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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

 __________________________

FORM 10-Q

 __________________________ 

(Mark One)

☒

QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

FOR THE QUARTERLY PERIOD ENDED SEPTEMBER 30, 2013

OR

☐TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACTOF 1934
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FOR THE TRANSITION PERIOD FROM              TO             

Commission File Number: 001-33045

 __________________________ 

ICF International, Inc.

(Exact name of Registrant as Specified in its Charter)

__________________________ 

Delaware 22-3661438
(State or Other Jurisdiction of

Incorporation or Organization)

(I.R.S. Employer

Identification No.)

9300 Lee Highway, Fairfax, VA 22031
(Address of Principal Executive Offices) (Zip Code)

Registrant’s telephone number, including area code: (703) 934-3000

Not Applicable

(Former name, former address and former fiscal year, if changed since last report)

 __________________________ 

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.    ☒  Yes     ☐  No

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§
232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required to
submit and post such files).    ☒  Yes     ☐  No
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Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See the definitions of “large accelerated filer,” “accelerated filer,” and “smaller reporting
company” in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer☐ Accelerated filer ☒
Non-accelerated filer ☐ (Do not check if a smaller reporting company) Smaller reporting company☐

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).    

☐  Yes     ☒  No

As of November 1, 2013, there were 19,891,239 shares outstanding of the registrant’s common stock.
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PART I. FINANCIAL INFORMATION

Item  1.    Financial Statements

ICF International, Inc. and Subsidiaries

CONSOLIDATED BALANCE SHEETS

(in thousands, except share amounts)

September
30, 2013

December
31, 2012

(Unaudited)
Current Assets:
Cash $ 6,006 $14,725
Contract receivables, net 216,439 204,938
Prepaid expenses and other 10,236 7,608
Income tax receivable 2,719 11,231
Total current assets 235,400 238,502

Total property and equipment, net 27,732 28,860
Other assets:
Goodwill 421,480 410,583
Other intangible assets, net 14,738 21,016
Restricted cash 2,042 2,015
Other assets 10,887 8,745
Total Assets $ 712,279 $709,721

Current Liabilities:
Accounts payable $ 42,104 $44,665
Accrued salaries and benefits 39,176 42,264
Accrued expenses 34,359 31,779
Deferred revenue 19,069 22,333
Deferred income taxes 5,237 5,790
Total current liabilities 139,945 146,831

Long-term Liabilities:
Long-term debt 64,064 105,000
Deferred rent 12,286 10,599
Deferred income taxes 10,114 9,081
Other 18,744 9,460
Total Liabilities 245,153 280,971
Commitments and Contingencies — —
Stockholders’ Equity:
Preferred stock, par value $.001 per share; 5,000,000 shares authorized; none issued — —

21 20
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Common stock, $.001 par value; 70,000,000 shares authorized; 20,575,953 and 20,171,613
issued; and 19,869,548 and 19,559,409 outstanding as of September 30, 2013, and
December 31, 2012, respectively
Additional paid-in capital 246,680 237,262
Retained earnings 238,151 206,577
Treasury stock (16,488 ) (13,868 )
Accumulated other comprehensive loss (1,238 ) (1,241 )
Total Stockholders’ Equity 467,126 428,750
Total Liabilities and Stockholders’ Equity $ 712,279 $709,721

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

3
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ICF International, Inc. and Subsidiaries

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (UNAUDITED)

(in thousands, except per share amounts)

Three Months
Ended

September 30,

Nine Months Ended

September 30,

2013 2012 2013 2012
Gross Revenue $244,055 $237,864 $719,544 $705,154
Direct Costs 154,024 148,267 448,370 436,316
Operating costs and expenses:
Indirect and selling expenses 67,647 66,356 203,513 199,613
Depreciation and amortization 2,771 2,766 8,352 7,058
Amortization of intangible assets 2,459 3,480 7,211 10,530
Total operating costs and expenses 72,877 72,602 219,076 217,201

Operating income 17,154 16,995 52,098 51,637
Interest expense (476 ) (924 ) (1,870 ) (3,165 )
Other income (expense) 140 (116 ) 209 (379 )
Income before income taxes 16,818 15,955 50,437 48,093
Provision for income taxes 5,687 6,382 18,863 19,237
Net income $11,131 $9,573 $31,574 $28,856

Earnings per Share:
Basic $0.56 $0.49 $1.60 $1.46
Diluted $0.55 $0.48 $1.57 $1.44

Weighted-average Shares:
Basic 19,802 19,610 19,685 19,717
Diluted 20,165 19,770 20,088 20,004

Other comprehensive income:
Foreign currency translation adjustments 445 84 3 (535 )
Comprehensive income $11,576 $9,657 $31,577 $28,321

The accompanying notes are an integral part of these consolidated financial statements.
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ICF International, Inc. and Subsidiaries

CONSOLIDATED STATEMENTS OF CASH FLOWS (UNAUDITED)

(in thousands) 

Nine Months Ended

September 30,
2013 2012

Cash flows from operating activities
Net income $31,574 $28,856
Adjustments to reconcile net income to net cash provided by operating activities:
Deferred income taxes 432 2,915
Loss on disposal of fixed assets 1 102
Non-cash equity compensation 6,565 6,419
Depreciation and amortization 15,563 17,588
Amortization of debt issue costs 357 443
Deferred rent 1,898 2,745
Changes in operating assets and liabilities, net of the effect of acquisitions:
Contract receivables, net (10,199 ) 13,045
Prepaid expenses and other assets (5,337 ) (765 )
Accounts payable (1,694 ) 462
Accrued salaries and benefits (3,119 ) (115 )
Accrued expenses 4,665 2,930
Deferred revenue (3,621 ) (6,151 )
Income tax receivable and payable 8,512 (910 )
Restricted cash (27 ) (614 )
Other liabilities 1,256 (95 )
Net cash provided by operating activities 46,826 66,855

Cash flows from investing activities
Capital expenditures for property and equipment and capitalized software (10,082 ) (10,404 )
Payments for business acquisitions, net of cash received (4,763 ) (10,749 )
Net cash used in investing activities (14,845 ) (21,153 )

Cash flows from financing activities
Advances from working capital facilities 90,790 150,516
Payments on working capital facilities (131,726) (180,516)
Debt issue costs — (1,957 )
Proceeds from exercise of options 2,360 67
Tax benefits of stock option exercises and award vesting 338 649
Net payments for stockholder issuances and buybacks (2,465 ) (11,961 )
Net cash used in financing activities (40,703 ) (43,202 )
Effect of exchange rate on cash 3 (535 )
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Increase (decrease) in cash (8,719 ) 1,965
Cash, beginning of period 14,725 4,097
Cash, end of period $6,006 $6,062

Supplemental disclosure of cash flow information
Cash paid during the period for:
Interest $1,881 $2,593
Income taxes $9,764 $16,706
Non-cash investing and financing transactions:
Fair value of contingent consideration payable in connection with acquisition $8,028 $—
The accompanying notes are an integral part of these consolidated financial statements.

5
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Notes to Consolidated Financial Statements

(Dollar amounts in tables in thousands, except per share amounts)

Note 1. Basis of Presentation and Nature of Operations

Interim Results

The unaudited consolidated financial statements included in this Quarterly Report on Form 10-Q have been prepared
pursuant to the rules and regulations of the Securities and Exchange Commission (the “SEC”). These rules and
regulations permit some of the information and footnote disclosures normally included in financial statements
prepared in accordance with accounting principles generally accepted in the United States of America (“U.S. GAAP”) to
be condensed or omitted. In management’s opinion, the unaudited consolidated financial statements contain all
adjustments that are of a normal recurring nature, necessary for a fair presentation of the results of operations and
financial position of ICF International, Inc. and its subsidiaries (collectively, the “Company”) for the interim periods
presented. Operating results for the nine-month period ended September 30, 2013, are not necessarily indicative of the
results that may be expected for the year ending December 31, 2013. Certain immaterial amounts in the 2012
consolidated financial statements have been reclassified to conform to current-year presentation. The Company
believes the carrying values of cash and cash equivalents, accounts receivable, accounts payable, accrued expenses,
and other current liabilities approximate their estimated fair values at September 30, 2013, due to their short
maturities. The Company recognizes activity related to its forward contract agreements and contingent consideration
payable in connection with acquisitions at fair value. At September 30, 2013, the impact of the hedges and contingent
consideration payable to the consolidated financial statements was immaterial. The Company believes the carrying
value of the lines of credit payable approximate the estimated fair value for debt with similar terms, interest rates, and
remaining maturities currently available to companies with similar credit ratings at September 30, 2013. These
unaudited consolidated financial statements should be read in conjunction with the audited consolidated financial
statements for the year ended December 31, 2012, and the notes thereto included in the Company’s Annual Report on
Form 10-K, filed with the SEC on March 1, 2013.

Nature of Operations

The Company provides management, technology, and policy professional services in the areas of energy,
environment, and infrastructure; health, social programs, and consumer/financial; and public safety and defense. The
Company’s major clients are United States (“U.S.”) government departments and agencies, especially the Department of
Health and Human Services (“HHS”), Department of Defense (“DoD”), Department of State (“DOS”), Environmental
Protection Agency (“EPA”), Department of Homeland Security (“DHS”), U.S. Department of Agriculture (“USDA”),
Department of Housing and Urban Development (“HUD”), Department of Transportation (“DOT”), Department of
Interior (“DOI”), Department of Justice (“DOJ”), Department of Energy (“DOE”), Department of Education (“ED”) and
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National Science Foundation (“NSF”); U.S. state and local government departments and agencies; non-U.S.
governments, and multilateral institutions; and commercial clients worldwide, such as airlines, airports, electric and
gas utilities, financial institutions, health payer and provider organizations, law firms, multinational corporations,
non-profit organizations, oil companies, and retail firms. The Company offers a full range of services to these clients,
including strategy, analysis, program management, and information technology solutions that combine experienced
professional staff, industry and institutional knowledge, and analytical methods.

The Company, incorporated in Delaware, is headquartered in Fairfax, Virginia. It maintains offices throughout the
world, including over 60 offices in the U.S. and over 15 offices in key markets outside the U.S., including offices in
Beijing, Hong Kong, New Delhi, Ottawa, Toronto, Brussels, London, and Rio de Janeiro. 

Note 2. Summary of Significant Accounting Policies

Goodwill and Other Intangible Assets

The Company performs its annual goodwill impairment review as of September 30 of each year. For the purposes of
performing this review, the Company has concluded that it is one reporting unit consistent with its one reportable
segment. For the annual impairment review as of September 30, 2013, the Company opted to perform a qualitative
assessment of whether it is more likely than not that the fair value of the Company’s reporting unit is less than its
carrying amount. If, after completing the qualitative assessment, the Company determines that it is not more likely
than not that the carrying value exceeds the estimated fair value, it may conclude that no impairment exists. If the
Company concludes otherwise, a two-step goodwill impairment test must be performed which includes a comparison
of the fair value of the reporting unit to the carrying value. If the estimated fair value of the reporting unit is less than
the carrying value, a second calculation is required to measure the amount of goodwill impairment loss to be
recognized for that reporting unit, if any.

6
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The Company’s qualitative analysis as of September 30, 2013 included macroeconomic and industry and market
specific considerations, financial performance indicators and measurements, and other factors. Based on the
qualitative assessment, the Company determined that it is not more likely than not that the fair value of the Company’s
one reporting unit is less than its carrying amount, and thus the two-step impairment test is not required to be
performed for 2013. Therefore, based upon management’s review, no goodwill impairment charge was required as of
September 30, 2013. Historically, the Company has recorded no goodwill impairment charges.

Note 3. Business Combinations

Ecommerce Accelerator LLC (“ECA”)

In July 2013, the Company hired the staff of, and purchased certain assets and liabilities from, ECA, an e-commerce
technology services firm based in New York, New York. In connection with the acquisition, the Company recorded a
contingent consideration payable reflected in other long-term liabilities. The purchase was immaterial to the
Company’s financial statements taken as a whole. The addition of ECA enhanced the Company’s multi-channel,
end-to-end e-commerce solutions.

Symbiotic Engineering, L.L.C. (“Symbiotic”)

In September 2012, the Company hired the staff of, and purchased certain assets and liabilities from, Symbiotic, a
company based in Boulder, Colorado. The purchase was immaterial to the Company’s financial statements taken as a
whole. The purchase included the Sustainability Information Management System platform, which brought the
Company opportunities to provide utility clients information and analyses for better managing costs, promoting
energy efficiency, protecting the environment, and creating consumer value.

GHK Holdings Limited (“GHK”)

In February 2012, the Company completed the acquisition of GHK. With its headquarters in London, GHK is a
multi-disciplinary consultancy serving government and commercial clients on environment, employment, health,
education and training, transportation, social policy, business and economic development, and international
development issues. The purchase was immaterial to the Company’s financial statements taken as a whole. The
acquisition complemented and significantly strengthened the Company’s existing European operations and created
additional capabilities in Asian markets.

Note 4. Contract Receivables
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Contract receivables consisted of the following:

September
30, 2013

December
31, 2012

Billed $ 117,088 $ 135,917
Unbilled 100,950 70,469
Allowance for doubtful accounts (1,599 ) (1,448 )
Contract receivables, net $ 216,439 $ 204,938

Contract receivables, net of the established allowance for doubtful accounts, are stated at amounts expected to be
realized in future periods. Unbilled receivables result from revenue that has been earned in advance of billing.
Unbilled receivables can be invoiced at contractually defined intervals or milestones, as well as upon completion of
the contract or government audits. The Company anticipates that the majority of unbilled receivables will be
substantially billed and collected within one year, and therefore, classifies them as current assets in accordance with
industry practice.

The Company considers a number of factors in its estimate of allowance for doubtful accounts, including the
customer’s financial condition, historical collection experience, and other factors that may bear on collectability of the
receivables. The Company writes off contract receivables when such amounts are determined to be uncollectible.
Losses have historically been within management’s expectations.  

Note 5. Commitments and Contingencies

Litigation and Claims

The Company is involved in various legal matters and proceedings arising in the ordinary course of business. While
these matters and proceedings cause it to incur costs, including, but not limited to, attorneys’ fees, the Company
currently believes that any ultimate liability arising out of these matters and proceedings will not have a material
adverse effect on the Company’s financial position, results of operations, or cash flows.

7
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Road Home Contract

Although no legal proceeding has been commenced, the Company has received correspondence from the Office of
Community Development of the State of Louisiana, claiming that the Company is responsible for the overpayment of
Road Home program grant funds to some grant applicants. Based on statements of the Office of Community
Development, the Company could receive additional correspondence from the Office of Community Development
related to the claim. The total claim received by the Company to date is approximately $70 million. The Company
believes this claim has no merit, intends to vigorously defend its position, and has therefore not recorded a liability as
of September 30, 2013.

Note 6. Long-Term Debt

The Company entered into a Third Amended and Restated Business Loan and Security Agreement (the “Credit
Facility”) on March 14, 2012, as amended May 29, 2012 and July 31, 2013, with a syndication of eleven commercial
banks to allow for borrowings of up to $500.0 million for a period of five years (maturing March 14, 2017) under a
revolving line of credit. The Credit Facility amends and restates the Company’s previous agreement entered into on
February 20, 2008, which had allowed for borrowings of up to $350.0 million. The Credit Facility provides for
borrowings of up to $400.0 million without a borrowing base requirement, subject to limitations based upon certain
financial, performance-based calculations. The Credit Facility also provides for an “accordion feature,” which permits
additional revolving credit commitments of up to $100.0 million, subject to lenders’ approval. The Company incurred
approximately $2.0 million in additional debt issuance costs related to amending the Credit Facility, which are
amortized over the term of the agreement. The Credit Facility is collateralized by substantially all of the assets of the
Company and requires that the Company remain in compliance with certain financial and non-financial covenants.
The financial covenants, as defined in the Credit Facility, require, among other things, that the Company maintain, on
a consolidated basis for each quarter, a fixed charge coverage ratio of not less than 1.25 to 1.00 and a leverage ratio of
not more than 3.75 to 1.00. As of September 30, 2013, the Company was in compliance with its covenants under the
Credit Facility.

The Company has the ability to borrow funds under its Credit Facility at interest rates based on both LIBOR and
prime rates, at its discretion, plus their applicable margins. Interest rates on debt outstanding ranged from 1.43% to
1.46% for the first nine months of 2013.

As of September 30, 2013, the Company had $64.1 million in long-term debt outstanding, $3.0 million in outstanding
letters of credit, and unused borrowing capacity of $332.9 million under the Credit Facility. Available borrowings
under the Credit Facility, that are based on earnings and leverage ratios and exclude the accordion feature, were
$295.6 million.   

Note 7. Accounting for Stock-Based Compensation
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On June 7, 2013, the Company’s stockholders ratified an amendment (the “Amendment”) to the ICF International, Inc.
2010 Omnibus Incentive Plan (the “Omnibus Plan”). The Amendment increased the shares available for issuance under
the Omnibus Plan by 1,750,000 shares from 1,800,000 to 3,550,000. Except as noted below, the other terms of the
Omnibus Plan did not change.

The Omnibus Plan provides for the granting of options, stock appreciation rights, restricted stock, restricted stock
units (“RSUs”), performance shares, performance units, cash-based awards, and other stock-based awards to all officers,
key employees, and non-employee directors of the Company. Under the Amendment, shares awarded that are not
stock options or stock appreciation rights, are counted as 1.93 shares deducted for every one share delivered under
those awards.

The Company recognized stock-based compensation expense of $2.3 million and $2.5 million for the three months
ended September 30, 2013, and September 30, 2012, respectively, and $6.6 million and $6.4 million for the nine
months ended September 30, 2013, and September 30, 2012, respectively. Unrecognized compensation expense of
$17.4 million as of September 30, 2013, related to unvested stock options and unsettled RSUs, will be recognized over
a weighted-average period of approximately two years. During the nine months ended September 30, 2013, the
Company granted approximately 0.4 million shares in the form of equity compensation, including stock options, and
stock-settled RSUs. As of September 30, 2013, the Company had approximately 2.1 million shares available for grant
under the Omnibus Plan.

In addition to stock options and RSUs, the Company has begun to utilize Cash-Settled RSUs (“CSRSUs”) as a form of
compensation. The CSRSUs vest annually over a four-year vesting term, and are settled only in cash payments. The
cash payment is based on the fair value of the Company’s stock price at the vesting date, calculated by multiplying the
number of CSRSUs vested by the Company’s closing stock price on the vesting date. The payment is subject to a
maximum payment cap and a minimum payment floor. The Company treats these awards as liability-classified
awards, and therefore accounts for them at fair value. These awards have no impact on the shares available for grant
under the Omnibus Plan, and have no impact on the calculated shares used in earnings per share calculations.

8
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During the nine months ended September 30, 2013, the Company awarded 0.2 million CSRSUs to its employees. The
weighted-average grant date fair value of CSRSUs was $27.77 per share. Compensation expense related to CSRSUs
computed under the fair value method for the three months and nine months ended September 30, 2013, was $0.4
million and $0.8 million, respectively, based on the Company’s closing stock price of $35.41 per share as of September
30, 2013. The unrecognized expense related to CSRSUs totaled approximately $5.8 million at September 30, 2013.
These costs are expected to be recognized over a weighted-average period of 3.5 years. The aggregate intrinsic value
of CSRSUs at September 30, 2013 that are expected to vest was approximately $6.6 million.

Note 8. Income Taxes

The Company’s effective tax rate for the three-month and nine-month periods ended September 30, 2013, was 33.8%
and 37.4%, respectively.

The Company is subject to income taxes in the U.S. and various state and foreign jurisdictions. Tax statutes and
regulations within each jurisdiction are subject to interpretation and require the application of significant judgment.
The Company remains subject to examination by the U.S. and state jurisdictions for tax years 2009 through 2012 and
2008 through 2012, respectively. The Company also remains subject to examination by foreign jurisdictions for tax
years 2005 through 2012.

The Company’s total liability for unrecognized tax benefits as of September 30, 2013 and September 30, 2012 was
$1.2 million and $0.8 million, respectively. If recognized, the $1.2 million unrecognized tax benefit at September 30,
2013 would have a favorable impact on the Company’s effective tax rate. The Company anticipates a decrease in
unrecognized tax benefits during the next 12 months of approximately $0.6 million.

The Company reports penalties and interest related to unrecognized tax benefits in net income before tax. The
Company has made no provision for deferred U.S. income taxes or additional foreign taxes on future unremitted
earnings of its controlled foreign subsidiaries because the Company considers these earnings to be permanently
invested. 

Note 9. Earnings Per Share

Basic earnings per share (“EPS”) is computed by dividing reported net income by the weighted-average number of
shares outstanding. Diluted EPS considers the potential dilution that could occur if common stock equivalents were
exercised or converted into stock. The difference between the basic and diluted weighted-average equivalent shares
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with respect to the Company’s EPS calculation is due entirely to the assumed exercise of stock options and the vesting
of restricted stock and settlement of RSUs. The dilutive effect of stock options and RSUs excludes shares that would
be anti-dilutive to the calculation of EPS if included. For the three-month and nine-month periods ended September
30, 2013, approximately 0.2 million and 0.3 million anti-dilutive weighted-average shares were excluded from the
calculation of EPS, respectively. For the three-month and nine-month periods ended September 30, 2012,
approximately 0.5 million and 0.4 million anti-dilutive weighted-average shares were excluded from the calculation of
EPS, respectively. The dilutive effect of stock options, restricted stock, and RSUs for each period reported is
summarized below:

Three Months
Ended

September 30,

Nine Months
Ended

September 30,
2013 2012 2013 2012

Net Income $11,131 $9,573 $31,574 $28,856

Weighted-average number of basic shares outstanding during the period 19,802 19,610 19,685 19,717
Dilutive effect of stock options, restricted stock and RSUs 363 160 403 287
Weighted-average number of diluted shares outstanding during the period 20,165 19,770 20,088 20,004

Basic earnings per share $0.56 $0.49 $1.60 $1.46
Diluted earnings per share $0.55 $0.48 $1.57 $1.44

9
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Item 2.     Management’s Discussion and Analysis of Financial Condition and Results of Operations

FORWARD-LOOKING STATEMENTS 

Some of the statements in this Quarterly Report on Form 10-Q constitute forward-looking statements as defined in the
Private Securities Litigation Reform Act of 1995, as amended. These statements involve known and unknown risks,
uncertainties, and other factors that may cause our actual results, levels of activity, performance, or achievements to
be materially different from any future results, levels of activity, performance, or achievements expressed or implied
by such forward-looking statements. In some cases, you can identify these statements by forward-looking words such
as “anticipate,” “believe,” “could,” “estimate,” “expect,” “intend,” “may,” “plan,” “potential,” “should,” “will,” “would,” or similar words. You
should read statements that contain these words carefully. The risk factors described in our filings with the SEC, as
well as any cautionary language in this Quarterly Report on Form 10-Q, provide examples of risks, uncertainties, and
events that may cause our actual results to differ materially from the expectations we describe in our forward-looking
statements, including, but not limited to:

•
our dependence on contracts with U.S. federal, state,
and local government agencies and departments for
the majority of our revenue;

•

failure by Congress or other governmental bodies to
approve budgets in a timely fashion including, but not
limited to, budgetary cuts resulting from automatic
sequestration under the Budget Control Act of 2011;

•results of routine and non-routine government auditsand investigations;

•failure to receive the full amount of our backlog;

•difficulties in implementing our acquisitionstrategy;

•difficulties in expanding our service offerings andclient base;

•liabilities arising from our completed Road Homecontract with the State of Louisiana; and

•additional risks as a result of having non-U.S.operations.
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Our forward-looking statements are based on the beliefs and assumptions of our management and the information
available to our management at the time these disclosures were prepared. Although we believe the expectations
reflected in these statements are reasonable, we cannot guarantee future results, levels of activity, performance, or
achievements. You should not place undue reliance on these forward-looking statements, which apply only as of the
date of this Quarterly Report on Form 10-Q. We undertake no obligation to update these forward-looking statements,
even if our situation changes in the future.

The terms “we,” “our,” “us,” and “the Company,” as used throughout this Quarterly Report on Form 10-Q refer to ICF
International, Inc. and its consolidated subsidiaries, unless otherwise indicated. The term “federal government” refers to
the United States (U.S.) government, unless otherwise indicated.

OVERVIEW AND OUTLOOK

We provide management, technology, and policy consulting and implementation services to government and
commercial clients. We help our clients conceive, develop, implement, and improve solutions that address complex
natural resource, social, and public safety issues. Our services primarily address three key markets: energy,
environment, and infrastructure; health, social programs, and consumer/financial; and public safety and defense. We
provide services across these three markets that deliver value throughout the entire life cycle of a policy, program,
project, or initiative, from concept analysis and design through implementation and evaluation and, when applicable,
improvement.

Our federal government clients have included every cabinet-level department, primarily with HHS, DoD, DOS, EPA,
DHS, USDA, HUD, DOT, DOI, DOJ, DOE, ED and NSF. We also serve a variety of commercial clients, many of
which have a global presence. For the three months ended September 30, 2013, revenue generated by U.S. federal
government clients and commercial clients was 58% and 27%, respectively. The remaining 15% of revenue was
generated by state and local government clients, as well as non-U.S. government clients.

In the third quarter of 2013, we continued to see growth in commercial client revenue while U.S. federal government
client revenues remained stable. Gross revenue increased approximately 2.6% to $244.1 million for the three months
ended September 30, 2013 compared to the prior year period. Operating income increased approximately 0.9% to
$17.2 million, and net income increased approximately 16.3% to $11.1 million for the three months ended September
30, 2013 compared to the prior year period. We anticipate that we will continue to be able to grow net income at a
higher rate than our growth in revenue. The total value of contract backlog was $1,664.0 million at September 30,
2013, and $1,612.4 at September 30, 2012.

10

Edgar Filing: ICF International, Inc. - Form 10-Q

21



Edgar Filing: ICF International, Inc. - Form 10-Q

22



Our future results will depend on the success of our strategy to enhance our client relationships and seek larger
engagements across the program life cycle in our three key markets, and to complete and successfully integrate
additional acquisitions. In our three markets, we will continue to focus on building scale in domain and horizontal
expertise; developing business with both our government and commercial clients; and replicating our business model
geographically throughout the world. In doing so, we will continue to evaluate acquisition opportunities that enhance
our subject matter knowledge, broaden our service offerings, and/or provide scale in specific geographies.

While we continue to see favorable long-term market opportunities, there are certain near-term challenges facing all
government service providers. The federal government’s budget deficit, the national debt, and prevailing economic
conditions could negatively affect federal government expenditures on programs we support. Substantial
congressional debate has occurred, and is ongoing, regarding the amount of government spending, spending priorities,
and deficit reduction actions as indicated by the most recent government “shut down” in October 2013. We expect that
the October shut down will have a negative impact on our operations and financial position in the fourth quarter of
2013, and we are continuing to assess what the full impact will be.

We anticipate this debate will continue to be an industry overhang for the foreseeable future for us and our peers.
While actions by Congress could result in reductions in discretionary spending by the federal government that could
delay or reduce our revenue, profit, and cash flow and have a negative impact on our business and results of
operations, we believe we are well positioned in markets that have been, and will continue to be, priorities to the
federal government.

We believe that the combination of internally generated funds, available bank borrowings, and cash and cash
equivalents on hand will provide the required liquidity and capital resources necessary to fund on-going operations,
potential acquisitions, customary capital expenditures, and other current working capital requirements.

Key Markets:

• 

Energy, environment, and infrastructure. We provide advisory services on energy and environmental issues for
both government and commercial clients relating to power markets, energy demand, environmental policy, and the
transportation industry. We develop implementation solutions for industry-related challenges such as increasing
energy efficiency needs and managing the environmental challenges of large infrastructure projects.

• Health, social programs, and consumer/financial. We provide advisory services, implementation services,
including program development and information technology applications, and evaluation and improvement services
for public health issues and for a variety of social programs, such as those focused on education, housing, and
veterans. We also provide advisory and technology services to consumer and financial businesses and government
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agencies that interact with those businesses.

• 
Public safety and defense. We provide advisory and implementation services concerning public safety, including
crime and justice, and for homeland security in all phases of program development and critical infrastructure
protection. Our defense services include logistical program support, modeling and simulation, and cybersecurity.

Key Services:

• 

Advisory Services. We provide policy, regulatory, technology, and other advice to our clients to help them address
and respond to the challenges they face. Our advisory services include needs and market assessments, policy
analysis, strategy and concept development, organizational assessment and strategy, enterprise architecture, and
program design.

• 
Implementation Services. We implement and manage technological, organizational, and management solutions for
our clients, including information technology solutions, project and program management, project delivery, strategic
communications, and training. These services often relate to the advisory services we provide.

• 
Evaluation and Improvement Services. We provide evaluation and improvement services that help our clients
increase the effectiveness and transparency of their programs. These services include program evaluations,
continuous improvement initiatives, performance management, benchmarking, and return-on-investment analyses.
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Key Clients:

• 
Government. We provide our advisory, implementation, and evaluation and improvement services to government,
and multilateral institutions. These clients include U.S. federal clients, U.S. state and local clients, and non-U.S.
government clients.

• 
Commercial. We also provide our services to commercial clients worldwide, such as airlines, airports, electric and
gas utilities, financial institutions, health payer and provider organizations, law firms, multinational corporations,
non-profit organizations, oil companies, and retail firms. These clients include both U.S. and non-U.S. based clients.

Our clients utilize our advisory services because we offer a combination of deep subject-matter expertise and
institutional experience in our market areas. We believe that our domain expertise and the program knowledge
developed from our advisory engagements further position us to provide implementation and evaluation and
improvement services.

Employees and Offices:

We have more than 4,500 employees around the globe, including many recognized as thought leaders in their
respective fields. We serve clients globally from our headquarters in the metropolitan Washington, D.C. area, our
more than 60 regional offices throughout the U.S. and over 15 offices in key markets outside the U.S., including
offices in Beijing, Hong Kong, New Delhi, Ottawa, Toronto, Brussels, London, and Rio de Janeiro. 

CRITICAL ACCOUNTING ESTIMATES

Goodwill and other intangible assets 

Goodwill represents the excess of costs over fair value of assets of businesses acquired. Goodwill and intangible
assets acquired in a business combination and determined to have an indefinite useful life are not amortized, but
instead reviewed annually for impairment, or more frequently if impairment indicators arise. Intangible assets with
estimable useful lives are amortized over such lives and reviewed for impairment.
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We perform our annual goodwill impairment review as of September 30 of each year. For the purposes of performing
this review, we have concluded that the Company is one reporting unit.  For the annual impairment review as of
September 30, 2013, we opted to perform a qualitative assessment of whether it is more likely than not that our
reporting unit's fair value is less than its carrying amount. If, after completing our qualitative assessment, we
determine that it is not more likely than not that the carrying value exceeds the estimated fair value, we may conclude
that no impairment exists. If we conclude otherwise, a two-step goodwill impairment test must be performed which
includes a comparison of the fair value of the reporting unit to the carrying value. When required, we estimate the fair
value of our one reporting unit using a market-based approach, which includes certain premiums. We conduct a
market comparison in which we assess premiums paid in excess of market price in acquisitions of other
publicly-traded companies occurring within the past four years of our review. In our comparison, we take into
consideration the market, industry, geographic location, and other relevant information of such companies. We then
select an appropriate premium based on these factors and apply it to our determination of fair value. We view
premiums paid in excess of market price to be derived from potential synergies and benefits gained as a result of the
acquisition and, accordingly, we believe the inclusion of these premiums in our determination of fair value is
appropriate. If the estimated fair value of the reporting unit is less than the carrying value, a second calculation is
required to measure the amount of goodwill impairment loss to be recognized for that reporting unit, if any.

Our qualitative analysis as of September 30, 2013 included macroeconomic and industry and market specific
considerations, financial performance indicators and measurements, and other factors. Based on our qualitative
assessment, we determined that it is not more likely than not that the fair value of our one reporting unit is less than its
carrying amount, and thus the two-step impairment test is not required to be performed for 2013. Therefore, based
upon management’s review, no goodwill impairment charge was required as of September 30, 2013. Historically, we
have recorded no goodwill impairment charges.
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RESULTS OF OPERATIONS

Three Months ended September 30, 2013, compared to Three Months ended September 30, 2012

The following table sets forth certain items from our unaudited consolidated statements of comprehensive income and
the period-over-period rate of change in each of them and expresses these items as a percentage of revenue for the
periods indicated. 

Three Months Ended September 30,

Year-to-Year
Change Three
Months Ended
September 30,

2013 2012 2013 2012 2012 to 2013  

Dollars

(In Thousands)
Percentages

Dollars

(In
Thousands)Percent

Gross Revenue $244,055 $237,864 100.0% 100.0% $6,191 2.6 %
Direct Costs 154,024 148,267 63.1 % 62.3 % 5,757 3.9 %
Operating Costs and Expenses
Indirect and selling expenses 67,647 66,356 27.7 % 27.9 % 1,291 1.9 %
Depreciation and amortization 2,771 2,766 1.2 % 1.2 % 5 0.2 %
Amortization of intangible assets 2,459 3,480 1.0 % 1.5 % (1,021) (29.3 )%
Total Operating Costs and Expenses 72,877 72,602 29.9 % 30.6 % 275 0.4 %
Operating Income 17,154 16,995 7.0 % 7.1 % 159 0.9 %
Other (Expense) Income
Interest expense (476 ) (924 ) (0.2 )% (0.3 )% 448 (48.5 )%
Other income (expense) 140 (116 ) 0.1 % (0.1 )
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