. The Company bases its estimates on previous experiences with the client, communications with the client
regarding funding status, and its knowledge of available funding for the contract or program. Pre-contract costs related to unsuccessful contract
bids are expensed in the period in which the Company is notified that the contract will not be issued.

Disputes occasionally arise in the normal course of the Company s business due to events such as delays, changes in contract specifications, and
questions of cost allowability or collectibility. Such matters, whether claims or unapproved change orders in the process of negotiation, are
recorded at the lesser of their estimated net realizable value or actual costs incurred, and only when realization is probable and can be reliably
estimated. Claims against the Company are recognized where a loss is considered probable and can be reasonably estimated in amount.

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

Concentration of Risk Contracts funded by federal government agencies account for substantially all of our revenues. For
the three months ended December 31, 2005 and 2006, we derived approximately 62% and 68% of our revenues,
respectively, from the Department of Defense, including agencies within the intelligence community, and
approximately 38% and 32% of our revenues, respectively, from federal civilian government agencies. The

Company s contract with the Department of State for the provision of passport processing and support services, which
is our largest revenue-generating contract, accounted for approximately 18% and 14% of our revenues for the three
months ended December 31, 2005 and 2006, respectively.

For the nine months ended December 31, 2005 and 2006, we derived approximately 60% and 67% of our revenues, respectively, from the
Department of Defense, including agencies within the intelligence community, and approximately 40% and 33% of our revenues, respectively,
from federal civilian government agencies. The Company s contract with the Department of State for the provision of passport processing and
support services, which is our largest revenue-generating contract, accounted for approximately 20% and 14% of our revenues for the nine
months ended December 31, 2005 and 2006, respectively.

Property and Equipment Property and equipment are carried at cost, less accumulated depreciation. Depreciation of
property and equipment is calculated using the straight-line method over the useful lives, ranging from three to

ten years. Leasehold improvements are amortized over the lesser of the useful life or the term of the lease. Repairs
and maintenance are expensed as incurred. Depreciation expense related to property and equipment was $0.4 million
and $0.6 million for the three months ended December 31, 2005 and 2006, respectively. Depreciation expense related
to property and equipment was $0.9 million and $1.6 million for the nine months ended December 31, 2005 and 2006,
respectively.

Goodwill and Intangible Assets Goodwill represents the excess of cost over the fair value of net tangible and identifiable
intangible assets of acquired companies. During the quarter ended December 31, 2006, the Company continued its
evaluation of the purchase price allocation related to the acquisition of Morgan Research Corporation, or Morgan, in
February 2006. In connection with this evaluation, the Company determined that certain contracts required
adjustment in order to reflect the fair value of the contracts acquired. Accordingly, an adjustment was recorded during
the quarter ended December 31, 2006 which resulted in an increase to goodwill of $0.6 million.

In accordance with SFAS No. 142, Goodwill and Other Intangible Assets, the Company does not amortize goodwill; rather it tests goodwill for
impairment at least on an annual basis. Testing for impairment is a two-step process as prescribed by SFAS No. 142. The first step is a test for
potential impairment, while the second step measures the amount of impairment, if any. Under the guidelines of SFAS No. 142, the Company is
required to perform an impairment test at least on an annual basis at any time during the fiscal year provided the test is performed at the same

13
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time every year. An impairment loss would be recognized when the assets fair value is below their carrying value. Stanley has elected
December 31 as its testing date. Based on the testing performed as of December 31, 2006, the Company determined that no impairments existed
as of December 31, 2006. Based on the testing performed as of December 31, 2005, the Company believed that no impairments existed as of
December 31, 2005; however, in the quarter ended March 31, 2006, the Company recorded an aggregate charge of $3.6 million relating to the
impairment of the CCI and FSC trade names. The impairment arose as a result of the Company having completed substantially all of the
activities in connection with novating the contracts previously legally held by CCI and FSC. As such, the Company no

7
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longer ascribed any value to the CCI and FSC trade names and that portion of the identified intangibles was written off. Customer relationships
and other intangibles are amortized on a straight-line basis over periods ranging from one to seven years.

Impairment of Long-Lived Assets Whenever events or changes in circumstances indicate that the carrying amount of
long-lived assets may not be fully recoverable, Stanley evaluates the probability that future undiscounted net cash
flows, without interest charges, will be less than the carrying amount of the assets. If any impairment were indicated
as a result of this review, Stanley would recognize a loss based on the amount by which the carrying amount exceeds
the estimated fair value. Stanley believes that no impairments exist as of December 31, 2006.

Stock-Based Compensation As permitted under SFAS No. 123, Accounting for Stock-Based Compensation ( SFAS
No. 123 ), Stanley accounted for its stock-based compensation plans using the intrinsic value method under the
recognition and measurement principles of APB Opinion No. 25, Accounting for Stock Issued to Employees ( APB
No. 25 ), and related Interpretations. Stanley has adopted the provisions of SFAS No. 123(R), Share-based Payments,
on a prospective basis.

Earnings per share Basic earnings per share has been computed by dividing net income available to common
stockholders by the weighted average number of shares of common stock outstanding during each period. Shares
issued during the period and shares reacquired during the period are weighted for the portion of the period that they
were outstanding. Diluted earnings per share considers the potential dilution that could occur if securities or other
contracts to issue common stock were exercised or converted into common stock. The weighted average number of
common shares outstanding is computed as follows:

All options to purchase common stock are included in the computation of diluted earnings per share because the average fair value per common
share was greater than the options exercise prices.

Three Months Ended Nine Months Ended
December 31, December 31,
2005 2006 2005 2006
(in thousands)
Basic weighted average common shares outstanding 14,007 19,637 14,227 16,238
Effect of stock options and unvested restricted stock grants 1,760 2,039 1,950 1,978
Diluted weighted average common shares outstanding 15,767 21,676 16,177 18,216

Derivative Instruments and Hedging Activities In accordance with SFAS No. 133, Accounting for Derivative Instruments and
Hedging Activities ( SFAS No. 133 ), as amended by SFAS No. 138, Accounting for Certain Derivative Instruments
and Certain Hedging Activities, an Amendment of SFAS 133 and SFAS No. 149, Amendment of Statement 133 on
Derivative Instruments and Hedging Activities, the fair value of the hedge arrangement is recorded as an asset or a
liability in the accompanying consolidated balance sheets at December 31, 2005 and 2006. For qualifying cash flow
hedges, SFAS No. 133, as amended, holds that the effective portion of derivative gains and losses be recorded as a
component of other comprehensive income and be reclassified into earnings in the same period in which the hedged
transaction affects such earnings. Any ineffectiveness is reported currently in earnings.

On March 15, 2004, Stanley entered into a swap agreement to reduce exposure to interest rate fluctuations on its floating rate debt commitments.
Under this interest rate swap agreement, the interest rate is fixed with respect to specified amounts of notional principal. Stanley s exposure
under this agreement was limited to the impact of variable interest rate fluctuations and the periodic settlement of amounts due. On March 27,
2006, Stanley entered into three additional swap commitments. Under these swap agreements, which became effective April 1, 2006, the
interest rate was fixed with respect to specified amounts of notional principal. Stanley s exposure under these agreements was limited to the
impact of variable interest rate fluctuations and the periodic settlement of amounts due. The interest rate swap agreement entered into on March
15, 2004 had a maturity date of December 13, 2013, a fixed rate of 3.49% and a notional amount of $7.3 million prior to its termination effective
October 25, 2006. The interest rate swap agreements entered into on March 27, 2006 with maturity dates of April 2, 2012, April 1, 2008 and
April 1, 2007, fixed interest rates of 4.92%, 5.29%, and 5.27%, and notional amounts of $30.0 million, $10.0 million and $10.0 million,
respectively were terminated effective October 25, 2006 resulting in a combined net realized gain of $0.1 million.
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As required by its senior credit facility, Stanley entered into an interest rate swap agreement on October 27, 2006 with a maturity date of January
31, 2012, an annual fixed rate of 5.28% and a notional amount of $19.0 million. The Company designated this swap agreement, at its inception,

as a qualifying cash flow hedge. The fair value of the swap at December 31, 2006 of $0.2 million has been reported in  Accrued expenses and
other liabilities with an offset, net of tax, included in Accumulated other comprehensive income in the Condensed Consolidated Balance Sheet.
None of the $0.2 million unrealized loss was recognized in earnings during the quarter ended December 31, 2006 based on hedge

ineffectiveness and none of the swap s unrealized loss was excluded from the assessment of hedge effectiveness. Amounts in accumulated other
comprehensive
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income will be reclassified into earnings in the period in which variable interest payments (the hedged transaction) are made under the senior
credit facility. The estimated net amount of existing losses as of December 31, 2006 expected to be reclassified into earnings within the next 12
months is $0.0 million.

Use of Estimates The preparation of financial statements in conformity with generally accepted accounting principles
requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities and
the disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts of
revenues and expenses during the reporting period. Actual results could differ from those estimates. Significant items
subject to such estimates and assumptions include revenue recognition, carrying amount and useful lives of long-lived
assets, valuation allowances for accounts receivable and deferred tax assets, software development costs and loss
contingencies, such as litigation, claims and assessments.

Recently Issued Accounting Standards In July 2006, the FASB issued Interpretation No. 48 (FIN 48), Accounting for
Uncertainty in Income Taxes, an interpretation of FASB Statement No. 109, Accounting for Income Taxes. FIN 48
clarifies the accounting for income taxes recognized in the financial statements. FIN 48 also provides guidance on
derecognition, measurement, classification, interest and penalties, accounting in interim periods, disclosure and
transition. FIN 48 is effective for fiscal years beginning after December 15, 2006. The Company is in the process of
determining what effect, if any, the adoption of this proposal will have on our financial position or results of
operations.

In September 2006, the FASB issued Statement of Financial Accounting Standards No. 157 (SFAS 157), Fair Value Measurements. SFAS 157
provides guidance for measuring the fair value of assets and liabilities. It requires additional disclosures related to the extent to which
companies measure assets and liabilities at fair value, the information used to measure fair value, and the effect of fair value measurements on
earnings. SFAS 157 is effective for fiscal years beginning after November 15, 2007. The Company is in the process of determining what effect,
if any, the adoption of SFAS 157 will have on our financial position, results of operations, or cash flows.

Reclassifications Certain reclassifications have been made to prior year presentations to conform to the current
presentation.

Stock Split and Amendment of Articles of Incorporation On August 28, 2006, the Company increased the number of authorized
shares of common stock to 200,000,000 shares and on September 12, 2006, the Company completed a thirty-for-one
stock split of its outstanding common stock. The accompanying financial statements include the effects of the stock
split and the resulting increase in the number of authorized shares of common stock. All share and per share amounts
included in the accompanying financial statements for periods prior to the stock split have been restated to reflect the
stock split.

2. ACCOUNTS RECEIVABLE

Accounts receivable consists of the following:

As of As of
March 31, 2006 December 31, 2006
Billed receivables $ 58,593 $ 57,380
Unbilled receivables 24,058 33,362
Less: Allowance for doubtful accounts 919 ) (1,044 )
Total $ 81,732 $ 89,698

Consistent with industry practice, certain receivables related to long term contracts are classified as current, although a portion of these amounts
is not expected to be billed and collected within one year. Unbilled accounts receivable are expected to be billed and collected within one year
except for $0.5 million at December 31, 2006.

3. PROPERTY AND EQUIPMENT

17
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Property and equipment consists of the following:

9
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Computers and peripherals
Software

Furniture and equipment
Leasehold improvements

Less: Accumulated depreciation and amortization
Property and equipment - net

Property and equipment included above that are under capital lease
obligations include:

Software

Furniture and equipment

Less: Accumulated depreciation

Total

4. ACCRUED EXPENSES AND OTHER CURRENT LIABILITIES

Accrued expenses consist of the following:

Accrued payroll costs
Accrued contract costs
Accrued indirect costs
Other payables

Total accrued expenses

5. DEBT

Borrowings under the term loan and revolving line of credit:
Revolving line of credit

Term loan

Total debt

Less: Current portion

Debt - net of current portion

On February 16, 2006, in order to finance the acquisition of Morgan and to refinance its then-outstanding indebtedness, Stanley entered into a
new senior credit facility that included a $50.0 million revolving credit facility. As of December 31, 2006, Stanley had $38.0 million of term

As of

March 31, 2006
$ 3,379
1,184

3,671

4,814

13,048

(2,965
$ 10,083

$ 225
58

(70

$ 213

As of March 31,
2006

$ 8,776
11,305

2,731

1,279

$ 24,091

As of March 31,
2006

$ 10,409
100,000
110,409
(11,409
$ 99,000

)

As of

December 31, 2006
$ 4,032
1,655

3,720

5,109

14,516

(4,199
$ 10,317

$ 225
80

(123

$ 182

As of December 31,
2006

$ 6,138
22,465

2,465

2,434

$ 33,502

As of December 31,
2006

$

38,000

38,000

(1,000

$ 37,000

loan indebtedness outstanding under its senior credit facility with a weighted average interest rate of 7.94% and 7.72% for the three months and

nine months ended December 31, 2006, respectively. As of December 31, 2006, Stanley s borrowing availability under its revolving credit

facility was $49.9 million (including outstanding letters of credit). At December 31, 2006, the Company was in compliance with all covenants

under its senior credit facility.

6. STOCKHOLDERS EQUITY

Common Stock
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Holders of common stock vote as a single class, with each share of common stock having one vote per share. Holders of common stock share
equally in any dividends declared by the board of directors.

Stanley purchased 33,000 shares of treasury stock from one of its shareholders for $0.3 million during the nine months ended

10
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December 31, 2006. The shares were recorded at cost.
Initial Public Offering

On October 23, 2006, Stanley completed its initial public offering of 5.3 million shares (6.3 million shares including shares sold by selling
stockholders) at a price of $13.00 per share. After full exercise of the underwriters over-allotment option to purchase an additional 945,000
shares, aggregate net proceeds to the company after underwriting discounts and offering expenses were approximately $71.8 million. On
October 23, 2006, the company paid down $61.5 million of long-term debt with proceeds from the offering.

Deferred Compensation and Stock Options

Under the 2006 Omnibus Incentive Compensation Plan (the Omnibus Plan ), Stanley is authorized to provide awards for a maximum of
4,000,000 shares of common stock to any director, officer, employee or consultant. The Omnibus Plan allows for cash awards, restricted stock
awards, restricted stock units, stock appreciation rights, performance units, fully vested shares, option awards and other equity-related awards.
Vesting periods of these awards vary. Except as otherwise determined by the board of directors, the option awards may not have an exercise
price less than the fair market value of the common stock on the date the option is granted. No cash awards have been awarded for the periods
presented.

Prior to July 2006, under the Executive Deferred Compensation and Equity Incentive Plan (the Executive Plan ), Stanley was authorized to
provide awards for a maximum of 15,000,000 shares of common stock to key employees and non-employee directors. The Executive Plan
allowed for cash awards, restricted stock awards, restricted stock trust awards and option awards. Vesting periods of these awards vary. Holders
of restricted stock awards have voting rights with respect to the awards. The Trustees of the restricted stock trust awards have voting rights with
respect to the trust awards. The option awards may have an exercise price that ranges from 85% to 110% of the fair market value of the
common stock on the date the option is granted. No cash awards have been awarded for the periods presented.

Effective April 1, 2006, the Company adopted the fair value recognition provisions of SFAS No. 123(R), Share-Based Payment,  Statement
123(R)  using the prospective-transition method. Under that transition method, compensation cost recognized in the quarter and nine months
ended December 31, 2006 includes compensation cost for all share-based payments granted on or after April 1, 2006 based on the grant-date fair
value estimated in accordance with the provisions of Statement 123(R). The Company is required to account for any portion of awards
outstanding at the date of adoption of Statement 123(R) using the accounting principles originally applied to those awards.

As aresult of adopting Statement 123(R) on April 1, 2006, the Company s income before income taxes and net income for the quarter ending

December 31, 2006, are $0.2 million and $0.1 million lower, respectively, than if it had continued to account for share-based compensation

under APB Opinion No. 25,  Accounting for Stock Issued to Employees ( Opinion 25 ). Basic and diluted earnings per share for the quarter ende:
December 31, 2006 are $0.06 and $0.06, respectively, under Statement 123(R). Basic and diluted earnings per share for the quarter ended

December 31, 2006 would have been $0.07 and $0.06, respectively, under Opinion 25.

The Company will continue to present all tax benefits of deductions resulting from stock based compensation as operating cash flows in the
Statement of Cash Flows for share-based payment arrangements in effect prior to the adoption of Statement 123(R). The tax benefits associated
with share-based payment arrangements in effect prior to the adoption of Statement 123(R) was $1.5 million for the quarter ended December 31,
2006. For share-based payment arrangements awarded subsequent to the adoption of Statement 123(R), Statement 123(R) requires the cash
flows resulting from the tax benefits resulting from tax deductions in excess of the compensation cost recognized for those share-based payment
arrangements (excess tax benefits) to be classified as financing cash flows. There were no excess tax benefits associated with share-based
payment arrangements accounted for under Statement 123(R).

The fair value of each option award is estimated on the date of grant using the Black-Scholes-Merton closed-form option-pricing model that uses
the assumptions noted in the following table. Expected volatility is based on a weighted-average of the historical volatilities of similar public
entities. The valuation model includes an assumed forfeiture rate of 7.5 percent. The expected term of options granted is derived using the
simplified method and represents the period of time that options granted are expected to be outstanding. Options granted meet the criteria of

plain vanilla for purposes of applying the simplified method. The risk-free rate for periods within the contractual life of the option is based on
U.S. Treasury yield curve in effect at the time of grant.
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Expected volatility
Weighted-average volatility
Expected dividends
Expected term (in years)
Risk-free rate

A summary of option activity as of December 31, 2006, and changes during the quarter then ended, are presented below:

As of
December 31, 2006

35.8
35.8
0.0

3.3-6.5

4.6%-5.1

%
%
%

%

Weighted [Weighted
|Average [Average [Aggregate
. Exercise [Remaining Intrinsic Value

Options Shares Price Contractual Term ($000)
Outstanding at October 1, 2006 2,976,060 $  [3.79
Granted 7,500 $  [7.86
[Exercised (502,355 $ [1.38
[Forfeited (4,500 $  [6.56
Outstanding at December 31, 2006 2,476,705 $ .29 6.2 S 31,260
[Vested or expected to be vested at December 31, 2006 1,700,455 $ [2.60 5.1 S 24,335
[Exercisable at December 31, 2006 1,700,455 $ .60 5.1 S 24,335

The total intrinsic value of options exercised and share based liabilities paid during the quarter ended December 31, 2006 was $7.0 million and

zero, respectively.

During the quarter and nine months ended December 31, 2006, the Company recognized $0.2 million and $0.4 million of share-based employee
compensation costs related to stock option awards granted in fiscal 2007 under Statement 123(R). No share-based employee compensation cost,
related to stock option awards, is reflected in net income for the quarter or nine months ended December 31, 2005. As of December 31, 2006,
there was $2.2 million of total unrecognized compensation cost related to nonvested share-based compensation arrangements granted under the

Plan during the nine months ended December 31, 2006. That cost is expected to be recognized over a weighted-average period of 4.4 years.

The following table illustrates, in accordance with the provisions of Statement 123(R), the effect on net income and earnings per share if the

Company had applied the fair value recognition provision of Statement 123(R) to stock-based employee compensation for stock option awards

granted prior to April 1, 2006.

Net income, as reported

Add: stock-based compensation, included in net income as reported, net of related tax effects
Deduct: Total stock-based employee compensation expense as determined under the fair value method

for all awards, net of related tax effects
Pro forma net income

Basic earnings per share:

As reported

Pro forma

Diluted earnings per share:

As reported

Pro forma

Nine Months
Ended
December 31,
2006

$ 6,166
96

$ 6,070
$ 0.38
$ 0.37
$ 0.34
$ 0.33

During the nine months ended December 31, 2006, there were no modifications to share-based payment arrangements.
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During the nine months ended December 31, 2006, the Company granted 11,250 restricted stock awards and 15,000 restricted stock trust awards
at an estimated fair value of $7.54 per share with a vesting period of two years. Additionally, during the nine months ended December 31, 2006,
the Company granted 21,600 restricted stock awards at an estimated fair value of $10.28 per share with a vesting period of one year. The
assumed forfeiture rate applicable to the restricted shares granted in the nine months ended December 31, 2006 was zero percent.

Prior to the adoption of Statement 123(R), the fair market value of each issuance and grant was determined by the Company on a
contemporaneous basis. The Company recorded stock-based deferred compensation of approximately $1.4 million in connection with
compensatory grants of stock options and shares of restricted stock awarded during fiscal 2006 and 2007. Approximately, $0.3 million of
compensation expense, which includes the $0.1 million below, was recognized during the nine months ended December 31, 2006. The
remaining deferred compensation will be amortized over the remaining four year vesting period of the awards.

In connection with the completion of the Company s initial public offering in the quarter ended December 31, 2006, 1,377,210 shares of
restricted stock grants and 640,050 employee stock options became fully-vested. Accordingly, the Company recorded a charge of $4.1 million
and $0.1 million, respectively, related to the vesting of the restricted shares and certain of the employee stock options which had been granted at
less than fair market value within one year of the completion of the offering. This charge has been reflected in the accompanying statement of
income as amortization of deferred compensation during the three and nine months ended December 31, 2006.

7. COMMITMENTS AND CONTINGENCIES

Contract Cost Audits Substantially all payments to Stanley under cost-reimbursable contracts and subcontracts with the
U.S. Government are provisional payments, which are subject to potential adjustments upon audit by the Defense
Contract Audit Agency. Audits through December 31, 2002 have been completed. In the opinion of management,
adjustments resulting from the audits of all subsequent years are not expected to have a material effect on the
Company s financial position or results of operations.

12
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ITEM 2. MANAGEMENT S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS
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You should read the following discussion in conjunction with the audited and unaudited consolidated financial statements and the
accompanying notes included in this Form 10-Q. This discussion contains forward-looking statements that involve risks and uncertainties. Our

actual results may differ materially from those discussed in or implied by any of the forward-looking statements as a result of various factors,
including but not limited to those listed elsewhere in this Form 10-Q and those listed in other documents we have filed with the Securities and

Exchange Commission.

Overview
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We provide information technology services and solutions to U.S. defense and federal civilian government agencies. We offer our customers
solutions and expertise to support their mission-essential needs at any stage of program, product development or business lifecycle through five
service areas: systems engineering, enterprise integration, operational logistics, business process outsourcing and advanced engineering and
technology. As a systems integrator, we apply these five service areas to enable our customers to achieve interoperability between different
business processes and information technology systems.

Contracts funded by federal government agencies account for substantially all of our revenues. As of December 31, 2006, we had more than 200
active contractual engagements across 44 federal government agencies. Our customers include the Department of Defense (including all major
agencies within the Department of Defense), the Department of Health and Human Services, the Department of Homeland Security, the
Department of Justice, the Department of State, the Department of Transportation, the Department of the Treasury and NASA. We have served
customers that provided over 90% of our revenues for the fiscal year ended March 31, 2006, or fiscal 2006, for an average of approximately
twelve years.

Key Metrics Evaluated By Management
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We manage and assess the performance of our business by evaluating a variety of financial and non-financial metrics derived from and in
addition to our United States generally accepted accounting principles, or GAAP, results. The most significant of these metrics are discussed

below.

Revenue Growth
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We closely monitor revenue growth in order to assess the performance of our business. In monitoring our revenue growth, we focus on both
internal revenue growth and revenue growth through acquisitions. Our internal revenue growth is driven primarily by two factors. First, internal
revenue growth is driven by adding new customers and by obtaining new task orders and contracts with our existing customers. For example,
over the past several years we have added the Department of the Treasury s Office of the Comptroller of the Currency, the National Guard
Bureau, the Department of Transportation and agencies in the intelligence community as new customers. Second, internal revenue growth is
driven by increasing revenues under existing contracts and task orders with customers. For example, since the initial award of our contract with
the Department of State for the provision of passport processing and support services, the scope of services provided by us, and the revenues
generated by those services, have grown significantly.

Our revenue growth strategy also includes the pursuit of strategic acquisitions. We have completed the following four acquisitions since 2000:
our acquisition of GCI Information Services, Inc. in January 2000, our acquisition of CCI, Incorporated, or CCI, in September 2002, our
acquisition of Fuentez Systems Concepts, Inc., or FSC, in December 2003 and our acquisition of Morgan in February 2006.

13
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‘We monitor backlog, which provides us with visibility of our future revenues, as a measure of the strength of our target markets and our ability
to retain existing contracts and win new contracts. The following table summarizes our backlog as of the dates indicated:

As of March 31, As of December 31,
2004 2005 2006 2005 2006
(in millions)
Backlog:
Funded $ 147.4 $ 124.1 $ 160.9 $ 138.2 $ 219.0
Unfunded 363.4 395.6 684.4 442.0 841.6
Total Backlog $ 510.8 $ 519.7 $ 845.3 $ 580.2 $ 1,060.6

Each year, a significant portion of our revenues is derived from our backlog, and a significant portion of our backlog represents work related to
the continuation of services and solutions under contracts or projects where we are the incumbent provider.

We define backlog as the amount of revenues we expect to realize (i) over the remaining base contract performance period and (ii) from the
exercise by the customer of option periods that we reasonably believe will be exercised, in each case from signed contracts in existence as of the
measurement date. We do not include contract ceiling values, which represent the maximum amount of contract awards that could be awarded
to all contractors under GWAC or ID/IQ contracts, in our backlog calculation.

We also do not include in backlog (i) the expected amount of revenues that would be realized if, and when, we were successful in the re-compete
of signed contracts in existence as of the measurement date or (ii) the expected amount of revenues that would be realized from future
unidentified growth on signed contracts and task orders in existence as of the measurement date.

We define funded backlog as the portion of our backlog for which funding currently is appropriated and obligated to us under a signed contract
or task order by the purchasing agency, or otherwise authorized for payment to us by a customer upon completion of a specified portion of work,
less the amount of revenue we have previously recognized under the contract. Our funded backlog does not include the full potential value of
our contracts, because Congress often appropriates funds to be used by an agency for a particular program or 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 performed under the contracts may remain unfunded unless and until Congress makes
subsequent appropriations and the procuring agency allocates funding to the contract.

Contract Mix
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We work with the federal government under contracts employing one of three types of price structures: cost-plus-fee, time-and-materials and
fixed-price. Cost-plus-fee contracts are typically lower risk arrangements and thus yield lower profit margins than time-and-materials and
fixed-price arrangements. Because the customer usually specifies the type of contract for a particular contractual engagement, we generally do
not influence the choice of contract type. However, where we do have the opportunity to influence the contract type, and where customer
requirements are clear, we prefer time-and-materials and fixed-price arrangements rather than cost-plus-fee arrangements because
time-and-materials and fixed-price contracts, as compared with cost-plus-fee contracts, generally provide greater opportunity for the customer to
save money and for us to generate higher margins. Our acquisition of Morgan in February 2006 has resulted in a shift in our contract mix
toward a greater percentage of time-and-materials contracts. The following table summarizes our historical contract mix, measured as a
percentage of total revenues, for the periods indicated:

Three Months Ended Nine Months Ended
December 31, December 31,
2005 2006 2005 2006
Cost-plus-fee 64 % 52 % 64 % 53 %
Time-and-materials 18 Y% 33 % 18 % 32 %
Fixed-price 18 % 15 % 18 % 15 %
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We generate revenues primarily from services provided by our employees and subcontractors, with services provided by our employees
generally yielding higher profits than services provided by our subcontractors. Our ability to hire and deploy additional qualified employees is a

key driver of our ability to generate additional revenues, and our successful deployment of existing employees on direct-billable jobs is a key
driver of our profitability.

Indirect Costs
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Indirect costs constitute a substantial portion of the costs associated with our performance of contracts for customers. We carefully monitor the
amount by which our actual indirect costs under our contracts vary from those expected to be incurred, which we refer to as indirect rate

variance. Increased indirect rate variance can adversely affect our ability to achieve attractive contract pricing, our profitability and our
competitive position, by resulting in unexpected increased costs to our customers.

Days Sales Outstanding
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Days sales outstanding, or DSO, is a measure of how efficiently we manage the billing and collection of our accounts receivable, our most
significant working capital requirement. For the three months ended December 31, 2006, we reported DSO of 75 days, an increase from 72 days
we reported for the three months ended September 30, 2006.

Unbilled Receivables
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Unbilled receivables are comprised of work-in-process that will be billed in accordance with contract terms and delivery schedules, as well as
amounts billable upon final execution of contracts, contract completion, milestones or completion of rate negotiations. Because the billing of
unbilled receivables is contingent on those events, changes in the relative amount of unbilled receivables have an impact on our working capital
and liquidity.

Payments to us for performance on certain of our federal government contracts are subject to audit by the DCAA and are subject to government
funding. We provide a reserve against our receivables for estimated losses that may result from rate negotiations, audit adjustments and/or
government funding availability. To the extent that actual adjustments due to rate negotiations, audit adjustments or government funding
availability differ from our estimates, our revenue may be impacted. Due to the fact that substantially all of our receivables come from contracts
funded by the federal government, the likelihood of a material loss on an uncollectible account from this activity is low.

Critical Accounting Policies
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The discussion and analysis of our financial condition and results of operations is based on our consolidated financial statements, which have
been prepared in accordance with GAAP. The preparation of these consolidated financial statements requires management to make estimates
and assumptions that affect reported amounts, and actual results may differ from the estimates. Our significant accounting policies are described
in Note 1 to our unaudited consolidated financial statements included in this filing. We consider the following accounting policies to be critical
to the understanding of our financial condition and results of operations because these policies require the most difficult, subjective or complex
judgments on the part of our management in their application, often as a result of the need to make estimates about the effect of matters that are
inherently uncertain, and are the most important to our financial condition and operating results.

Revenue Recognition
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We recognize revenue under our contracts when a contract has been executed, the contract price is fixed and determinable, delivery of services
or products has occurred and collectibility is considered probable and can be reasonably estimated. We use a standard management process to
determine whether all required criteria for revenue recognition have been met, which includes regular reviews of our contract performance. This
review covers, among other matters, progress against a schedule, outstanding action items, effort and staffing, quality, risks and issues,
subcontract management, costs incurred, commitments and satisfaction. During this review, we determine whether the overall progress on a
contract is consistent with the effort expended.

Under cost-plus-fee contracts, revenues are recognized as costs are incurred and include an estimate of applicable fees earned. We consider
fixed fees under cost-plus-fee contracts to be earned in proportion to the allowable costs actually incurred in performance of the contract for
level of effort contracts. For completion type cost-plus-fee contracts, fixed fees are earned in proportion to the percentage of work completed.
For time-and-materials contracts, revenues are computed by
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multiplying the number of direct labor-hours expended in performance of the contract by the contractual billing rates and adding other billable
direct and indirect costs. For fixed-price contracts, revenues are recognized as services are performed, using the percentage-of-completion
method, applying the cost-to-cost or units of delivery method, in accordance with Accounting Research Bulletin No. 45 and American Institute
of Certified Public Accountants (AICPA) Statement of Position 81-1 Accounting for Performance of Construction-Type and Certain
Production-Type Contracts (SOP 81-1).

Contract revenue recognition inherently involves the use of estimates. Examples of estimates include the contemplated level of effort to
accomplish the tasks under contract, the cost of the effort and an ongoing assessment of our progress toward completing the contract. From time
to time, as part of our standard management process, facts develop that require us to revise our estimated total costs and revenues. To the extent
that a revised estimate affects contract profit or revenue previously recognized, we record the cumulative effect of the revision in the period in
which the facts requiring the revision become known. The full amount of an anticipated loss on any type of contract is recognized in the period
in which it becomes probable and can be reasonably estimated.

For cost-plus-award fee type contracts, we recognize the expected fee to be awarded by the customer at the time such fee can be reasonably
estimated, based on factors such as prior award experience and communication with the customer regarding performance, including any interim
performance evaluations rendered by the customer. For cost-plus-incentive fee type contracts, the method of calculating incentive fee is
specified in the contract and it is typically based on measuring actual costs to perform the contract against a target cost to perform the contract.
We prepare periodic estimates to complete and adjust the incentive fee as required based on the contract incentive fee formula.

Our contracts with agencies of the government are subject to periodic funding by the respective contracting agency. Funding for a contract may
be provided in full at inception of the contract or ratably throughout the contract as the services are provided. From time to time, we may
proceed with work based on customer direction prior to the completion and signing of formal contract documents. Such situations require
completion of a formal internal review process and management approval prior to commencement of work. Additionally, revenue associated
with such work is recognized without profit and only when it can be reliably estimated and realization is probable. We base our estimates on
notices to proceed from our customers, previous experience with customers, communications with customers regarding funding status, and our
knowledge of available funding for the contract or program. Pre-contract costs related to unsuccessful contract bids are expensed in the period
in which we are notified that the contract will not be issued.

Disputes occasionally arise in the normal course of our business due to events such as delays, changes in contract specifications, and questions
of cost allowability or collectibility. Such matters, whether claims or unapproved change orders in the process of negotiation, are recorded at the
lesser of their estimated net realizable value or actual costs incurred, and only when the realization is probable and can be reliably estimated.
Claims against us are recognized where a loss is considered probable and can be reasonably estimated in amount.

Contract Cost Accounting
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As a contractor providing services primarily to the federal government, we must categorize our costs as either direct or indirect and allowable or
unallowable. Direct costs are those costs that are identified with specific contracts. These costs include labor, subcontractor and consultant
services, third party materials we purchase under a contract and other non-labor costs incurred in support of a contract. Indirect costs are those
costs not identified with specific contracts. Rather, indirect costs are allocated to contracts in accordance with federal government rules and
regulations. These costs typically include certain of our selling, general and administrative expenses, fringe benefit expenses and depreciation
and amortization costs. Direct and indirect costs that are not allowable under the Federal Acquisition Regulation or specific contract provisions
cannot be considered for reimbursement under our federal government contracts. We must specifically identify these costs to ensure we comply
with these requirements. Our unallowable costs include a portion of our executive compensation, certain employee morale activities, certain
types of legal and consulting costs and the amortization of identified intangible assets, among others. A key element to our historical success
has been our ability to manage indirect cost growth and unallowable costs in connection with integration of acquired businesses.

Goodwill and Intangible Assets
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Goodwill represents the excess of cost over the fair value of net tangible and identifiable intangible assets of acquired companies. In accordance
with Statement of Financial Accounting Standards, or SFAS, No. 142, Goodwill and Other Intangible Assets, or SFAS No. 142, we do not
amortize goodwill. Rather, we test goodwill for impairment at least on an annual basis. Testing for impairment is a two-step process as
prescribed by SFAS No. 142. The first step is a test for potential impairment, while the second step measures the amount of impairment, if any.
Under the guidelines of SFAS No. 142, we are required to perform an impairment test at least on an annual basis at any time during the fiscal
year, provided that
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the test is performed at the same time every year. An impairment loss would be recognized when the assets fair value is below their carrying
value. Based on the testing performed as of December 31, 2006, the Company determined that no impairments existed as of December 31,
2006. Based on the testing performed as of December 31, 2005 the Company believed that no impairments existed as of December 31, 2005;
however, in the quarter ended March 31, 2006, we recorded an aggregate charge of $3.6 million relating to the impairment of the CCI and FSC
trade names. The impairment arose as a result of our completion of substantially all of the activities in connection with novating the contracts
previously legally held by CCI and FSC. As such, we no longer ascribe any value to the CCI and FSC trade names and that portion of the
identified intangibles was written-off as impairment of intangible assets in the year ended March 31, 2006. Customer relationships, noncompete
agreements and backlog and contracts are amortized on a straight-line basis over periods ranging from one to seven years.

Results of Operations
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Our historical financial statements reflect the operating results of our acquisitions from the date of acquisition. The following tables set forth the
results of operations expressed in dollars (in thousands) and as a percentage of revenues, for the periods below:

Three Months Ended Nine Months Ended
December 31, December 31,
Consolidated Statement of Income Data 2005 2006 2005 2006
(unaudited) (unaudited)
Revenues $ 68936 $ 102,023 $ 200,622 $ 292,769
Operating costs and expenses:
Cost of revenues 59,580 88,838 174,162 254,125
Selling, general and administrative 3,018 4,388 9,246 13,600
Amortization of deferred compensation 232 4,361 572 4,964
Depreciation and amortization 724 1,353 1,839 4,047
Total operating costs and expenses 63,554 98,940 185,819 276,736
Operating income 5,382 3,083 14,803 16,033
Other income (expense):
Other income (expense) 29 95 29 (450 )
Interest expense - net 467 ) (1,040 ) (1,166 ) (5,219 )
Total other expenses (438 ) (945 ) (1,137 ) (5,669 )
Income before taxes 4,944 2,138 13,666 10,364
Provision for income taxes (1,987 ) (878 ) (5,435 ) (4,198 )
Net income $ 2957 $ 1,260 $ 8231 $ 6,166
Three Months Ended Nine Months Ended
December 31, December 31,
As a Percentage of Revenues 2005 2006 2005 2006
(unaudited) (unaudited)
Revenues 100.0 % 100.0 % 100.0 Y% 100.0 Y%
Operating costs and expenses:
Cost of revenues 86.4 87.1 86.8 86.8
Selling, general and administrative 4.4 4.3 4.6 4.6
Amortization of deferred compensation 0.3 4.3 0.3 1.7
Depreciation and amortization 1.1 1.3 0.9 1.4
Total operating costs and expenses 92.2 97.0 92.6 94.5
Operating income 7.8 3.0 7.4 5.5
Other income (expense):
Other income (expense) 0.0 0.1 0.0 0.2 )
Interest expense - net 0.7 ) (1.0 ) (0.6 ) (1.8 )
Total other expenses 0.6 ) 0.9 ) (0.6 ) (1.9 )
Income before taxes 7.2 2.1 6.8 3.5
Provision for income taxes 2.9 ) 0.9 ) (2.7 ) (1.4 )
Net income 43 % 1.2 % 4.1 Y% 2.1 Y%
17
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We generate revenues primarily from services provided by our employees and subcontractors, with services provided by our employees
generally yielding higher profits than services provided by our subcontractors. To a lesser degree, we earn revenues through reimbursable travel
and other reimbursable direct and indirect costs to support the contractual effort and third-party hardware and software that we purchase and
integrate for customers as part of the solutions we provide.

Our most significant expense is cost of revenues, which includes the costs of direct labor, subcontractors, materials, equipment, travel and an
allocation of indirect costs (other than selling, general and administrative expenses and depreciation). Indirect costs consist primarily of fringe
benefits, human resources, recruiting, training, other overhead and certain other non-direct costs that are necessary to support direct labor. The
number and types of personnel, their salaries and other costs, can have a significant impact on our cost of revenues.

Our selling, general and administrative expenses include costs not directly associated with performing work for our customers. These costs
include wages plus associated fringe benefits, stock-based compensation charges, rent, travel and insurance. Among the functions covered by
these expenses are sales, business development, contracts, purchasing, legal, finance, accounting, human resources, information technology and
general management. Most of these costs are allowable costs under the cost accounting standards for contracting with the federal government
and are recoverable under cost-plus-fee contracts.

Our depreciation and amortization expenses include the amortization of purchased intangibles in connection with acquisitions and the
amortization of leasehold improvements and the depreciation of property and equipment purchased in the ordinary course of our business.

Certain revenues and payments we receive are based on provisional billings and payments that are subject to adjustment after audit. Federal
government agencies have the right to challenge our cost estimates and allocation methodologies with respect to government contracts. In
addition, contracts with these agencies are subject to audit and possible adjustment to give effect to unallowable costs under cost-plus-fee
contracts or to other regulatory requirements affecting both cost-plus-fee and fixed-price contracts.

Comparison of Results of Operations for the Three Months Ended December 31,2005 and 2006
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Revenues. Our consolidated revenues increased $33.1 million, or 48.0% from $68.9 million for the three months ended
December 31, 2005, to $102.0 million for the three months ended December 31, 2006. The increase was primarily
due to $23.4 million of increased revenues attributable to the acquisition of Morgan, and $9.7 million of increased
revenues related to continued growth providing enterprise integration and operational support services for the
Department of Defense, expanding demand for passport services for the Department of State s Bureau of Consular
Affairs and ongoing logistics support for the Army s equipment reset effort in the United States and abroad.

Cost of Revenues. Our cost of revenues increased $29.2 million, or 49.1%, from $59.6 million for the three months
ended December 31, 20053, to $88.8 million for the three months ended December 31, 2006. This increase was
primarily the result of additional costs attributable to revenues generated by Morgan operations, in addition to the cost
of revenues associated with the increased services provided under the contracts referred to above.

Selling, General and Administrative. Our selling, general and administrative expense increased $1.4 million, or 45.4%,
from $3.0 million for the three months ended December 31, 2005, to $4.4 million for the three months ended
December 31, 2006. This increase was primarily due to selling, general and administrative expenses attributable to
Morgan operations, an increase in business development costs associated with several significant procurements and
additional costs associated with being a public company.

Amortization of Deferred Compensation. Our amortization of deferred compensation expense increased $4.2 million, from
$0.2 million for the three months ended December 31, 2005, to $4.4 million for the three months ended December 31,
2006. This increase was primarily due to the acceleration of the vesting periods of certain restricted stock grants
related to our initial public offering.

Depreciation and Amortization. Our depreciation and amortization expense increased $0.7 million, or 86.9%, from $0.7
million for the three months ended December 31, 2005, to $1.4 million for the three months ended December 31,
2006. The increase in depreciation and amortization was primarily due to the amortization of intangible assets
associated with the Morgan acquisition as well as additional depreciation expense associated with increased capital
expenditures during fiscal 2006.

Other Expense. Our other expense was less than $0.1 million for the three months ended December 31, 2006, due to the
cancellation of our interest rate swap agreements.
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Interest Expense, Net. Our net interest expense increased $0.5 million from $0.5 million for the three months ended
December 31, 2005, to $1.0 million for the three months ended December 31, 2006. The increase in net interest
expense was due to the term loan borrowings incurred to finance the acquisition of Morgan.

Net Income. Our net income decreased $1.7 million from $3.0 million for the three months ended December 31, 2005,
to $1.3 million for the three months ended December 31, 2006. The primary reason for the decline in net income was
the increased amortization of deferred compensation associated with the acceleration of the vesting periods of certain
restricted stock grants related to our initial public offering.

Comparison of Results of Operations for the Nine Months EndedDecember 31, 2005 and 2006
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Revenues. Our consolidated revenues increased $92.2 million, or 45.9%, from $200.6 million for the nine months
ended December 31, 20053, to $292.8 million for the nine months ended December 31, 2006. The increase was
primarily due to $64.4 million of increased revenues attributable to the acquisition of Morgan, and $27.8 million of
increased revenues related to continued growth providing enterprise integration and operational support services for
the Department of Defense, expanding demand for passport services for the Department of State s Bureau of Consular
Affairs and ongoing logistics support for the Army s equipment reset effort in the United States and abroad.

Cost of Revenues. Our cost of revenues increased $79.9 million, or 45.9%, from $174.2 million for the nine months
ended December 31, 20053, to $254.1 million for the nine months ended December 31, 2006. This increase was
primarily the result of additional costs attributable to revenues generated by Morgan operations, in addition to the cost
of revenues associated with the increased services provided under the contracts referred to above

Selling, General and Administrative. Our selling, general and administrative expense increased $4.4 million, or 47.1%,
from $9.2 million for the nine months ended December 31, 2005, to $13.6 million for the nine months ended
December 31, 2006. This increase was primarily due to selling, general and administrative expenses attributable to
Morgan operations, an increase in business development costs associated with several significant procurements and
additional costs associated with being a public company.

Amortization of Deferred Compensation. Our amortization of deferred compensation expense increased $4.4 million, from
$0.6 million for the nine months ended December 31, 20053, to $5.0 million for the nine months ended December 31,
2006. This increase was primarily due to the acceleration of the vesting periods of certain restricted stock grants
related to our initial public offering.

Depreciation and Amortization. Our depreciation and amortization expense increased $2.2 million, or 120.0%, from $1.8
million for the nine months ended December 31, 2005, to $4.0 million for the nine months ended December 31, 2006.
The increase in depreciation and amortization was primarily due to the amortization of intangible assets associated
with the Morgan acquisition as well as additional depreciation expense associated with increased capital expenditures
during fiscal 2006.

Other Expense. Our other expense was $0.5 million for the nine months ended December 31, 2006, resulting from a net
unrealized loss in the fair value of our interest rate swap agreements.

Interest Expense, Net. Our net interest expense increased $4.0 million from $1.2 million for the nine months ended
December 31, 2005, to $5.2 million for the nine months ended December 31, 2006. The increase in net interest
expense was due to the term loan borrowings incurred to finance the acquisition of Morgan.

Net Income. Our net income decreased $2.0 million from $8.2 million for the nine months ended December 31, 2005,
to $6.2 million for nine months ended December 31, 2006. The primary reason for the decline in net income was the
increased amortization of deferred compensation associated with the acceleration of the vesting periods of certain
restricted stock grants related to our initial public offering.

Seasonality
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Our revenues and operating income have typically been positively affected in the quarter ending March 31 due to an increase in the volume of
revenues generated under our contract with the Department of State for the provision of passport services, as the demand for processing and
delivery of U.S. passports typically increases during this quarter.

Inflation

48



Edgar Filing: Stanley, Inc. - Form 10-Q

We do not believe that inflation has had a material effect on our business for the three years ended December 31, 2006.
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Our primary liquidity needs are to finance the costs of operations pending the billing and collection of accounts receivable, to service our debt,
to make capital expenditures and to make selective strategic acquisitions. Based upon our current operations, we expect that our cash flow from
operations, together with amounts we are able to borrow under our senior credit facility, will be adequate to meet our anticipated needs for the
foreseeable future. In addition, we expect that our cash flow from operations will be adequate to meet all contractual obligations under the credit
facility and our operating leases. Although we have no specific plans to do so, to the extent we decide to pursue one or more significant strategic
acquisitions, we will likely need to incur additional debt or sell additional equity.

Cash Flows
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Accounts receivable represents our largest working capital requirement. We bill most of our customers monthly after services are rendered. Our
operating cash flow is primarily affected by the overall profitability of our contracts, our ability to invoice and collect from our customers in a
timely manner, and our ability to manage our vendor payments.

Nine Months Ended

December 31,

2005 2006

(in millions)
Net cash provided by operating activities $ 77 $ 156
Net cash used in investing activities $ 45 H» $ (@25 )
Net cash (used in) provided by financing activities $ 32 ) $ 04

Net cash provided by operating activities of $15.6 million for the nine months ended December 31, 2006, primarily reflected our
net income plus depreciation and amortization expenses for that period, a $8.0 million increase in accounts receivable,
a $2.5 million decrease in accounts payable, offset by a $8.3 million increase in accrued expenses. For the nine
months ended December 31, 2005, net cash provided by operating activities of $7.7 million consisted primarily of net
income and a $6.8 million increase in accrued expenses, offset by a $3.3 million decrease in accounts payable and a
$6.9 million increase in accounts receivable.

Net cash used in investing activities of $2.5 million for the nine months ended December 31, 2006, consisted primarily of the
purchase of equipment in the ordinary course of business. Net cash used in investing activities of $4.5 million in the
nine months ended December 31, 2005, consisted of a $0.6 million earnout payment in connection with our
acquisition of CCI and $3.9 million to purchase equipment in the ordinary course of business.

Net cash provided by financing activities of $0.4 million for the nine months ended December 31, 2006, consisted primarily of
$10.4 million of net repayments of our line of credit and $62.0 million of repayments on our long-term debt, offset by
$71.8 million in net proceeds received from the sale of stock in our initial public offering. Net cash used in financing
activities of $3.2 million for the nine months ended December 31, 2005, consisted primarily of $1.7 million of net
borrowings under our line of credit, offset by a $4.4 million payment for the repurchase of treasury stock.

Credit Facility and Borrowing Capacity
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On February 16, 2006, in order to finance our acquisition of Morgan and to refinance our then-outstanding indebtedness, we entered into a new
senior credit facility that included a $50.0 million revolving credit facility. As of December 31, 2006, we had $38.0 million of term loan
indebtedness outstanding under our senior credit facility. As of December 31, 2006, our borrowing availability under
the revolving portion of our senior credit facility was $49.9 million (including outstanding letters of credit). The
obligations under our senior credit facility are unconditionally guaranteed by each of our existing and subsequently
acquired or organized subsidiaries and secured on a first-priority basis by security interests (subject to permitted liens)
in substantially all assets owned by us and each of our subsidiaries, including the shares of capital stock of our
subsidiaries, subject to certain exceptions.

Under the terms of the credit facility, we are entitled to request an increase in the size of the credit facility by an amount not greater than $75
million in the aggregate. If any lender elects not to increase its commitment under the credit facility, we may designate another bank or other
financial institution to become a party to the credit facility.
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The credit agreement also contains a number of affirmative and restrictive covenants, including limitations on mergers, consolidations and
dissolutions; sales of assets; investments and acquisitions; indebtedness and liens; repurchases of shares of capital stock and options to purchase
shares of capital stock; transactions with affiliates; sale and leaseback transactions; and restricted payments.

In addition, the credit agreement provides that we are required to meet the following financial covenants:

« a fixed charge coverage ratio as of the end of any fiscal quarter of not less than 1.50 to 1.00, based upon the ratio of
(i) consolidated EBITDA (as defined in the credit agreement) less the actual amount paid by us and our subsidiaries in
cash on account of capital expenditures and taxes over the period consisting of the four consecutive fiscal quarters
ending on or immediately prior to the determination date to (ii) consolidated cash interest expense for such period,
scheduled principal payments required to be made on consolidated total debt during such period and certain restricted
payments paid during such period;

» a maximum leverage ratio based upon the ratio of (i) consolidated total debt to (ii) consolidated EBITDA (as defined
in the credit agreement), which required us to maintain a ratio of 4.25 to 1.00 for each fiscal quarter ending on or prior
to December 31, 2006, and will require us to maintain a ratio of 3.50 to 1.00 for each fiscal quarter ending after
December 31, 2006 and on or prior to December 31, 2007, and a ratio of 3.00 to 1.00 for each fiscal quarter ending
after December 31, 2007; and

» a minimum consolidated net worth equal to the sum of (i) 85% of our consolidated net worth as at December 31,
2005, (ii) 50% of consolidated net income on a cumulative basis for all preceding fiscal quarters, commencing with
the fiscal quarter ended March 31, 2006, and (iii) 100% of the amount by which our total stockholders equity is
increased as result of any public or private offering of our common stock after the closing date of our credit
agreement.

As of December 31, 2006, we were in compliance with all covenants under our senior credit facility.

Capital Expenditures
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We have relatively low capital expenditure requirements. Our capital expenditures were $3.9 million and $2.0 million for the nine months ended
December 31, 2005 and 2006, respectively. Substantially all of these expenditures consisted of leasehold improvements

and purchases of office equipment due to investments made in connection with our relocation to a new headquarters
facility in fiscal 2006.

Off-Balance Sheet Arrangements
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We do not have any off-balance sheet arrangements.

Recent Accounting Pronouncements
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In July 2006, the FASB issued Interpretation No. 48 (FIN 48), Accounting for Uncertainty in Income Taxes, an interpretation of FASB Statement
No. 109, Accounting for Income Taxes. FIN 48 clarifies the accounting for income taxes recognized in the financial statements. FIN 48 also
provides guidance on derecognition, measurement, classification, interest and penalties, accounting in interim periods, disclosure and transition.
FIN 48 is effective for fiscal years beginning after December 15, 2006. We are in the process of determining what effect, if any, the adoption of
this proposal will have on our financial position, results of operations or cash flows.

In September 2006, the FASB issued Statement of Financial Accounting Standards No. 157 (SFAS 157), Fair Value Measurements. SFAS 157
provides guidance for measuring the fair value of assets and liabilities. It requires additional disclosures related to the extent to which
companies measure assets and liabilities at fair value, the information used to measure fair value, and the effect of fair value measurements on
earnings. SFAS 157 is effective for fiscal years beginning after November 15, 2007. We are in the process of determining what effect, if any,
the adoption of SFAS 157 will have on our financial position, results of operations, or cash flows.

Several other new accounting standards became effective during the periods presented or will be effective subsequent to December 31, 2006.
None of these new standards had or is expected to have a significant impact on our financial position, results of operation or cash flows.
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ITEM 3. QUANTITATIVE AND QUALITATIVE DISCUSSION ABOUT MARKET RISK

Our principal exposure to market risk relates to changes in interest rates. From time to time, we enter into interest rate swap agreements to
effectively limit exposure to interest rate movements within the parameters of our interest rate hedging policy. As of December 31, 2006, all of
the outstanding debt under our senior credit facility was subject to floating interest rate risk. In October 2006, we entered into an interest rate
swap agreement covering $19.0 million of our term indebtedness under which the swap and term debt maturities match. Even after giving effect
to this agreement, we are exposed to risks due to fluctuations in the market value of this agreement and changes in interest rates with respect to
the portion of our senior credit facility that is not covered by this agreement. A hypothetical change in the interest rate of 100 basis points would
have changed quarterly cash interest expense by $0.1 million.

ITEM 4. CONTROLS AND PROCEDURES

As of December 31, 2006, under the supervision and with the participation of our management, including our chief executive officer and our
chief financial officer, we have evaluated the effectiveness of the design and operation of our disclosure controls and procedures pursuant to
Rule 13a-15 of the Securities Exchange Act. Based on this evaluation, our chief executive officer and our chief financial officer have concluded
that our disclosure controls and procedures are effective.

There were no changes in the Company s internal control over financial reporting during the three months endedDecember 31, 2006 that have
materially affected, or are reasonably likely to materially affect, our internal control over financial reporting.

PART 2: OTHER INFORMATION
ITEM 1. LEGAL PROCEEDINGS

From time to time, we are involved in various legal matters and proceedings concerning matters arising in the ordinary course of business. We
currently believe that any ultimate liability arising out of these matters and proceedings will not have a material adverse effect on our financial
position, results of operations or cash flows.

ITEM 1A. RISK FACTORS
Any of the risks described below could materially adversely affect our business, financial condition and operating results.
Risks Related to Our Business

We depend on contracts with federal government agencies for substantially all of our revenues. If our relationships with these agencies were
harmed, our revenues and operating results could decline.

Revenues from federal government contracts, either as a prime contractor or as a subcontractor, accounted for 99.9% of our revenues for the
nine months ended December 31, 2006. We believe that federal government contracts will continue to be the source of substantially all of our
revenues for the foreseeable future. For this reason, any issue that compromises our relationship with agencies of the federal government in
general, or with the Department of Defense or Department of State in particular, would cause serious harm to our business. Among the key
factors in maintaining our relationships with federal government agency customers are our performance on individual contracts and task orders,
the strength of our professional reputation and the relationships of our key executives with customer personnel. To the extent that our
performance does not meet customer expectations, or our reputation or relationships with one or more key customers are impaired, our revenues
and operating results could decline as a result.
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Changes in the spending policies or budget priorities of the federal government, and the Department of Defense in particular, could cause us
to lose revenues.

Changes in federal government fiscal or spending policies, or in the Department of Defense budget allocation, could directly affect our financial
performance. Among the factors that could harm our business are:

. curtailment of the federal government s use of technology services firms;

. a significant decline in spending by the federal government in general or by specific departments or agencies
in particular;

. reductions in federal government programs or requirements;

. a shift in spending to federal programs and agencies that we do not support or where we currently do not
have contracts or key relationships;

. delays in the payment of our invoices by government payment offices;

. federal governmental shutdowns, such as the shutdown that occurred during the government s 1996 fiscal
year, and other potential delays in the government appropriations process, such as federal agencies having to operate
under a continuing funding resolution because of delays in Congressional budget appropriations;

. emergency spending that reduces funds available for other government priorities, such as the emergency
spending for relief following hurricanes Katrina and Rita; and

. general economic and political conditions, including any event that reduces federal tax receipts or results in a
change in spending priorities of the federal government.

These or other factors could cause federal government agencies and departments to reduce their purchases under contracts, to exercise their right
to terminate contracts or not to exercise options to renew contracts, any of which could cause us to lose revenues.

In particular, revenues earned from contracts with the Department of Defense, including from subcontracts having the Department of Defense as
the ultimate purchaser, represented approximately 67% of our revenues for the nine months ended December 31, 2006. In the past,
the U.S. defense budget has declined from time to time, resulting in a slowing of new program starts, program delays
and program cancellations. These reductions may cause defense-related government contractors to experience
declining revenues, increased pressure on operating margins and, in some cases, net losses. Current federal
government spending levels on defense-related programs are in part related to the U.S. military operations in
Afghanistan and Iraq and may not be sustainable, including as a result of changes in government leadership, policies
or priorities. Future levels of expenditures and authorizations for defense-related programs may decrease or shift to
programs in areas where we do not provide services. Any such decline or shift in defense-related expenditures could
harm our revenues and operating results.

In addition, any limitations imposed on spending by other federal government agencies that result from efforts to reduce the federal deficit may
limit both the continued funding of our existing contracts and our ability to obtain additional contracts. Our backlog consists exclusively of
contracts with federal departments and agencies, and the continuation of these contracts, or award of additional contracts from these agencies,
could be materially harmed by federal government spending reductions or budget cutbacks at these departments or agencies.

QOur revenues may decline materially if we are unable to obtain a new award of our passport processing services contract with the
Department of State in September 2007 or if we are unable to renew any of our other significant contracts.
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We earn a significant portion of our revenues from the provision of passport processing and support services to the Department of State.
Revenues from these services were approximately 14% of our revenues for the nine months ended December 31, 2006. The fixed
initial term of our contract with the Department of State for the provision of passport processing and support services
has expired, and we are currently performing these services pursuant to the Department of State s exercise of a
one-year renewal option that expires in September 2007. The Department of State may not award us a new contract
upon the expiration of the current contract in September 2007. We currently expect the Department of State to subject
this contract to recompetition before awarding a new contract. Our revenues may decline materially if we are unable
to obtain a renewal of this contract or any of our other significant contracts. This contract is related but separate from
the recently awarded ten year contract worth $164 million with the State Department to conduct passport book
personalization services in up to two contractor-supplied and operated turnkey facilities.

We may not realize the full value of our backlog, which may result in lower than expected revenues.

Our total backlog represents the amount of revenues we expect to realize over the remaining base contract performance period and from the
exercise of all option periods that we reasonably believe will be exercised, in each case from signed contracts in existence as of the measurement
date. We do not include contract ceilings for government-wide
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acquisition contracts, or GWACs, or agency-specific indefinite delivery/indefinite quantity, or ID/IQ, contracts in our backlog calculation.
Congress typically appropriates funds for our federal government customers on an annual basis, even though their contracts with us may call for
performance that is expected to take 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 performed under the contracts may remain unfunded unless and until Congress makes subsequent
appropriations and the procuring agency allocates funding to the contract.

We may never realize some of the revenues that are included in our total backlog, and there is a higher degree of risk in this regard with respect
to unfunded backlog. As of December 31, 2006, our total backlog was approximately $1,060.6 million, of which only approximately $219.0
million was funded. In addition, there can be no assurance that our backlog will result in actual revenues in any particular period. This is
because the actual receipt, timing and amount of revenues under contracts included in backlog are subject to various contingencies, many of
which are beyond our control. For example, the actual receipt of revenues from contracts included in backlog may never occur or may be
delayed because a program schedule could change or the program could be cancelled, or a contract could be reduced, modified or terminated
early, including as a result of a lack of appropriated funds. In addition, the fact that our backlog may translate into revenue does not guarantee
that the contracts will be profitable.

Loss of our position as a qualified contractor under one or more General Services Administration schedules, or as a prime contractor on one
or more of our contracts, would impair our operating results and our ability to win new business.

In recent years, the federal government has increasingly relied on General Services Administration, or GSA, schedules and multi-award ID/IQ
contracts for its procurement needs. When using GSA schedules and multi-award ID/IQ contracts, a procuring officer chooses providers from a
pre-selected group of contractors, and contractors that are not part of the group generally will not be notified of, and will not be able to compete
for, these contracts or task orders. Accordingly, our ability to maintain our existing business and win new business depends on our ability to
maintain our position as a GSA schedule contractor and a prime contractor on multi-award ID/IQ contracts.

If we were to lose any of our GSA schedules or our prime contractor position on any of our contracts, we could lose revenues, and our ability to
win new business and our operating results could decline as a result. Similarly, unless we are successful in expanding our GSA schedule
presence and our base of multi-award ID/IQ contracts, our ability to grow our business may be hindered.

Most of our revenues are earned from contracts with limited initial terms. We may expend significant resources in connection with these
contracts that we may not recover if our customers do not exercise their contract extension options.

Our contracts typically have a one or two year initial term, with multiple options that are exercisable by our government customers to extend the
contract for one or more additional years. Our customers may not exercise any of their extension options. Moreover, because we believe that
our contracts with limited initial terms represent the early portion of longer customer programs, we expend significant financial and personnel
resources and expand our operations to be able to fulfill these programs beyond the initial contract term. If a significant number of our contracts
are not extended beyond their initial terms, we may be unable to recover the costs we incurred, we may not recognize anticipated revenues and
our operating results may be harmed.

The loss of one or more members of our senior management team could impair our relationships with government customers and our ability
to compete and could disrupt the management of our business.

We believe that our success depends on the continued contributions of the members of our senior management team. Our senior management
team has extensive industry experience, and the relationships and reputation that members of our senior management team have established and
maintain with government personnel contribute to our ability to maintain good customer relations and to identify new business opportunities.
The loss of the services of one or more of our senior executives could impair our ability to identify and secure new contracts, to maintain good
customer relations and to otherwise manage our business, any of which could harm our business and operating results. We have not entered into
employment or non-competition agreements with any members of our senior management.

If we fail to attract and retain skilled employees, we might not be able to perform under our contracts and our ability to maintain and grow
our business could be limited.

The growth of our business and revenues depends in large part upon our ability to attract and retain sufficient numbers of highly qualified
individuals who have advanced information technology skills and appropriate security clearances, and who work well with our defense and
federal civilian government customers. Competition for such personnel
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is intense, and recruiting, training and retention costs place significant demands on our resources. If we are unable to recruit and retain a
sufficient number of qualified employees, our ability to maintain and grow our business could be limited. Furthermore, we could be required to
engage larger numbers of contracted personnel, which could reduce our profit margins. In addition, many of our professional personnel may
have specific knowledge of and experience with our federal government customers operations, and we obtain some of our contracts based on
that knowledge and experience. The loss of services of key personnel could impair our ability to perform required services under some of our
contracts and to retain such contracts, as well as our ability to win new business.

We face intense competition from many competitors that have greater resources than we do, which could result in price reductions, reduced
profitability and loss of market share.

We operate in highly competitive markets and generally encounter intense competition to win contracts and task orders. For example, we must
often discount our GSA schedule rates in order to secure contracts from many of our customers in competitive situations. Many of our
competitors have greater financial, technical, marketing and public relations resources, larger customer bases and greater brand or name
recognition than we do. We expect that the number of such competitors will grow through industry consolidation and the increasing
participation in the federal government services market by traditional consulting and outsourcing providers and hardware and software
manufacturers that seek to increase their service offerings. These competitors could, among other things:

. divert sales from us by winning very large-scale government contracts due to different or greater technical
capabilities, past performance on large-scale contracts, geographic presence, price and the availability of key
professional personnel;

. force us to charge lower prices in order to win or maintain contracts;
. harm our relationships; and
. seek to hire our employees.

If we lose business to our competitors or are forced to lower our prices, our revenues and our operating profits could decline and we could suffer
a loss of market share.

In addition, we may face competition from our subcontractors who, from time to time, seek to obtain prime contractor status on contracts for
which they currently serve as a subcontractor for us. If one or more of our current subcontractors are awarded prime contractor status on such
contracts in the future, it would divert sales from us and could force us to charge lower prices in order to ensure that we retain our prime
contractor status.

We derive substantially all of our revenues from contracts awarded through competitive procurement processes, which can impose
substantial costs upon us and negatively impact our operating results.

We derive substantially all of our revenues from federal government contracts that are awarded through competitive procurement processes.
Competitive procurement imposes substantial costs and presents a number of risks to us, including:

. the need to bid on engagements in advance of knowing the complete design or full requirements, which may
result in unforeseen difficulties in executing the engagement and cost overruns;

. the substantial cost and managerial time and effort that we spend to prepare bids and proposals for contracts
that may not be awarded to us and schedules that may not be used;

. the expense and delay that we may face if our competitors protest or challenge contract awards made to us
pursuant to competitive procedures, and the risk that any such protest or challenge could result in the resubmission of

offers, or in termination, reduction or modification of the awarded contract; and

. the opportunity cost of not bidding on and winning other contracts we might have otherwise pursued.
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The costs we incur in the competitive procurement process may be substantial, and, to the extent we participate in competitive procurements and
are unable to win particular contracts, these costs could negatively affect our operating results. In addition, GSA schedule contracts, GWACs,
blanket purchase agreements and other ID/IQ contracts do not guarantee more than a minimal amount of work for us, but instead provide us
access to work generally through further competitive procedures. The increasing reliance by the federal government on GSA schedules,
GWAC:S and other multi-award ID/IQ contracts for its procurement needs has led to increased competition and pricing pressure, requiring that
we make sustained post-award efforts to realize revenues under these contracts.

We may lose money on some contracts if we miscalculate the resources we need to perform under the contract.

We provide services to the federal government under contracts with three basic types of price structure: cost-plus-fee, time-and-materials and
fixed-price. For the nine months ended December 31, 2005, we derived approximately 64%, 18% and 18% of revenues from
cost-plus-fee, time-and-materials and fixed-price contracts, respectively. For the nine months
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ended December 31, 2006, we derived approximately 53%, 32% and 15% of revenues from cost-plus-fee, time-and-materials
and fixed-price contracts, respectively. Each of these types of contracts, to varying degrees, involves the risk that we
underestimate our cost of fulfilling the contract, and we occasionally have suffered in the past, and may suffer in the
future, reduced profits or financial losses on our contracts, thereby causing our operating results to decline as a result.
This risk is greater for fixed-price contracts, where we bear the full impact of cost overruns, and an increase of
fixed-price contracts in our contract mix would increase our exposure to this risk.

Our margins and operating results may suffer if we experience unfavorable changes in the proportion of cost-plus-fee or fixed-price
contracts in our total contract mix.

Although fixed-price contracts entail a greater risk of a reduced profit or financial loss on a contract compared to other types of contracts we
enter into, fixed-price contracts typically provide higher profit opportunities because we receive the benefit of cost savings. In contrast,
cost-plus-fee contracts are subject to statutory limits on profit margins, and generally are the least profitable of our contract types. Our federal
government customers typically determine what type of contract we enter into. Cost-plus-fee and fixed-price contracts accounted for

approximately 64% and 18%, respectively, of our revenues for the nine months ended December 31, 2005, and
approximately 53% and 15%, respectively, of our revenues for the nine months ended December 31, 2006. To the
extent that we enter into more cost-plus-fee or less fixed-price contracts in proportion to our total contract mix in the
future, our margins and operating results may suffer.

Our cash flow and profitability could be reduced if expenditures are incurred prior to the final receipt of a contract.

We provide various professional services and sometimes procure equipment and materials on behalf of our federal government customers under
various contractual arrangements. From time to time, in order to ensure that we satisfy our customers delivery requirements and schedules, we
may elect to initiate procurement in advance of receiving final authorization from the government customer or a prime contractor. If our
government or prime contractor customers requirements should change or if the government or the prime contractor should direct the anticipated
procurement to a contractor other than us or if the equipment or materials become obsolete or require modification before we are under contract
for the procurement, our investment in the equipment or materials might be at risk if we cannot efficiently resell them. This could reduce
anticipated earnings or result in a loss, negatively affecting our cash flow and profitability.

Failure to maintain strong relationships with other contractors could result in a decline in our revenues.

We estimate that revenues derived from contracts in which we acted as a subcontractor to other companies represented approximately 20% of
our revenues for the nine months ended December 31, 2006. As a subcontractor, we often lack control over fulfillment of
a contract, and poor performance on the contract could tarnish our reputation, even when we perform as required. As
a prime contractor, we often rely on other companies to perform some of the work under a contract. We expect to
continue to depend on relationships with other contractors for portions of our delivery of services and revenues in the
foreseeable future. Our business, prospects, financial condition and operating results could be harmed if other
contractors eliminate or reduce their subcontract relationships with us, whether because they choose to establish
relationships with our competitors or because they choose to directly offer services that compete with our business, or
if the government terminates or reduces other prime contractors programs or does not award them new contracts.

If our subcontractors fail to perform their contractual obligations, our performance and reputation as a prime contractor and our ability to
obtain future business could suffer.

As a prime contractor, we often rely significantly upon other companies as subcontractors to perform work we are obligated to perform for our
customers. We estimate that revenues derived from work performed by our subcontractors represented approximately 26% of our revenues for
fiscal 2006. If one or more of our subcontractors fail to perform satisfactorily the agreed-upon services on a timely basis, or violate government
contracting policies, laws or regulations, our ability to perform our obligations or meet our customers expectations as a prime contractor may be
compromised. In some cases, we have limited involvement in the work performed by the subcontractors but are nevertheless responsible for the
work performed. In extreme cases, performance or other deficiencies on the part of our subcontractors could result in a customer terminating

our contract for default. A default termination could expose us to liability for the agency s costs of reprocurement, damage our reputation and
hurt our ability to compete for future contracts and task orders.
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Unfavorable government audit results could subject us to a variety of penalties and sanctions, and could harm our reputation and
relationships with our customers.

The federal government audits and reviews our performance on contracts, pricing practices, cost structure and compliance with applicable laws,
regulations and standards. Like most large government contractors, our contracts are
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audited and reviewed on a continual basis by federal agencies, including the Defense Contract Audit Agency, or the DCAA. An unfavorable
audit of us, including any companies we have acquired or may acquire, or any of our subcontractors could have a substantial adverse effect on
our operating results. For example, any costs that were previously reimbursed could subsequently be disallowed. In this case, cash we have
already collected may need to be refunded and future operating margins may be reduced.

Our incurred cost submissions have been audited by the DCAA through December 31, 2004, for Morgan, through March 31, 2004, for Stanley,
CCI, and GCI, and through December 31, 2002, for FSC. Costs for which Morgan was reimbursed after December 31, 2004, costs for which
Stanley, CCI and GCI were reimbursed after March 31, 2004, and costs for which FSC was reimbursed after December 31, 2002, may be
subsequently disallowed upon the completion of future audits. In addition, non-audit reviews by the U.S. government may still be conducted on
all of our government contracts.

If a government audit uncovers improper or illegal activities, we may be subject to civil and criminal penalties and administrative sanctions,
including termination of contracts, forfeiture of profits, suspension of payments, fines and suspension or debarment from doing business with
government agencies. In addition, we could suffer serious harm to our reputation if allegations of impropriety were made against us, whether or
not true.

If we experience systems or services failures, our reputation could be harmed and our customers could assert claims against us for damages
or refunds.

We create, implement and maintain information technology and engineering systems, and provide services, that are often critical to our
customers operations, some of which involve classified or other sensitive information, and may be conducted in war-zones or other hazardous
environments. We have experienced and may in the future experience some systems or services failures, schedule or delivery delays, and other
problems in connection with our work. If our solutions, services, products, including third-party products we may resell to our customers, or
other applications have significant defects or errors, are subject to delivery delays or fail to meet our customers expectations, we may:

. lose revenues due to adverse customer reactions;
. be required to provide additional services to customers at no charge;
. receive negative publicity, which could damage our reputation and harm our ability to attract or retain

customers; or

. suffer claims for substantial damages.

The successful assertion of any large claims against us could seriously harm our business. Even if not successful, these claims could result in
significant legal and other costs, may be a distraction to our management and may harm our reputation.

Security breaches in sensitive government systems could result in the loss of customers and negative publicity.

Many of the systems we develop, integrate and maintain involve managing and protecting information involved in intelligence, national security
and other sensitive or classified government functions. A security breach in one of these systems could cause serious harm to our business,
damage our reputation and prevent us from being eligible for further work on sensitive or classified systems for federal government customers.
We could incur losses from such a security breach that could exceed the policy limits under our professional liability insurance program.
Damage to our reputation or limitations on our eligibility for additional work resulting from a security breach in one of the systems we develop,
install and maintain could materially reduce our revenues.

Our failure to obtain and maintain necessary security clearances may limit our ability to perform classified work for government customers,
which could cause us to lose business.

Some government contracts require us to maintain facility security clearances and require some of our employees to maintain individual security
clearances. Obtaining and maintaining security clearances for employees involves a lengthy process, and it is difficult to identify, recruit and
retain employees who already hold security clearances. If our employees lose or are unable to timely obtain security clearances or we lose a
facility clearance, the government customer may terminate the contract or decide not to renew it upon its expiration. As a result, to the extent we
cannot obtain or maintain the required security clearances for a particular contract, or we fail to obtain them on a timely basis, we may not derive
the revenues anticipated from the contract, which could harm our operating results. To the extent we are not able to obtain facility security
clearances or engage employees with the required security clearances for a particular contract, we will be unable to perform that contract and we
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may not be able to compete for or win new awards for similar work.
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Our quarterly operating results may fluctuate significantly as a result of factors outside of our control, which could cause the market price of
our common stock to decline.

Our revenues and operating results will vary from quarter to quarter and, as a result, our operating results may fall below the expectations of
securities analysts and investors, which could cause the price of our common stock to decline. Factors that may affect our operating results
include those listed in this Risk Factors section and others that are specific to our industry such as:

. fluctuations in revenues earned on government contracts;

. seasonal fluctuations in our staff utilization rates;

. commencement, completion or termination of contracts during any particular quarter;

. variable purchasing patterns under GSA schedule contracts, GWACs, blanket purchase agreements and other
ID/IQ contracts;

. changes in contract requirements by our government agency customers;

. changes in the extent to which we use subcontractors; and

. changes in presidential administrations and senior federal government officials that affect the timing of

technology procurement.

Reductions in revenues in a particular quarter could lead to lower profitability in that quarter because a relatively large amount of our expenses
are fixed in the short-term. We may incur significant operating expenses during the start-up and early stages of large contracts and may not
receive corresponding payments in the same quarter. We may also incur additional expenses when contracts expire or are terminated or not
renewed. In addition, payments due to us from government agencies may be delayed due to billing cycles or as a result of failures of
governmental budgets to gain Congressional and administration approval in a timely manner.

We may be harmed by intellectual property infringement claims.

Many of the services and solutions that we provide to our customers involve extensive use of software and other intellectual property. As a
result, we could become subject to claims of third parties who assert that software and other forms of intellectual property that we use in
delivering services and solutions infringe upon intellectual property rights of those third parties, and we could incur substantial costs to defend
those claims. In addition, if any of these infringement claims are ultimately successful, in addition to paying damages, we could be required to
take any of the following actions, each of which could entail significant expenses or result in a significant reduction in revenues:

. cease selling or using services or solutions that incorporate the challenged software or technology;
. obtain a license or additional licenses from third parties; or
. redesign our services and solutions that rely on the challenged software or technology.

We may incur substantial costs and liabilities in connection with acquisitions.

We have completed four acquisitions since 2000, including the acquisition of Morgan in February 2006, and expect to consider further
acquisitions and investments in the future. If we make an acquisition or investment, we may:

. issue stock that would dilute your stock ownership;

. incur debt that would restrict our cash flow;
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. assume liabilities;

. incur large and immediate write-offs;

. incur unanticipated costs;

. incur unanticipated liabilities under purchase and sale agreements with target companies;

. forego procurement opportunities as a result of organizational conflict of interest, or OCI, concerns;

. experience risks associated with entering markets in which we have no or limited prior experience; and
. lose key employees from the acquired operations.

In connection with any acquisition we make, there may be liabilities that we fail to discover or that we inadequately assess. In addition, acquired
operations may not perform according to the forecasts that we used to determine the purchase price. If the acquired entity fails to achieve these
forecasts, or if we are not successful in offering our services to the customer base of the acquired entity or otherwise do not achieve the
anticipated benefits of the acquisition, our financial condition and operating results may decline as a result. In addition, if we incur a substantial
amount of indebtedness in order to finance one or more acquisitions, our increased leverage may restrict our business and operations, reduce our
cash flows or restrict our future access to sufficient funding to finance desired growth.
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We may not successfully integrate companies we may acquire in the future.

The process of integrating companies requires a significant amount of resources and management attention which detracts from attention to our
business, and we expect that any future acquisitions would demand resources and management attention. If we are unable to integrate any
company we acquire in the future as planned, our management s attention may continue to be diverted from the operation of our business, our
operations could be disrupted and we may be unable to deliver our services to our customers as planned, any of which would hinder
implementation of our business plan, harm our relationships with our customers and force us to incur unanticipated expenses.

A preference for minority-owned, small and small disadvantaged businesses could impact our ability to be a prime contractor on certain
governmental procurements.

As a result of the Small Business Administration, or SBA, set-aside program, the federal government may decide to restrict certain procurements
only to bidders that qualify as minority-owned, small or small disadvantaged businesses. As a result, we would not be eligible to perform as a
prime contractor on those programs and would be restricted to a maximum of 49% of the work as a subcontractor on those programs. An
increase in the amount of procurements under the SBA set-aside program may impact our ability to bid on new procurements as a prime
contractor or restrict our ability to recompete on incumbent work that is placed in the set-aside program.

Our employees may engage in misconduct or other improper activities, which could harm our business.

A significant number of our employees are involved in government contracting and billing processes, which require compliance with a number
of procurement laws and regulations. In addition, in the course of our business, our employees routinely obtain access to sensitive or classified
government information. As a result, we are exposed to the risk that employee fraud or other misconduct could occur. Misconduct by
employees could include intentional or unintentional failures to comply with federal government procurement regulations, engaging in
unauthorized activities or falsifying time records. Employee misconduct could also involve the improper use of our customers sensitive or
classified information, which could result in regulatory sanctions against us and serious harm to our reputation. It is not always possible to deter
employee misconduct, and the precautions we take to prevent and detect this activity may not be effective in controlling unknown or unmanaged
risks or losses, which could materially harm our business.

Our business commitments require our employees to travel to potentially dangerous places, which may result in injury to our employees.

Our business involves providing services that require some of our employees to operate in countries that may be experiencing political unrest,
war or terrorism, including Afghanistan and Iraq. Certain senior level employees or executives may, on occasion, be part of the teams deployed
to provide services in these countries. As a result, it is possible that certain of our employees or executives will suffer injury or bodily harm in
the course of these deployments. It is also possible that we will encounter unexpected costs in connection with additional risks inherent in
sending our employees to dangerous locations, such as increased insurance costs, as well as the repatriation of our employees or executives for
reasons beyond our control. These problems could cause our actual results to differ materially from those anticipated.

Risks Related to Our Industry

Federal government contracts contain provisions giving government customers a variety of rights that are unfavorable to us, including the
ability to terminate a contract at any time for convenience.

Federal government contracts contain provisions and are subject to laws and regulations that provide government customers with rights and
remedies not typically found in commercial contracts. These rights and remedies allow government customers, among other things, to:

. terminate existing contracts, with short notice, for convenience, as well as for default;
. reduce orders under or otherwise modify contracts;
. for contracts subject to the Truth in Negotiations Act, reduce the contract price or cost where it was increased

because a contractor or subcontractor during negotiations furnished cost or pricing data that was not complete,
accurate and current;

. for some contracts, demand a refund, make a forward price adjustment or terminate a contract for default if a
contractor provided inaccurate or incomplete data during the contract negotiation process, or reduce the contract price
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under certain triggering circumstances, including the revision of pricelists or other documents upon which the contract
award was predicated, the granting of more favorable discounts or terms and conditions than those
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contained in such documents and the granting of certain special discounts to certain customers;
. terminate our facility security clearances and thereby prevent us from receiving classified contracts;

. cancel multi-year contracts and related orders if funds for contract performance for any subsequent year
become unavailable;

. decline to exercise an option to renew a multi-year contract or issue task orders in connection with ID/1Q
contracts;

. claim rights in solutions, systems and technology produced by us;

. prohibit future procurement awards with a particular agency due to a finding of organizational conflict of

interest based upon prior related work performed for the agency that would give a contractor an unfair advantage over
competing contractors or the existence of conflicting roles that might bias a contractor s judgment;

. subject the award of contracts to protest by competitors, which may require the contracting federal agency or
department to suspend our performance pending the outcome of the protest and may also result in a requirement to
resubmit offers for the contract or in the termination, reduction or modification of the awarded contract; and

. suspend or debar us from doing business with the federal government.

If a federal government customer terminates one of our contracts for convenience, we may recover only a portion of our incurred or committed
costs, settlement expenses and profit on work completed prior to the termination. If a federal government customer were to unexpectedly
terminate, cancel or decline to exercise an option to renew one or more of our significant contracts or suspend or debar us from doing business
with the federal government, our revenues and operating results would be materially harmed.

Our failure to comply with complex procurement laws and regulations could cause us to lose business and subject us to a variety of
penalties.

We must comply with laws and regulations relating to the formation, administration and performance of federal government contracts, which
affect how we do business with our federal government customers and may increase our expenses. Among the most significant laws and
regulations are:

. the Federal Acquisition Regulation, and agency regulations analogous or supplemental to the Federal
Acquisition Regulation, which comprehensively regulate the formation, administration, and performance of
government contracts, including provisions relating to the avoidance of conflicts of interest and intra-organizational
conflicts of interest;

. the Truth in Negotiations Act, which requires certification and disclosure of all cost and pricing data in
connection with some contract negotiations;

. the Procurement Integrity Act, which requires evaluation of ethical conflicts surrounding procurement
activity and establishing certain employment restrictions for individuals who participate in the procurement process;

. the Cost Accounting Standards, which impose accounting requirements that govern our right to
reimbursement under some cost-based government contracts;

. laws, regulations and executive orders restricting the use and dissemination of information classified for
national security purposes and the exportation of specified products, technologies, and technical data; and
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. compliance with antitrust laws.

If a government review or investigation uncovers improper or illegal activities, we may be subject to civil and criminal penalties and
administrative sanctions, including the termination of our contracts, the forfeiture of profits, the suspension of payments owed to us, fines and
our suspension or debarment from doing business with federal government agencies. In particular, the civil False Claims Act provides for treble
damages and potentially substantial civil penalties where, for example, a contractor presents a false or fraudulent claim to the government for
payment or approval, or makes a false statement in order to get a false or fraudulent claim paid or approved by the government. Actions under
the civil False Claims Act may be brought by the government or by other persons on behalf of the government. These provisions of the civil
False Claims Act permit parties, such as our employees, to sue us on behalf of the government and share a portion of any recovery. Any failure
to comply with applicable laws and regulations could result in contract termination, damage to our reputation, price or fee reductions or
suspension or debarment from contracting with the government, each of which could lead to a material reduction in our revenues.

The failure by Congress to timely approve budgets for the federal agencies we contract with could delay or reduce spending and cause us to
lose revenues.

On an annual basis, Congress must approve budgets that govern spending by each of the federal agencies we contract with. When Congress is
unable to agree on budget priorities, and thus is unable to pass the annual budget on a timely basis, Congress typically enacts a continuing
resolution that allows federal government agencies to operate at
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spending levels approved in the previous budget cycle. Operation by government agencies on the basis of a continuing resolution may delay or
cancel funding we expect to receive from customers on work we are already performing and is likely to result in new initiatives being delayed,
and in some cases being cancelled.

The adoption of new procurement laws or regulations could reduce the amount of services that are outsourced by the federal government
and could cause us to lose future revenues.

New legislation or procurement regulations could cause federal agencies to adopt restrictive procurement practices regarding the use of outside
service providers. For example, the American Federation of Government Employees, the largest federal employee union, strongly endorses
legislation that may restrict the procedure by which services are outsourced to government contractors. If such legislation were to be enacted, it
would likely reduce the amount of information technology services that could be outsourced by the federal government, which could materially
reduce our future expected revenues.

The Office of Management and Budget process for ensuring government agencies properly support capital planning initiatives, including
information technology investments, could reduce or delay federal information technology spending and cause us to lose revenue.

The Office of Management and Budget, or OMB, supervises spending by federal agencies and enforces the Government Performance Results
Act. This Act requires, among other things, that federal agencies make an adequate business justification to support capital planning initiatives,
including all information technology investments. The factors considered by the OMB include, among others, whether the proposed information
technology investment is expected to achieve an appropriate return on investment, whether related processes are contemporaneously reviewed,
whether interoperability with existing systems and the capacity for these systems to share data across government agencies has been considered
and whether existing commercial off-the-shelf products are being utilized to the extent possible. If our customers do not adequately justify
proposed information technology investments to the OMB, the OMB may refuse funding for their new or continuing information technology
investments, and we may lose revenue as a result.

Risks Related to Our Common Stock

Our executive officers and directors as a group and our Employee Stock Ownership Plan, or ESOP, own a significant percentage of our
common stock, and as a result have significant influence over our affairs and policies.

After giving effect to our initial public offering, our executive officers and directors beneficially owned approximately 29% of our outstanding
common stock. For so long as our executive officers and directors continue to own a significant portion of our outstanding common stock, they
will have significant influence over matters submitted to our stockholders for approval and exercise significant control over our business policies
and affairs, including the election of directors, amendments to our certificate of incorporation and determinations with respect to mergers and
other business combinations, including those that may result in a change of control. In addition, after giving effect to our initial public offering,
the ESOP beneficially owned approximately 35% of our outstanding common stock. Substantially all of the participants in the ESOP are our
employees. If these participants act together, they will also be able to exert influence over matters submitted to our stockholders for approval,
and if they act together with our executive officers and directors, they will be able to determine the outcome of matters submitted for stockholder
approval. The interests of our executive officers and directors and the ESOP participants may conflict with your interests as a stockholder.

Provisions of our charter documents may inhibit potential acquisition bids that you and other stockholders may consider favorable, and the
market price of our common stock may be lower as a result.

Provisions of our certificate of incorporation and by-laws, as amended and restated, may deter, delay or prevent a third-party from acquiring us.
These provisions include:

. limitations on who may call special meetings of stockholders;

. the absence of cumulative voting in the election of directors;

. the inability of stockholders to act by written consent;

. advance notice requirements for nominations for election to the board of directors and for stockholder

proposals; and
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. the authority of our board of directors to issue, without stockholder approval, up to 500,000 shares of
preferred stock with such terms as the board of directors may determine and to issue additional shares of our common
stock.
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These provisions could have the effect of delaying, deferring or preventing a change in control of our company, discourage others from making
tender offers for our shares, lower the market price of our stock or impede the ability of our stockholders to change our management, even if
such changes would be beneficial to our stockholders.

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

Prior to our initial public offering in October 2006, substantially all of our common stock was held by our employees, including through our
ESOP. If our existing stockholders sell, or the market perceives that our stockholders intend to sell, substantial amounts of our common stock in
the public market, the market price of our common stock could decline significantly. These sales also might make it more difficult for us to sell
equity or equity-related securities in the future at a time and price that we deem appropriate. In connection with our initial public offering, our
executive officers, directors, the selling shareholders (other than the ESOP), and certain other stockholders entered into lock-up agreements. In
accordance with these lock-up agreements, 589,656 shares of common stock will be available for sale in the public market 180 days after
October 17, 2006, and an additional 5,306,904 shares of common stock will be available for sale in the public market 360 days after October 17,
2006. These lock-up agreements are subject to a number of exceptions and Citigroup Global Markets Inc., on behalf of the underwriters in the
initial public offering, may release these stockholders from their lock-up agreements with the underwriters at any time and without notice, which
would allow for earlier sale of shares in the public market. As restrictions on resale end, the market price of our common stock could drop
significantly if the holders of restricted shares sell them or are perceived by the market as intending to sell them. In addition, after completion of
the initial public offering, our ESOP held 7,326,660 shares of our common stock, all of which was allocated to employee accounts. Under
certain circumstances, such as the termination of an employee s employment with us, the ESOP may distribute shares to ESOP participants (or
sell shares in the market), depending on the elections of ESOP participants. In addition, pursuant to certain diversification rights that will be
available to ESOP participants pursuant to instructions given during the 90-day period beginning March 31, 2007, up to an additional 1,831,665
shares held by the ESOP may be sold in the public market at that time.
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ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS

None.

ITEM 3. DEFAULTS UPON SENIOR SECURITIES

None.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
None.

ITEM 5. OTHER INFORMATION

None.
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ITEM 6. EXHIBITS

Exhibit No.
31.1
31.2
32.1

34

Description

Certification of Chief Executive Officer pursuant to Rule 13a-14(a) of the Securities Exchange Act of 1934, as amended.
Certification of Chief Financial Officer pursuant to Rule 13a-14(a) of the Securities Exchange Act of 1934, as amended.
Certification of Chief Executive Officer and Chief Financial Officer pursuant to U.S.C. Section 1350, as adopted pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002.
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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.
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STANLEY, INC.

/s/ PHILIP O. NOLAN

Philip O. Nolan
Chairman, President and Chief Executive Officer
February 12, 2007

/s/ BRIAN J. CLARK
Brian J. Clark
Chief Financial Officer
February 12, 2007
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