
 

UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549
___________

FORM 8-K

CURRENT REPORT
Pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934

Date of report: August 13, 2018
Date of earliest event reported: August 9, 2018

___________

MAXIMUS, INC.
(Exact name of registrant as specified in its charter)

Virginia
(State or other jurisdiction

of incorporation)

1-12997
(Commission
File Number)

54‑1000588
(I.R.S. Employer
Identification No.)

1891 Metro Center Drive,
Reston, Virginia

(Address of principal executive offices)

20190-5207
(Zip Code)

Registrant’s telephone number, including area code: (703) 251-8500

Not Applicable
(Former name or former address, if changed since last report)

Check the appropriate box below if the Form 8-K filing is intended to simultaneously satisfy the filing obligation of the registrant under any of the following
provisions:

o    Written communications pursuant to Rule 425 under the Securities Act (17 CFR 230.425)

o    Soliciting material pursuant to Rule 14a-12 under the Exchange Act (17 CFR 240.14a-12)

o    Pre-commencement communications pursuant to Rule 14d-2(b) under the Exchange Act (17 CFR 240.14d-2(b))

o    Pre-commencement communications pursuant to Rule 13e-4(c) under the Exchange Act (17 CFR 240.13e-4(c))

Indicate by check mark whether the registrant is an emerging growth company as defined in Rule 405 of the Securities Act of 1933 (§230.405 of this chapter) or
Rule 12b-2 of the Securities Exchange Act of 1934 (§240.12b-2 of this chapter).

Emerging growth company    o

If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition period for complying with any new or
revised financial accounting standards provided pursuant to Section 13(a) of the Exchange Act. o



 

Item 2.02    Results of Operations and Financial Condition.
 
On August 9, 2018, the Company issued a press release announcing its financial results for the quarter ended June 30, 2018. The
full text of the press release is furnished as Exhibit 99.1 to this Current Report on Form 8-K and incorporated by reference into this
Item 2.02.

On August 9, 2018, the Company held a conference call with respect to these financial results. The conference call was open to
the public. The transcript and slide presentation that accompanied the call are furnished as Exhibit 99.2 and Exhibit 99.3 to this
Current Report on Form 8-K and incorporated by reference into this Item 2.02.

Item 9.01    Financial Statements and Exhibits.

(d)     Exhibits. The following exhibits are being furnished pursuant to Item 2.02 above.
  

Exhibit No. Description
  
99.1 Press release dated August 9, 2018
99.2 Conference call transcript for Earnings Call - August 9, 2018
99.3 Conference call slide presentation for Earnings Call - August 9, 2018
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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
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   David R. Francis  
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FOR IMMEDIATE RELEASE  CONTACT: Lisa Miles 703.251.8637
   lisamiles@maximus.com
Date: August 9, 2018    

MAXIMUS Reports Fiscal Year 2018 Third Quarter Results
- Company to Increase Quarterly Cash Dividend to $0.25 per Share -

(RESTON, Va. - August 9, 2018) - MAXIMUS (NYSE: MMS), a leading provider of government services worldwide, today reported
financial results for the three and nine months ended June 30, 2018.

Highlights for the third quarter of fiscal year 2018 include:

• Revenue of $597.9 million compared to $600.4 million reported for the same period last
year

• Diluted earnings per share of $0.91 compared to $0.86 for the same period last
year

• Cash flows from operations of $72.5 million and free cash flow of $64.1
million

• Year-to-date signed contract awards of $2.0 billion and contracts pending (awarded but unsigned)
of
$779.4 million at June 30, 2018

• Sales pipeline of $2.9 billion at June 30,
2018

• An expansion of the Company's share repurchase program of up to $200 million and the purchase of 995,000 shares in the
quarter

• Today, the Company announced a significant increase to the quarterly cash dividend from the current payout of $0.045 per share to
$0.25 per share, which is a yield of approximately 1.5%, effective November 2018.

For the third quarter of fiscal 2018, revenue totaled $597.9 million as compared to $600.4 million reported for the same period last year.
Organic growth in the Health Services Segment offset expected revenue declines in the U.S. Federal Services and Human Services
Segments.

Financial results in the third quarter benefited from several change orders which provided a $15.5 million uplift to revenue and operating
income. The change orders were signed and recorded in the third quarter, but the related costs were incurred in prior periods. The change
order benefit was offset by certain large contracts in the Health Services Segment that were recently renewed and reset, as well as by the
ongoing startup of contracts in the Human Services Segment.

As a result, for the third quarter of fiscal 2018, operating income totaled $82.6 million, yielding an operating margin of 13.8%.

For the third quarter of fiscal 2018, net income attributable to MAXIMUS totaled $59.9 million (or $0.91 of diluted earnings per share). This
compares to fiscal 2017 third quarter diluted earnings per share of $0.86.
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Health Services Segment
Health Services Segment revenue for the third quarter of fiscal 2018 increased 7% to $359.1 million compared to $335.1 million reported
for the same period last year. The increase in revenue was driven by organic growth, including $13.7 million from the aforementioned
change orders.

Operating margin for the third quarter of fiscal 2018 was 17.8% compared to 15.4% reported for the prior-year period. The accretive
change orders were offset by forecasted changes on several sizable contracts that were rebid, extended or the option periods were
exercised where the contracts have commenced service and are in the early cycles of program and margin maturity. Excluding the change
orders, Health Services Segment operating margin would have been 14.5% in the third quarter of fiscal 2018.

U.S. Federal Services Segment
As expected, U.S. Federal Services Segment revenue for the third quarter of fiscal 2018 decreased 15% to $112.2 million compared to
$131.6 million reported for the same period last year. As previously disclosed, the lower revenue was largely due to contracts that ended.

Operating margin for the third quarter of fiscal 2018 was 13.3% compared to 12.1% reported for the prior-year period. The increase in
operating margin was driven by higher volumes on a couple of performance-based contracts.

Human Services Segment
Human Services Segment revenue for the third quarter of fiscal 2018 decreased 5% to $126.6 million compared to $133.8 million reported
for the same period last year due to the wind-down of several contracts both domestically and internationally, including the Work
Programme and Work Choice contracts in the U.K. which are set to end in fiscal 2019. Third quarter revenue and operating income
benefited from a $1.8 million change order that was disclosed last quarter.

Operating margin for the third quarter of fiscal 2018 was 5.9% compared to 12.2% reported for the prior-year period. As expected,
operating margin was tempered by a number of new contracts that are in the start-up phase but performing as expected. On a normalized
basis, excluding the benefit of the change order and the unfavorable impact from the contracts in startup, operating margin would have
been 6.4% in the third quarter of fiscal 2018.

Sales and Pipeline
Year-to-date signed contract awards at June 30, 2018, totaled $2.0 billion and contracts pending (awarded but unsigned) totaled $779.4
million.
 
The sales pipeline at June 30, 2018, was $2.9 billion (comprised of approximately $0.5 billion in proposals pending, $0.7 billion in
proposals in preparation, and $1.6 billion in opportunities tracking). This compares to a pipeline of $3.0 billion at March 31, 2018. The
sequential decline reflects the conversion of pipeline into new awards during the quarter.

Balance Sheet and Cash Flows
Cash and cash equivalents at June 30, 2018, totaled $229.0 million. The Company also has $20.2 million in short-term investments that
mature in October 2018. For the three months ended June 30, 2018, cash flows from operations totaled $72.5 million, with free cash flow
of $64.1 million.

At June 30, 2018, days sales outstanding (DSO) were 66 and consistent with the prior year.
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On June 25, 2018, the Company announced an expansion to its board-authorized share repurchase program with an increase of up to
$200 million. During the third quarter, MAXIMUS repurchased 995,000 shares of common stock for $61.6 million.

On May 31, 2018, MAXIMUS paid a quarterly cash dividend of $0.045 per share. On July 12, 2018, the Company announced a
$0.045 per share cash dividend, payable on August 31, 2018, to shareholders of record on August 15, 2018.

The Board of Directors also announced today its intent to increase the Company's quarterly cash dividend effective in November 2018.
The quarterly cash dividend will increase to $0.25 per share or $1.00 per share per year which is an approximate yield of 1.5%.

Outlook
MAXIMUS is reiterating its fiscal 2018 revenue and earnings guidance. The Company expects revenue to range between $2.400 billion
and $2.440 billion and GAAP diluted earnings per share to range from $3.30 to $3.40 for fiscal 2018.

Bruce Caswell, President and Chief Executive Officer of MAXIMUS, commented, "With several recent new wins and new programs in the
start-up phase, we are focused on excellent execution and strong cash generation, driving innovation through digital solutions to simplify
citizen engagement with critical programs and effectively balancing resources in geographies where full employment has reduced volumes
in certain programs we operate. We have made meaningful progress on our strategic initiatives and execution against our long-term plan.
As with any guiding strategy, it will continue to evolve so that we can meet the needs of our clients and capitalize on emerging
opportunities."

Conference Call and Webcast Information
MAXIMUS will host a conference call this morning, August 9, 2018, at 9:00 a.m. (ET). The call is open to the public and is available by
webcast at http://investor.maximus.com or by phone at:
    

877.407.8289 (Domestic)/+1.201.689.8341 (International)

For those unable to listen to the live call, a replay will be available through August 23, 2018. Callers can access the replay by calling:

877.660.6853 (Domestic)/+1.201.612.7415 (International)
Replay conference ID number: 13681729

About MAXIMUS
Since 1975, MAXIMUS has operated under its founding mission of Helping Government Serve the People®, enabling citizens around the
globe to successfully engage with their governments at all levels and across a variety of health and human services programs. MAXIMUS
delivers innovative business process management and technology solutions that contribute to improved outcomes for citizens and higher
levels of productivity, accuracy, accountability and efficiency of government-sponsored programs. With more than 20,000 employees
worldwide, MAXIMUS is a proud partner to government agencies in the United States, Australia, Canada, Saudi Arabia, Singapore and the
United Kingdom. For more information, visit maximus.com.

Non-GAAP Measures
We utilize non-GAAP measures where we believe it will assist the user of our financial statements in understanding our business. The
presentation of these measures is meant to complement, and not replace,
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other financial measures in this document. The presentation of non-GAAP numbers is not meant to be considered in isolation, nor as
alternatives to revenue growth, cash flows from operations or net income as measures of performance. These non-GAAP measures, as
determined and presented by us, may not be comparable to related or similarly titled measures presented by other companies.

In this news release, we use the following non-GAAP measures: organic revenue growth, constant currency movement and free cash flow.
A description of these measures, including a description of our use of these measures and our methodology for calculating them, is
included in our most recent Annual Report on Form 10-K, filed with the Securities and Exchange Commission on November 20, 2017. We
have included a reconciliation of free cash flow to cash flows from operations in this news release.

Statements that are not historical facts, including statements about the Company’s confidence and strategies and the Company’s expectations about revenues,
results of operations, profitability, future contracts, market opportunities, acquisitions, technology-driven innovations, digital transformation, market demand or
acceptance of the Company’s current or future products or services, are forward-looking statements that involve risks and uncertainties. These uncertainties
could cause the Company’s actual results to differ materially from those indicated by such forward-looking statements and include reliance on government
clients; risks associated with government contracting; risks involved in managing government projects; legislative changes and political developments;
opposition from government unions; challenges resulting from growth; adverse publicity; and legal, economic, and other risks detailed in Exhibit 99.1 to the
Company’s most recent Annual Report filed with the Securities and Exchange Commission, found on maximus.com.
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MAXIMUS, Inc.
CONSOLIDATED STATEMENTS OF OPERATIONS

(Amounts in thousands, except per share data)
(Unaudited)

 Three Months Ended June 30,  Nine Months Ended June 30,
 2018  2017  2018  2017
Revenue $ 597,855  $ 600,447  $ 1,833,790  $ 1,830,058
Cost of revenue 443,171  448,258  1,378,343  1,380,734

Gross profit 154,684  152,189  455,447  449,324
Selling, general and administrative expenses 69,588  68,308  211,706  202,302
Amortization of intangible assets 2,525  2,720  7,846  9,508
Restructuring costs —  —  2,320  2,242
Gain on sale of a business —  650  —  650

Operating income 82,571  81,811  233,575  235,922
Interest expense 85  458  410  2,051
Other income, net 2,249  1,306  3,928  1,986

Income before income taxes 84,735  82,659  237,093  235,857
Provision for income taxes 24,493  24,871  61,793  78,643

Net income 60,242  57,788  175,300  157,214
Income attributable to noncontrolling interests 381  870  856  1,117

Net income attributable to MAXIMUS $ 59,861  $ 56,918  $ 174,444  $ 156,097

Basic earnings per share attributable to MAXIMUS $ 0.91  $ 0.87  $ 2.65  $ 2.38
Diluted earnings per share attributable to MAXIMUS $ 0.91  $ 0.86  $ 2.64  $ 2.36
Dividends paid per share $ 0.045  $ 0.045  $ 0.135  $ 0.135

Weighted average shares outstanding:    
Basic 65,630  65,571  65,777  65,637

Diluted 65,925  66,082  66,131  66,023
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MAXIMUS, Inc.
CONSOLIDATED BALANCE SHEETS

(Amounts in thousands)

 June 30, 2018  September 30, 2017

 (unaudited)   
ASSETS    

Current assets:    
Cash and cash equivalents $ 229,021  $ 166,252
Short-term investments 20,166  —
Accounts receivable — billed and billable 398,751  394,338
Accounts receivable — unbilled 36,155  36,475
Income taxes receivable 5,480  4,528
Prepaid expenses and other current assets 49,703  55,649

Total current assets 739,276  657,242
Property and equipment, net 84,944  101,651
Capitalized software, net 22,379  26,748
Goodwill 400,904  402,976
Intangible assets, net 90,693  98,769
Deferred contract costs, net 14,025  16,298
Deferred compensation plan assets 33,184  28,548
Deferred income taxes 7,502  7,691
Other assets 8,152  10,739

Total assets $ 1,401,059  $ 1,350,662

LIABILITIES AND SHAREHOLDERS’ EQUITY    
Current liabilities:    

Accounts payable and accrued liabilities $ 98,486  $ 122,083
Accrued compensation and benefits 80,049  105,667
Deferred revenue 50,739  71,722
Income taxes payable 3,595  4,703
Other liabilities 11,177  12,091

Total current liabilities 244,046  316,266
Deferred revenue, less current portion 22,601  28,182
Deferred income taxes 29,090  20,106
Deferred compensation plan liabilities, less current portion 32,354  30,707
Other liabilities 17,221  9,633

Total liabilities 345,312  404,894
Shareholders’ equity:    

Common stock, no par value 491,852  475,592
Accumulated other comprehensive loss (34,894 )  (27,619 )
Retained earnings 594,901  492,112

Total MAXIMUS shareholders’ equity 1,051,859  940,085
Noncontrolling interests 3,888  5,683

Total equity 1,055,747  945,768

Total liabilities and equity $ 1,401,059  $ 1,350,662
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MAXIMUS, Inc.
CONSOLIDATED STATEMENTS OF CASH FLOWS

(Amounts in thousands)
(Unaudited)

  Three Months Ended June 30,  
Nine Months Ended

June 30,
  2018  2017  2018  2017
Cash flows from operations:         
Net income  $ 60,242  $ 57,788  $ 175,300  $ 157,214
Adjustments to reconcile net income to cash flows from operations:         

Depreciation and amortization of property, equipment and capitalized software  12,828  13,449  39,902  43,416
Amortization of intangible assets  2,525  2,720  7,846  9,508
Deferred income taxes  18,053  14,335  8,874  8,614
Stock compensation expense  4,389  5,588  15,713  15,822
Gain on sale of a business  —  (650)  —  (650)

         
Change in assets and liabilities:         

Accounts receivable — billed and billable  11,733  57,993  (6,789)  68,023
Accounts receivable — unbilled  5,042  (3,822)  312  (7,267)
Prepaid expenses and other current assets  (3,020)  (1,568)  5,506  5,944
Deferred contract costs  446  116  2,240  1,114
Accounts payable and accrued liabilities  (20,525)  (19,694)  (23,696)  (37,413)
Accrued compensation and benefits  (444)  4,590  (15,835)  (1,703)
Deferred revenue  (1,939)  (417)  (25,728)  (16,270)
Income taxes  (12,721)  (15,345)  5,913  5,370
Other assets and liabilities  (4,118)  166  (498)  375

Cash flows from operations  72,491  115,249  189,060  252,097
         
Cash flows from investing activities:         

Purchases of property and equipment and capitalized software costs  (8,377)  (6,113)  (21,552)  (19,088)

Acquisition of part of noncontrolling interest  —  —  (157)  —
Proceeds from the sale of a business  —  650  —  1,035
Purchases of short-term investments  (19,996)  —  (19,996)  —
Other  92  267  275  485

Cash used in investing activities  (28,281)  (5,196)  (41,430)  (17,568)
         
Cash flows from financing activities:         

Cash dividends paid to MAXIMUS shareholders  (2,936)  (2,917)  (8,801)  (8,754)
Repurchases of common stock  (60,949)  —  (61,987)  (28,858)
Tax withholding related to RSU vesting  —  —  (8,529)  (9,267)
Borrowings under credit facility  10,000  20,000  134,683  155,000
Repayment of credit facility and other long-term debt  (10,034)  (120,074)  (134,786)  (304,902)
Stock option exercises  —  370  —  370
Other  (1,928)  (80)  (4,058)  (1,225)

Cash used in financing activities  (65,847)  (102,701)  (83,478)  (197,636)
         
Effect of exchange rate changes on cash and cash equivalents  (2,569)  2,164  (1,383)  1,286

         
Net increase in cash and cash equivalents  (24,206)  9,516  62,769  38,179
         
Cash and cash equivalents, beginning of period  253,227  94,862  166,252  66,199

         
Cash and cash equivalents, end of period  $ 229,021  $ 104,378  $ 229,021  $ 104,378
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MAXIMUS, Inc.
SEGMENT INFORMATION
(Amounts in thousands)

(Unaudited)

 Three Months Ended June 30,  Nine Months Ended June 30,
  2018  % (1)  2017  % (1)  2018  % (1)  2017  % (1)
Revenue:         
Health Services  $ 359,050  100%  $ 335,090  100%  $ 1,076,773  100%  $ 1,024,813  100%
U.S. Federal Services  112,226  100%  131,589  100%  361,536  100%  418,257  100%
Human Services  126,579  100%  133,768  100%  395,481  100%  386,988  100%

Total  $ 597,855  100%  $ 600,447  100%  $ 1,833,790  100%  $ 1,830,058  100%

                 
Gross Profit:           
Health Services  $ 97,254  27.1%  $ 83,269  24.8%  $ 286,517  26.6%  $ 247,957  24.2%
U.S. Federal Services  32,276  28.8%  33,627  25.6%  93,008  25.7%  107,774  25.8%
Human Services  25,154  19.9%  35,293  26.4%  75,922  19.2%  93,593  24.2%

Total  $ 154,684  25.9%  $ 152,189  25.3%  $ 455,447  24.8%  $ 449,324  24.6%

                 

Selling, general, and
administrative expense:             
Health Services  $ 33,472  9.3%  $ 31,716  9.5%  $ 102,078  9.5%  $ 89,737  8.8%
U.S. Federal Services  17,399  15.5%  17,757  13.5%  51,587  14.3%  56,379  13.5%
Human Services  17,685  14.0%  18,925  14.1%  57,009  14.4%  55,827  14.4%
Other (2)  1,032  NM  (90)  NM  1,032  NM  359  NM

Total (3)  $ 69,588  11.6%  $ 68,308  11.4%  $ 211,706  11.5%  $ 202,302  11.1%

                 
Operating income:             
Health Services  $ 63,782  17.8%  $ 51,553  15.4%  $ 184,439  17.1%  $ 158,220  15.4%
U.S. Federal Services  14,877  13.3%  15,870  12.1%  41,421  11.5%  51,395  12.3%
Human Services  7,469  5.9%  16,368  12.2%  18,913  4.8%  37,766  9.8%

Amortization of intangible
assets  (2,525)  NM  (2,720)  NM  (7,846)  NM  (9,508)  NM
Restructuring costs (4)  —  NM  —  NM  (2,320)  NM  (2,242)  NM
Gain on sale of a business (5)  —  NM  650  NM  —  NM  650  NM
Other (2)  (1,032)  NM  90  NM  (1,032)  NM  (359)  NM

Total  $ 82,571  13.8%  $ 81,811  13.6%  $ 233,575  12.7%  $ 235,922  12.9%

(1)    Percentage of respective segment revenue. Percentages not considered meaningful are marked “NM.”
(2) Other costs and credits relate to selling, general and administrative expenses (SG&A) that do not relate directly to segment business activities. The majority of charges recorded in

the periods above relate to two proposed disallowances by the Centers for Medicare and Medicaid Services.
(3) During fiscal year 2018, we updated our methodology for allocation of costs which resulted in certain costs which had been within cost of revenue now being classified as SG&A. If

we had utilized the same methodology in fiscal year 2018 as we had in fiscal year 2017, we estimate that SG&A would have been lower by approximately $1.0 million and $3.5
million during the three and nine months ended June 30, 2018, respectively.

(4) During fiscal years 2018 and 2017, we incurred costs in restructuring our United Kingdom human services
business.

(5) In May 2016, we sold our K-12 Education business. In June 2017, we finalized the sale price and recognized a corresponding gain on
sale.
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MAXIMUS, Inc.
FREE CASH FLOW

(Non-GAAP measure)
(Amounts in thousands)

(Unaudited)

  Three Months Ended June 30,  Nine Months Ended June 30,
  2018  2017  2018  2017
Cash flows from operations  $ 72,491  $ 115,249  $ 189,060  $ 252,097
Purchases of property and equipment and capitalized software costs  (8,377)  (6,113)  (21,552)  (19,088)

Free cash flow  $ 64,114  $ 109,136  $ 167,508  $ 233,009

         

-XXX-
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MAXIMUS Fiscal 2018 Third Quarter Conference Call August 9, 2018 Page 1 Operator: Greetings and welcome to the MAXIMUS Fiscal 2018 Third Quarter Conference call. At this time, all participants are in a listen-only mode. A question and answer session will follow the formal presentation. If anyone should require operator assistance during the conference, pleases press *0 on your telephone keypad. As a reminder, this conference is being recorded. I would now like to turn the conference over to your host, Lisa Miles, Senior Vice President Investor Relations. Please, go ahead. Lisa Miles: Good morning and thank you for joining us. With me today is Bruce Caswell, President and CEO and Rick Nadeau, Chief Financial Officer. I’d like to remind everyone that a number of statements being made today will be forward looking in nature. Please remember that such statements are only predictions. Actual events and results may differ materially as a result of risks we face including those discussed in Exhibit 99.1 of our SEC filings. We encourage you to review the information contained in our earnings release today and our most recent forms 10Q and 10K filed with the SEC. The Company does not assume any obligation to revise or update these forward-looking statements to reflect subsequent events or circumstances except as required by law. Today’s presentation may contain non-GAPP financial information. Management uses this information in its internal analysis of results and believes this information may be informative to investors in engaging the quality of our financial performance, identifying trends in our results and providing meaningful period-to-period comparisons. For a reconciliation of the non-GAPP measures presented in this document, please see the company’s most recent quarterly earnings press release. And with that, I will hand the call over to Rick. Rick Nadeau: Thank you, Lisa. This morning, MAXIMUS

reported another solid quarter of financial results. In conjunction with our quarterly results, we also announced that the board of directors has approved an increase to our quarterly cash dividend effective in November 2018. The current annual payout will go from 18 cents per share, which is a yield of .3 percent is based on the current share price to $1 per share, a yield of approximately 1.5 percent. This increase comes in addition to our June 25 announcement of the expansion of our share repurchase program of up to $200 million. Our continued solid execution and cash flow generation coupled with our strong operating and financial performance provides us with the conviction to return more capital to shareholders while still maintaining enough financial flexibility required to continue to invest and grow the business, including strategic M&A. M&A continues to be a priority for the company. For the third quarter, MAXIMUS reported total company revenue of $597.9 million. Financial results in the quarter benefited from the signing of several change orders which provided a $15.5 million uplift to both revenue and operating income. We signed the change orders during



 

MAXIMUS Fiscal 2018 Third Quarter Conference Call August 9, 2018 Page 2 the third quarter, but the related costs were incurred in prior periods. This resulted in third quarter operating income of $8.26 million yielding an operating margin percentage of 13.8 percent in diluted earnings per share of 91 cents. The change order benefit was partially upset by certain large contracts in the health segment that were recently renewed and reset as well as by the ongoing startup of contracts in the human services segment. The operating margin of 12.7 percent for the nine months ended June 30, 2018 reflects a more normal margin profile. I will start my comments on segment results with the health services segment. Third quarter revenue for the health services segment increased 7 percent over the prior year, almost all of which was organic. This included favorable currency exchange translation of approximately 1 percent. Health services revenue and operating income benefited $13.7 million from the aforementioned change orders. As a result, operating margin for health services was 17.8 percent as compared to 15.4 percent in the prior year period. The segment is an operationally strong portfolio which can exceed 15 percent operating margins when circumstances are favorable. The uplift from the change orders was offset by forecasted changes on several sizeable contracts that were rebid, extended or the option periods were exercised such as the health assessment advisory service contract. The contracts have commenced service and are in the early cycles of program and margin maturity. As you might expect, operating margins in the fourth quarter for the health services segment will be at more normal levels and lower than Q3. This will also bring margins in line with the upper end of our targeted range of 10 to 15 percent, as some of these contracts will be in their early stages of maturity into fiscal 2019. As expected, third quarter revenue from the U.S. federal services

segment decreased from the same period in the prior year. For the third quarter, operating margin was 13.3 percent. Segment operating margins benefited from higher volumes on a couple of performance-based contracts, including one of our assessments and appeals contracts. As we disclosed in our annual 10K filing each year, the federal segment does contain some state-based assessments and appeals work that is naturally more accretive. The heritage of our current assessments and appeals contracts across MAXIMUS started in the federal segment with our core Medicare appeals business and state Medicaid appeals work. These state-based assessments contracts within the federal portfolio are an extension of this Medicaid appeals work and we continue to manage it within this segment. We continue to expect that the U.S. federal segment will deliver margins in the 10 to 12 percent range. But investors can expect normal fluctuations driven by changes in the mix of contract type or changes in performance-based contracts. As expected, third quarter revenue for the



 

MAXIMUS Fiscal 2018 Third Quarter Conference Call August 9, 2018 Page 3 human services segment decreased 5 percent compared to last year. As a reminder, this is due to the wind down of several contracts, both domestically and internationally, including the work program and work choice contracts in the United Kingdom which are set to end in 2019. Third quarter revenue in operating income for the human services segment benefited from a $1.8 million favorable uplift from the execution of a contract extension change order that we discussed in the second quarter. Third quarter operating margin was 5.9 percent for the human services segment. We have a number of programs in the start-up phase around the globe. As a group, these contracts are performing at expectations but are tempering operating margin as revenue continues to ramp up based on the progression and accumulation of payments tied to specific program-based outcomes such as a participant’s completion of job training. The segment’s operating margins on a normalized basis, excluding the benefit of the change order and the unfavorable impact of the startups, would have been 6.4 percent in the quarter. As a reminder, we launched the new Australian disability employment services contract on July 2, 2018, which Bruce will talk about in greater detail. This is the largest contract in startup in fiscal 2018. And as a result, we are currently forecasting a slight operating loss in Q4 of fiscal 2018 for the segment. I will now discuss the balance sheet and cash flow items. In the third quarter, MAXIMUS delivered strong cash flow from operations of $72.5 million and free cash flow of $64.1 million. Day sales outstanding were 66 days at June 30 which is in line with our expectations and consistent with the prior year. Our balance sheet continues to offer us flexibility for capital deployment and investments. At June 30 we had $249.2 million of cash, cash equivalence and short-term investments. MAXIMUS

maintains a strong track record of operational performance and a history of generating strong consistent cash flows. Over the years we have also remained committed to a sensible and disciplined approach to capital deployment. Our approach is unchanged, and we firmly believe that we can provide shareholders with reasonable returns while at the same time generating sufficient capital to pursue strategic M&A to invest and grow the business to create long term shareholder value. Our capital allocation strategy continues to favor strategic acquisitions. We have reviewed and continue to evaluate several properties. During the quarter, we purchased 995,000 shares of MAXIMUS common stock. As noted in our press release this morning, we will increase our quarterly cash dividend in November 2018. We have the financial wherewithal to significantly increase our dividend, purchase shares of MAXIMUS when the price affords us an opportunity to capture significant value and to make strategic acquisitions when they make sense.



 

MAXIMUS Fiscal 2018 Third Quarter Conference Call August 9, 2018 Page 4 With respect to guidance, we continue to expect to finish our fiscal 2018 with revenue in the range of $2.4 billion to $2.44 billion. And our diluted EPS in the range of $3.30 to $3.40. We continue to expect our cash flow from operations to be in the $225 million to $275 million range and our free cash flow to be in the $195 million to $245 million range. We will provide fiscal 2019 guidance on our November call. Lastly, MAXIMUS will adopt a new revenue recognition standard on October 1, 2018. There will be some positive impact in fiscal year 2019 and future periods for contracts during their start-up phase, in particular, our employment services contracts that have delayed outcome-based pay points. We anticipate that we will see a better match of revenue and costs on these types of contracts after we adopt the new standard. Thank you for your continued interest. I will now turn the call over to Bruce. Bruce Caswell: Thank you, Rick. And good morning, everyone. This quarter MAXIMUS delivered solid financial results. With several recent new wins, we are focused on excellent execution and strong cash generation, driving innovation through digital solutions to simplify citizen engagement with critical programs and effectively balancing resources in geographies where full employment has reduced referral volumes in certain programs we operate. We continue to make meaningful progress on our strategic market evaluation and are turning now to execution, including alignment with our M&A priorities. As with any guiding strategy, our execution against this plan will continue to evolve, being focused and yet flexible so that we can meet the needs of our clients and capitalize on emerging opportunities. Today, I want to provide an update on some of my key initiatives since taking over as CEO. As I mentioned last quarter, we established two new executive level

positions as we expand our clinical capabilities and push a broader digital agenda. Since then, we have welcomed Dr. Michael Weiner as our Chief Medical Officer. Dr. Weiner will help our general managers drive the overall strategic direction, growth and oversight of our global clinical health services. He has extensive government experience, having worked with the Department of Defense for much of his career. In addition to being a Board-Certified Physician, Dr. Weiner also holds a Master’s Degree in Information Systems Technology and is one of only a handful of physicians ever to be certified as a Chief Information Officer by the United Stated General Services Administration. Dr. Weiner’s experience includes digital automation and innovation in the area of electronic health records, including the creation of a unified inter agency electronic health record for more than 125,000 providers and 18 million beneficiaries worldwide for the Veterans Affairs Inter Agency Program Office. I’m equally pleased to welcome David Cowles into the role of Chief Digital Officer. He will assume ownership of our core digital programs and delivery teams that we’ve tasked with



 

MAXIMUS Fiscal 2018 Third Quarter Conference Call August 9, 2018 Page 5 building new capabilities that align with the strategic needs of the organization and our government clients. With nearly 30 years of operations management experience and a strong background in healthcare, David has a proven track record of driving innovation in data analytics, automation and digital transformation. David comes to MAXIMUS after spending much of his career in a variety of leadership roles at technology and consulting firms. We continue to increase our digital footprint as we drive innovation by piloting new mobile solutions to improve work flow and reduce paper-based documentation. Virtual agents to streamline the online user experience and increase the use of robotic process automation to manage certain business processes with greater efficiency. The MAXIMUS digital team is already making great strides in helping our government clients embrace digital technologies and modernize their programs. The team just wrapped up its second year supporting Medicaid recipients in Louisiana during the 2018 open enrollment period. As part of our core Medicaid offering, we provide Louisiana with a variety of digital support channels. You may recall that MAXIMUS designed and implemented the state’s mobile application for The Healthy Louisiana Medicaid program to help streamline, simplify and improve the customer enrollment journey. For the 2018 open enrollment period, digital enrollment volume, including both web and mobile doubled over last year. The greatest year-over-year increase occurred using The Healthy Louisiana mobile app where Medicaid enrollment volume tripled over last year. The Healthy Louisiana app is also gaining positive feedback from users with a 4.6 rating in both the app and Google Play stores. These ratings speak to three themes--the convenience, simplicity and speed by which a

beneficiary can complete their Medicaid enrollment. This demonstrates how we can help states improve the accessibility and usability of programs by having a keen understanding of the complex needs and circumstances of the populations we serve. July was a busy month for our teams around the globe. On July 2, the new Australian Disability Employment Services or DES contract launched successfully. Under the new contract, MAXIMUS remains one of the largest employment services providers to the Government of Australia. Delivering the DES program across 197 sites to approximately 20,000 customers with disabilities. The contract represents a significant shift in the Australian disability sector with the Government’s introduction of a consumer choice model. In response, we introduced an innovative service delivery model that encompasses a greater digital platform as part of our overall solution. This includes new digital engagement for attracting and onboarding new customers, regular digital interaction with customers throughout their journey towards employment, including celebrating success and providing incentives and the ability to provide regular feedback on the services they receive. Ultimately, the data insights we gain from our end users digital activity deepens our understanding of their needs and gives us the ability to further improve our business processes.



 

MAXIMUS Fiscal 2018 Third Quarter Conference Call August 9, 2018 Page 6 We also became the first provider of both job active and DES to achieve the nationally recognized disability confident recruiter status by the Australian Network on Disability. This represents competence in attracting, recruiting and employing individuals with disabilities. The Australian team joins our colleagues in the United Kingdom in achieving recognition for their work in serving individuals with disabilities. Both Remploy and the Centre for Health and Disability Assessments were among the first businesses in the U.K. to be awarded disability confident leader status by the U.K. Government. These are a testament to the commitment MAXIMUS has in supporting individuals with disabilities throughout our global business. Also, in the U.K., our health management subsidiary was recently awarded its first ever spot on a framework to deliver services for NHS England in the area of patient empowerment. Under the framework, we are prequalified to bid on future RFP’s in an area focused on support services for self-care programs. Our offerings under this umbrella framework encompass a mix of clinical and digital interventions that combine our revitalized digital wellbeing platform with our traditional occupational health services. The U.K. team also recently secured our first ever BPO customer contact center contract with the Department for Education, extending our reach into a new agency. Under the student bursary support services contract, we will administer student applications for financial support and payments to eligible students. This is an exciting new contract that combines our core BPO services with a digital platform to process nearly 30,000 applications and 40,000 expected inquiries annually. This three-year contract is valued at just under $9 million. Back in the United States, we have a couple of new contract awards. First, we signed a new contract to

administer the California Lifeline program which is a natural extension of our core eligibility related suite of services. California Lifeline is a state-run program that provides discounted home phone and cell phone services to eligible low-income households. As the Lifeline administrator, the scope of our work includes eligibility determination, call center services, web-based enrollments, document intake, processing and outbound mailhouse operations. The $36 million contract is projected to run 30 months and we expect to launch program operations in September. Second, just last week we signed a new contract with the North Carolina Department of Health and Human Services to provide our core Medicaid managed care enrollment broker services. The $17 million base contract started August 1 and runs through December 31, 2020. There are three additional one-year option periods. This comes on the heels of the Wisconsin Medicaid Enrollment Broker contract that we announced last month. Both of these contracts will support the state’s efforts and helping beneficiaries enroll into managed care plans. Moving onto new awards in pipeline. For fiscal 2018, year to date signed awards totaled $2 billion at June 30, 2018. Our pipeline at June 30, 2018 was $2.9 billion compared to $3 billion



 

MAXIMUS Fiscal 2018 Third Quarter Conference Call August 9, 2018 Page 7 at March 31, 2018. Due to approximately $400 million of work converting into the awarded category. The current pipeline contains opportunities across all three segments and in all of our major geographies with approximately 65 percent tied to new work versus existing work. In summary, we continue to make steady progress on our action plan with our immediate focus on completing our market evaluation. This includes analyzing current markets where we can play a more meaningful role, such as providing more clinical solutions at scale and increasing the digital capabilities we provide our government clients. And taking a fresh look at adjacent and new markets, entry to which can be enabled by strategic M&A. Acquisitions will play an important role in providing new capabilities, deepening our qualifications and opening new markets. Most importantly, they are fundamental to driving longer term organic growth. While I’m pleased with the progress we are making in executing our strategic initiatives, I want to close by reiterating our commitment to delivering solid operational and financial execution and strong cash generation. We continue to believe that the long-term macro trends remain in our favor and the core of the business is sound. With that, I’ll open it up for Q&A. Operator? Operator: Thank you. At this time, we will be conducting a question and answer session. If you would like to ask a question, please press *1 on your telephone keypad. A confirmation tone will indicate your line is in the question queue. You may press *2 if you would like to remove your question from the queue. For participants using speaker equipment, it may be necessary to pick up your handset before pressing the * keys. In the interest of time, we ask that you limit yourself to one question with one follow up. One moment, please, while we poll for questions. Our first

question today comes from Charlie Strauzer of CJS Securities. Charlie Strauzer: Hi. Good morning. Bruce Caswell: Good morning, Charlie. Charlie Strauzer: Bruce, I know that you’re not going to give guidance until next call, but maybe if you can give us kind of a broad sense as we look at kind of fiscal ’19 and give us some kind of broader strokes there? Bruce Caswell: I’d be happy to, Charlie, and thanks for the question. And you’re right. We normally give guidance in November, and we will do that again this year, so I can give you a broad sense at this time. I want to begin by emphasizing that, as I did, as we kind of closed the



 

MAXIMUS Fiscal 2018 Third Quarter Conference Call August 9, 2018 Page 8 prepared remarks that the team is executing extremely well. We’re generating strong cash flows and we aren’t doing this in a robust global economy with near full employment in a number of the markets that we serve. So, as we said, we’ve had some referral volume challenges in some of the programs in those markets. Further, we had several large contracts, as we note, that reset after being rebid, extended and where option periods were exercised. So, while a headwind in the near term, it’s important to note that those activities and those actions provide a solid foundation for our longer-term growth. So, with that as the back drop, as we look at ’19 right now, we’re looking at a rebuilding year with flat results as compared to FY18. As we discussed last quarter, its’ going to take some time to see the benefits of this strategic initiatives that we are executing on and needless to say, I am probably leading the charge as it relates to wanting to go as fast as we possibly can. We’re very much committed to returning to growth. We’ve got a $2.9 billion pipeline, 65 percent of which is new work. And we’ve been actively marketing. We’ve got a series of bids that are out there and could positively impact late ’19 and certainly into FY20. So, it is still early days in this regard. Our new work win rates are definitely healthy. So, the key here is getting the pipeline to progress through to adjudication and having fewer deals that get delayed or cancelled often through the protest process as we’ve seen. Each year, as I said before, we are very committed to doing more important work for our customers. And the pivot that we’ve been executing here over the last several years to build capability and do more clinical BPO at scale is one example of that. It’s worth noting we now have a book of business in the area of assessments and appeals that is approaching about a half a billion dollars globally.

So, our efforts right now, as a reminder, are focused on the next three to five years, as we position MAXIMUS for our next phase of growth and we’re very focused, obviously on driving long term shareholder value. Charlie Strauzer: Great. And that kind of is a good segue into my follow up question which is on the pipeline and you’re looking at the federal pipeline of opportunities there, especially with the Alliant 2 kind of now coming out of protest. Maybe give us a little update as to what you seeing if there’s opportunities on the federal side. Bruce Caswell: Yeah. Absolutely. Thanks, Charlie. So, Alliant--its worth remembering. Alliant 1 is still in place, and it runs until April 2019. So, nothing has come out yet under Alliant 2. No RFP’s or RFQ’s. So, we’re in the marketing phase. This is the time when you’re out in the agencies, having the conversations about opportunities that should be ideally procured through that vehicle. There is an industry day that our team reports was very productive and at this point we expect the GSA is going to be issuing actually a forecast of RFP’s to come out under Alliant 2 in early 2019. So, if you kind of think through that from a procurement perspective, RFP’s in early 2019 procurements awards, we’re really looking at 2020 for revenue to flow through the Alliant contract vehicle. Charlie Strauzer: Thank you.



 

MAXIMUS Fiscal 2018 Third Quarter Conference Call August 9, 2018 Page 9 Lisa Miles: Thanks, Charlie. Next question, please? Operator: Our next question is from Dave Styblo of Jeffries. Please, go ahead. Dave Styblo: Good morning. Thanks for the questions, guys. I just want to come back to describing just maybe some of the headwinds and tailwinds on the business. I guess when we entered this year, you guys had spiked out about 11 or 12 cents worth of start-up costs embedded in this year’s guidance. And I’m curious to understand how that has evolved, if that’s changed that much because certainly there’s the HAAS contract in Australia and so forth and those are a drag. I’m wondering if there was just additional startups that are creating pressures such that relating back to your comment of flat results next year. I wasn’t sure if that was revenue and EPS or just the top line comment, but I guess I would have thought there would have been some EPS benefit and to look for EPS to grow next year but it sounds like maybe that won’t be the case, just given the nature of the startup of the contracts. Can you just help us understand the ebbs and flows of that? Bruce Caswell: Sure, Dave. So, I’m going to ask Rick Nadeau to provide some comments on the nature of the ebbs and flows and the startup effects in the contracts. You know, like you said, we have had a portfolio of contracts that have been in the start-up phase across really our international business lines, mostly in the human services area. And they had presented about $12 million or 11 cents impact. It’s important to know that obviously they don’t all exit the start- up phase at the same time. And as we transition into next year, we get an increasing benefit from exiting that start-up phase, but that’s a bit backend loaded. But wanted to ask Rick to say a little bit more about those dynamics. Rick Nadeau: Yeah, Dave, I think you actually had two parts to that question. First, let me talk about the startups

that you referred to and they really are progressing as expected. I want to remind you, these are performance-based contracts. That’s’ really where revenue was recorded after certain outcomes have been reached. We do not generally get outcome-based payments in the early months of the contract, but rather they come toward the later stages of the work that we perform on the individual person, and they do tend to increase over time. Once mature, then they should get a steady flow of outcomes-based payments. We did say that we would have an 11 to 13-million-dollar operating income drag during fiscal year ’18 as a result of these startups. And we previously said that we would think those contracts would be about break even in fiscal year ’19. I think that in my prepared comments I tried to leave the note in there that with respect to the new revenue recognition standard, that--although revenue for any individual contract will not change. The period in which you recognize revenue can change. And we do think, based on our preliminary work that the revenue will tend to be recorded earlier on these outcome-based contracts. So, I think it will be a little bit better in FY19 than previously we had indicated as a



 

MAXIMUS Fiscal 2018 Third Quarter Conference Call August 9, 2018 Page 10 break even. But I don’t think that will be significant. The second part of your question I think Bruce did a good job of talking to and that really is when we have a typical BPO contract, the margins on those contracts will improve over time, as we come down to learning the curves and as we introduce innovation and things like that. So, I think when I use the words margin material program and margin maturity, I’m trying to leave you with the impression that over time once you--you know you bid a contract. Let’s say it’s a three or four-year delivery. You’re going to do better from a margin perspective over time. Then when you have a restart on that program, you’ll have a reset and the margin will come down but then it will again grow over the remainder of the life of that contract period. Dave Styblo: Sure. I get that, and I think that’s pretty well understood by investors. I guess I’m struggling to understand what doesn’t quite make sense to me is if you got the 11 cents or so that should be a tailwind for next year. It sounds like there’s really no new start-up contracts going into place. Why wouldn’t we see earnings grow next year? Seems to me like there’s some offset, especially when you have an ASC606 should be an additional benefit. I guess I’m just trying to understand what is the additional pressure that offsets the tailwind from those contracts coming off and then more broadly can you give us a sense of how much of your business is in this start-up phase, so we can get a better sense of beyond ’19 and so ’20 or ’21. What the earnings boomerang or tailwind would be from these contracts as they reach their maturity into that 10 or 15 percent typical margin? Rick Nadeau: Are you referring to the contracts that are in startup or contracts more generally? Dave Styblo: The ones that are in startup that are creating the drag right now. Rick Nadeau: Okay. So, the contracts that are in start up

pertain to about $80 million of revenue overall. And I think we said in a previous call that created incremental revenue of 25 to 30 million dollars or something close to that. So, I think that FY19 will get a little bit of a lift. I don’t think that’s going to be that significant, but it will get a lift from the new 606. What I’m trying to convey is that we have many contracts, a lot of contracts that--and it’s’ a portfolio of contracts that start off in the early stages with less operating income margin than they finish with. And we have had several of those contracts that have gone through resets in FY18. So I do think that what you’re going to see is we have at least two or three pretty good size contracts that are in a reset position, meaning that they may have had a margin that was 5 or 6 percentage points better than you would have thought but they’ll come back to a more normal level and go to the bottom end of the range of reasonableness and then over time, over the life of that contract build back up. So, it’s not a matter of just looking at the start up contracts and the human services. The portfolio will give you a little less operating income margin next year than this year.



 

MAXIMUS Fiscal 2018 Third Quarter Conference Call August 9, 2018 Page 11 Dave Styblo: Okay, thanks. Lisa Miles: Thanks, Dave. Next question, please? Operator: The next question is from Frank Sparacino of First Analysis. Please, go ahead. Frank Sparacino: Hi, guys. Maybe on the pipeline itself, so if I look at the pipeline tied to new work, it’s up substantially year over year. But the existing is down materially and I don’t know if that’s simply a timing of function in terms of when contracts come up for renewal or what other factors, dynamic are driving that. Bruce Caswell: Thanks, Frank. I’m going to ask Rick to address that. Rick Nadeau: Yeah, Frank, I wanted to make sure that when we talk about the pipeline, included in the pipeline is what we would call new work and rebids. So, when you see the new work pipeline up, that is a good thing. Overall, if the pipeline is down because of rebids that just means that there is less being rebid this year as compared to prior periods. So, I just wanted to make sure that was made clear. Was that your question or is your question--? Frank Sparacino: No, and I think I mean--and that’s’ really a timing function, right? Rick Nadeau: Yes. You could get a bigger pipeline overall in a big rebid year. So, if I’ve got a bunch of my contracts--and they don’t come out in a linear fashion. They do have a tendency to this is a bigger rebid year than that year. We’ll do some of the discussions we have around here. So, in a bigger rebid year you’re going to see a bigger pipeline. But, that’s a matter of the timing. Frank Sparacino: Sure. And then maybe just following up, so if I look at the U.K. and the new contract or I guess new framework, right, that you’re able to bid under. Can you give us a sense maybe just timing associated with that and then also what you think the opportunities there, the tan associated with that framework? Bruce Caswell: Sure, Frank. I’ll take that. So, the framework as we mentioned, it’s really hunting

license, right? So, we’ve got an opportunity now to bid on RFP’s that will come through that framework. I will note it’s pretty exciting from our perspective because we’ve been awarded a lot now that really focuses on providing support services for self-care programs aimed at enabling people to live with greater independence. So, this is really well aligned with this shift toward more digital services and clinical services in the organization. In fact, the services offerings that we’ll be able to provide under the framework will be a mix of clinical and digital interventions that build on and make use of the digital wellbeing platform that we acquired as



 

MAXIMUS Fiscal 2018 Third Quarter Conference Call August 9, 2018 Page 12 part of the Revitalised acquisition last year. And it’s worth noting, that platform already has several hundred thousand subscribers that have it available to them, largely in commercial work environments. And so, its’ something that is white labeled and provided at a large scale and so, this is a great asset that we can use to bring into this framework. Some of the applications that we’ll be able to provide that are kind of self care oriented, including wellbeing services, tele assessments, telecare and coaching, prevention services and a range of supports for adult and social care. So, it’s very timely. It’s a great win from a timing perspective. Again, like I said, I always love things to go more quickly. We expect that the initial tenders will start to come out under the framework in 2019. And so, while we’re prequalified now, we can bid on those tenders. It’s probably realistic to think that we would anticipate to see any revenue from it until 2020 from a fiscal year perspective. I probably can’t put a total address of our--I think I heard you say Tam so I can’t put a total addressable market size on that at this point since it is very much early days. Frank Sparacino: Thank you, guys. Lisa Miles: Thanks, Frank. Next question, please? Operator: As a reminder, if you would like to ask a question, please press *1 on your telephone keypad. Our next question is from Jamie Stockton of Wells Fargo. Please, go ahead. Jamie Stockton: Hey, good morning. Thanks for taking my questions. I guess maybe the first one, there have been a bunch of questions about 2019. It seems like you guys have been kind of taking a step back looking at your portfolio of businesses trying to assess what you feel like the longer-term growth prospects are. I was just wondering if you could give us an update on your thoughts there versus kind of the legacy 10 percent top-line growth

goal. Bruce Caswell: Jamie, it’s Bruce. Thanks for the question. I wanted to begin by just providing a bit of a back drop and reminder on the review that we’ve been conducting that we mentioned on the last call. And the whole purpose of the review, like you note, is to take a very much a fresh look at our current markets, emerging opportunities and our strategy overall. It’s an internal review. And it’s--the design here is to look at the best market paths for MAXIMUS for the long term. So that said, there are four components to our activities. The first is we’re objectively analyzing our current markets where we think that we can be playing a more meaningful role through augmenting our service offerings and really growing out some of the current markets that we’re presently in. A good example is the federal book of business where we think that our BPO in technology solution is going to add value to additional programs and agencies. I will say that in the last few months being in my new role I’ve been out visiting with a number of our projects and talking to our clients. And it’s clear to me that the capabilities that we’ve been



 

MAXIMUS Fiscal 2018 Third Quarter Conference Call August 9, 2018 Page 13 developing, particularly in the area of assessments are just beginning to tap what I think is a very significant market for us. The second area is that we’re taking a fresh look at new adjacent markets. And those are particularly ones that are impacted by macro, demographic and economic trends. Third, we’re considering whether some of our current businesses need to be managed differently. So, for example, to support the convergence that we have been seeing between health and human services programs, do we need to address that market differently? There’s obviously a lot of energy right now at the federal level on the topic of work requirements and what they call consumer engagement and personal responsibility as it relates, not just to the Medicaid program but to the SNAP program and even extending into the housing programs administered by HUD. Then the fourth dimension of the review is to continue really moving ahead our M&A strategy and doing that in a way that’s aligned with the market priorities that come out of the assessment. Acquisitions of course are going to play a critical role in bringing us enhanced capabilities, providing access to new adjacent markets and geographies and ultimately creating platforms for longer term growth for the company. So, we’ve made good progress since our last call. I’m pleased that we’ve made some great strides at identifying top priority markets. We now have the teams focused on further sub segmenting of those markets and flushing out our analysis. And as you could expect, identifying targets for M&A activity for markets that can best be enabled through acquisitions as the entry point. So, you’d ask what does all that mean in terms of 10 percent growth rate for the company over time. And I guess I’d answer that by saying the best way to look at it is to speak to what’s happening in our industry and with our

customers presently. So, make no mistake. We’re operating in an environment that’s more difficult and challenging than prior years. And we’ve given a number of examples of that. So, for the near-term single digit revenue growth is more reasonable until new priorities enabling legislation, programs and regulations and really the outcome of this strategic review and execution on the priority markets can take place. We said on the prior call that we expected this process to be about a 24 month or two-year process. And obviously as a consequence we’re looking at FY19 being a year when we discontinue our focus on execution and we’d expect to see the benefits as we execute in those markets start to the business in our shareholders in FY20. Jamie Stockton: Okay. That’s great. And then, maybe just one other one on the digital focus. I’m curious. And this is a little bit of a qualitative question here, but when you think about digital, is it ultimately going to be something that helps you really improve your cost structure? I guess that would be one bucket that I think about. Helps you take business from competitors for existing contracts that are already out there that someone else has. Or do you see it as



 

MAXIMUS Fiscal 2018 Third Quarter Conference Call August 9, 2018 Page 14 something primarily that’s just going to open up new opportunities where, you know, there’s work that has not really been outsourced by--because their incremental capabilities. It’s something that you will see disproportionately outsourced in the future. Bruce Caswell: Right. Jamie, actually I see it affecting all three categories that you’ve outlined, and I think those are the right buckets. Our immediate focus has been on the first. It’s been about ensuring that we’re doing everything we can to run the most efficient business possible. So, we have been focused on things like robotic process automation. We’ve made a lot of progress. We’ve got, you know, I would say north of a half a dozen and probably just shy of a dozen programs in one stage or another of development from an RPA standpoint and execution. We’ve been looking hard at--and I will say we’ve begun to apply machine learning capabilities through some of the innovation research and development projects that we’ve been implementing. And we’re certainly looking at how things like augmented intelligence and artificial intelligence can help us streamline complex decision processes in our business. So, all that kind of fits into that bucket of helping us drive efficiency and effectiveness. The buckets are overlapped, if you will. They are interrelated because, secondly, certainly with these capabilities that we’re building from a digital standpoint, we’re able to take business. We’re able to differentiate ourselves from our competitors. We’ve had several bids where the digital component to the bid was noted as a difference maker and a key discriminator by the source selection officials. So, no doubt. And then, thirdly, opening up new opportunities. The best example of that that i would point to is there are certainly customer contact centers out there that maybe historically haven’t

been available for outsourcing, whether they’re highly unionized environments or what have you. With some of the technologies that we’re talking about like natural voice recognition, human assisted IVR, things like that, you can go to a customer and say, “Hey, look, shouldn’t you--” This isn’t necessarily a threat. This is something that helps you make the most of the workforce that you have and improve service delivery. Many of the customer contact centers that fit into that category have extremely high abandonment rates and are not providing good customer service. So, we can lead with a digital offering that enables us to come in and automate and reduce volumes and help that program perform more effectively without necessarily challenging some of the, you know, the underlying goals of the government customer. So, it can open up new markets as well. Hope that helps. Jamie Stockton: Sure. Thank you. Lisa Miles: Thanks, Jamie. Operator: There are no additional questions at this time. So, this will conclude today’s conference. You may disconnect your lines and thank you for your participation.
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Forward-looking Statements & Non-GAAP Information These slides should be read in conjunction with the Company’s most recent quarterly earnings press release, along with listening to or reading a transcript of the comments of Company management from our most recent quarterly earnings conference call. This document may contain non-GAAP financial information. Management uses this information in its internal analysis of results and believes that this information may be informative to investors in gauging the quality of our financial performance, identifying trends in our results, and providing meaningful period-to-period comparisons. These measures should be used in conjunction with, rather than instead of, their comparable GAAP measures. For a reconciliation of non-GAAP measures to the comparable GAAP measures presented in this document, see the Company’s most recent quarterly earnings press release. Throughout this presentation, numbers may not add due to rounding. A number of statements being made today will be forward-looking in nature. Such statements are only predictions and actual events or results may differ materially as a result of risks the Company faces, including those discussed in Exhibit 99.1 of our SEC filings. We encourage you to review the information contained in our earnings release and our most recent Forms 10-Q and 10-K filed with the SEC. The Company does not assume any obligation to revise or update these forward-looking statements to reflect subsequent events or circumstances, except as required by law. 2 | MAXIMUS: Q3 FY18 EARNINGS PRESENTATION



 

Total Company Results – Third Quarter of FY 2018 • Increased quarterly cash dividend to $0.25, effective ($ in millions, Q3 FY18 Q3 FY17 % Change November 2018, ($1.00 per share/year) – a yield of except per share data) approximately 1.5% Revenue Health Segment $ 359.1 $ 335.1 7.2% • Increase comes in addition to the expansion of our U.S. Federal Segment 112.2 131.6 (14.7%) share repurchase program of up to $200M Human Segment 126.6 133.8 (5.4%) Total $ 597.9 $ 600.4 (0.4%) • Continued solid execution and cash flow generation, coupled with strong operating and financial Operating Income Health Segment $ 63.8 $ 51.6 23.7% performance, provides us with the conviction to return U.S. Federal Segment 14.9 15.9 (6.3%) more capital to shareholders while maintaining enough Human Segment 7.5 16.4 (54.4%) financial flexibility to invest and grow the business, Segment Income $ 86.1 $ 83.8 2.8% including strategic M&A, which remains a priority Intangibles amortization (2.5) (2.7) Gain on sale of a buisness - 0.7 • Financial results benefitted from the signing of several Other (1.0) 0.1 change orders that provided a $15.5M uplift to both Total $ 82.6 $ 81.8 0.9% revenue and operating income Operating Margin % 13.8% 13.6% • We signed the change orders during Q3FY18 but the Income tax expense $ 24.5 $ 24.9 related costs were incurred in prior periods Income tax rate 29.8% 30.1% • Benefit was partially offset by large contracts in Health Net Income attributable Services Segment that were recently renewed and to MAXIMUS $ 59.9 $ 56.9 5.2% reset, and ongoing startup of contracts in Human Services Segment Diluted EPS - GAAP $ 0.91 $ 0.86 5.8% • Operating margin of 12.7% for nine months ended June 30, 2018, reflects a more normal margin profile 3 | MAXIMUS: Q3 FY18 EARNINGS PRESENTATION



 

Health Services Segment ($ in millions) Q3 FY18 Q3 FY17 % Change Revenue Health Services $ 359.1 $ 335.1 7.2% Operating Income Health Services $ 63.8 $ 51.6 23.7% Operating Margin % 17.8% 15.4% Q3 FY18 Revenue • Increase was almost all organic; favorable currency exchange translation of ~1% • Revenue and operating income benefitted $13.7M from the aforementioned change orders Q3 FY18 Operating Margin • Operationally strong portfolio, which can exceed 15% operating margins when circumstances are favorable • Uplift from change orders was offset by forecasted changes on several sizeable contracts that were rebid, extended or the option periods were exercised, such as the Health Assessment Advisory Service contract. These contracts have commenced service and are in the early cycles of program and margin maturity • Operating margins in Q4FY18 will be at more normal levels and lower than Q3FY18 • This will also bring margins more in-line with the upper end of our targeted range of 10-15% as some of these contracts will be in their early stages of maturity into FY19 4 | MAXIMUS: Q3 FY18 EARNINGS PRESENTATION



 

U.S. Federal Services Segment ($ in millions) Q3 FY18 Q3 FY17 % Change Revenue U.S. Federal Services $ 112.2 $ 131.6 (14.7%) Operating Income U.S. Federal Services $ 14.9 $ 15.9 (6.3%) Operating Margin % 13.3% 12.1% Q3 FY18 Revenue • Expected decrease from the same period in the prior year as contracts came to an end Q3 FY18 Operating Margin • Segment operating margins benefitted from higher volumes on a couple of performance-based contracts, including one of our assessments and appeals contracts U.S Federal Services Summary • As disclosed in 10-K, the Segment contains some state-based assessments and appeals work that is more accretive • Heritage of our current assessments and appeals contracts across MAXIMUS started in the U.S. Federal Services Segment with our core Medicare appeals business and state Medicaid appeals work. These state-based assessments contracts are an extension of this and we continue to manage it within this Segment • We continue to expect that the U.S. Federal Services Segment will deliver margins in the 10-12% range but investors can expect normal fluctuations driven by changes in the mix of contract type or changes in performance-based contracts 5 | MAXIMUS: Q3 FY18 EARNINGS PRESENTATION



 

Human Services Segment ($ in millions) Q3 FY18 Q3 FY17 % Change Revenue Human Services $ 126.6 $ 133.8 (5.4%) Operating Income Human Services $ 7.5 $ 16.4 (54.4%) Operating Margin % 5.9% 12.2% Q3 FY18 Revenue • Decrease due to the wind-down of domestic and international contracts, including the Work Programme and Work Choice contracts in the United Kingdom, which are set to end in 2019 • Revenue and operating income benefitted from a $1.8M favorable uplift from execution of a change order Q3 FY18 Operating Margin • As a group, startups are performing at expectations but tempering operating margin as revenue continues to ramp-up based on the progression and accumulation of payments tied to specific program-based outcomes, such as a participant’s completion of job training • On a normalized basis – excluding benefit of the change order and unfavorable impact of the startups – operating margin would have been 6.4% • Launched the new Australian Disability Employment Services contract on July 2 (largest contract in startup in 2018) • As a result, currently forecasting a slight operating loss in Q4FY18 for the Segment 6 | MAXIMUS: Q3 FY18 EARNINGS PRESENTATION



 

Cash Flows, DSOs, and Cash $ in millions Q3 FY18 Cash flows from operations $72.5 Cash paid for property, equipment & capitalized software ($8.4) Free cash flow $64.1 Days Sales Outstanding (DSO) • 66 days at June 30, 2018, in-line with our expectations and consistent with the prior year Q3 FY18 Balance Sheet • Continues to offer us flexibility for capital deployment and investments • Cash, cash equivalents and short-term investments totaling $249.2M at June 30, 2018 7 | MAXIMUS: Q3 FY18 EARNINGS PRESENTATION



 

Capital Allocation MAXIMUS maintains a strong track record of operational performance and a history of generating strong, consistent cash flows. Capital Allocation • Committed to a sensible and disciplined approach to capital deployment • We can provide shareholders with reasonable returns while at the same time, generating sufficient capital to pursue strategic M&A to invest and grow the business to create long-term shareholder value • Our capital allocation strategy continues to favor strategic acquisitions • We have reviewed and continue to evaluate several properties Share Repurchases • During Q3FY18, we purchased 995,000 shares of MAXIMUS common stock Cash Dividend Increase • Increase to quarterly cash dividend in November 2018 We have the financial wherewithal to significantly increase our quarterly cash dividend, purchase shares of MAXIMUS when the price affords us an opportunity to capture significant value, and to make strategic acquisitions when they make sense. 8 | MAXIMUS: Q3 FY18 EARNINGS PRESENTATION



 

Reiterating Fiscal 2018 Guidance Fiscal 2018 Guidance New Revenue $2.400B – $2.440B GAAP $3.30 – $3.40 Diluted EPS Cash flow $225M – $275M from operations Free cash flow $195M – $245M • We will provide FY19 guidance on our November call New Revenue Recognition (ASC 606) • MAXIMUS will adopt new revenue recognition standard on October 1, 2018 (start of FY19) • There will be some positive impact in FY19 and future periods for contracts that are in startup • In particular, our employment services contracts that have delayed outcome-based pay points • We anticipate that we will see a better match of revenue and costs on these types of contracts after we adopt the new standard 9 | MAXIMUS: Q3 FY18 EARNINGS PRESENTATION
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Introduction • This quarter, MAXIMUS delivered solid financial results • With several recent new wins, we are focused on excellent execution and strong cash generation, driving innovation through digital solutions to simplify citizen engagement with critical programs, and effectively balancing resources in geographies where full employment has reduced referral volumes in certain programs we operate • Making meaningful progress on our strategic market evaluation and are turning now to execution, including alignment with our M&A priorities • As with any guiding strategy, our execution against this plan will continue to evolve – being focused and yet flexible – so we can meet the needs of our clients and capitalize on emerging opportunities • We established two new executive-level positions as we expand our clinical capabilities and push a broader digital agenda 11 | MAXIMUS: Q3 FY18 EARNINGS PRESENTATION



 

Welcoming Our New CMO and CDO Dr. Michael Weiner, Chief Medical Officer Will help our GMs drive the overall strategic direction, growth and oversight of our global clinical health services. He has extensive government experience having worked with the Department of Defense for much of his career. In addition to being a board-certified physician, Dr. Weiner also holds a master’s degree in information systems technology and is one of only a handful of physicians ever to be certified as a Chief Information Officer by the United States General Services Administration. Dr. Weiner’s experience includes digital automation and innovation in the area of electronic health records, including the creation of a unified interagency electronic health record for more than 125,000 providers and 18 million beneficiaries worldwide for the Veterans Affairs interagency program office. David Cowles, Chief Digital Officer Will assume ownership of our core digital programs and delivery teams that we’ve tasked with building new capabilities that align with the strategic needs of the organization and our government clients. With nearly 30 years of operations management experience and a strong background in health care, David has a proven track record of driving innovation in data analytics, automation and digital transformation. David comes to MAXIMUS after spending much of his career in a variety of leadership roles at technology and consulting firms. 12 | MAXIMUS: Q3 FY18 EARNINGS PRESENTATION



 

Digital Update Increasing digital footprint as we drive innovation by: ü Piloting new mobile solutions to improve workflow and reduce paper, ü Using virtual agents to streamline the online user experience and, ü Increasing the use of robotic process automation to manage certain business processes with greater efficiency Healthy Louisiana Medicaid Program and Digital Wins • As part of our core Medicaid offering, we provide a variety of digital support channels • Designed and implemented the state’s mobile app to help streamline, simplify and improve the customer enrollment journey • For the 2018 open enrollment period, digital enrollment volume – including both web and mobile – doubled over last year • Greatest year-over-year increase occurred using the Healthy Louisiana mobile app where Medicaid enrollment volume tripled over last year • Healthy Louisiana app has a 4.6 rating in both the App and Google Play stores • Ratings speak to three themes: the convenience, simplicity and speed by which a During the first week of open beneficiary can complete their Medicaid enrollment enrollment, the Healthy Louisiana Mobile App was the #2 trending • Demonstrates how we can help states improve the accessibility and usability of Medical App in Google Play and programs by having a keen understanding of the complex needs and circumstances during the first month of open enrollment, it consistently rated as a of the populations we serve top 100 Medical App in Google Play 13 | MAXIMUS: Q3 FY18 EARNINGS PRESENTATION



 

Australian DES Contract Launch MAXIMUS remains one of the largest employment services providers, delivering DES across 197 sites to approximately 20,000 customers with disabilities • A significant shift in the Australian disability sector with the government’s introduction of a consumer choice model. In response, we introduced an innovative delivery model with a greater digital platform as part of our solution. This includes: ̶ New digital engagement for attracting and onboarding new customers ̶ Regular digital interaction throughout customer journey towards employment – including celebrating success and providing incentives ̶ Ability to provide regular feedback on the services they receive • Ultimately, data insights we gain from our end-users’ digital activity deepens our understanding of their needs and gives us the ability to further improve our business processes Disability Confident Achievements • First provider of jobactive and DES to achieve nationally recognized Disability Confident Recruiter status by the Australian Network on Disability • Represents competence in attracting, recruiting and employing individuals with disabilities • The Australian team joins our colleagues in the U.K. in achieving recognition for their work in serving individuals with disabilities • Remploy and Centre for Health & Disability Assessments among the first businesses to be awarded Disability Confident Leader status by U.K. Govt. • These are a testament to the commitment MAXIMUS has in supporting individuals with disabilities throughout our global business 14 | MAXIMUS: Q3 FY18 EARNINGS PRESENTATION



 

United Kingdom New Business Updates Health Management recently awarded its first ever spot on a Framework to deliver services for NHS England in the area of Patient Empowerment • We are prequalified to bid on future RFPs in an area focused on support services for self-care programs • Our offerings under this umbrella Framework encompass a mix of clinical and digital interventions that combine our Revitalised digital wellbeing platform with our traditional occupational health services Recently secured our first ever BPO customer contact center contract with the Department for Education, extending our reach into a new agency • Under the Student Bursary Support Services contract, we will administer student applications for financial support and payments to eligible students • Combines our core BPO services with a digital platform to process nearly 30,000 applications and 40,000 expected inquiries annually • This three-year contract is valued at just under $9M 15 | MAXIMUS: Q3 FY18 EARNINGS PRESENTATION



 

U.S. Contract Wins – California Lifeline & NC Medicaid New contract to administer the California Lifeline Program – natural extension of our core eligibility-related suite of services • California Lifeline is a state-run program that provides discounted home phone and cell phone services to eligible, low-income households • As the Lifeline Administrator, scope of work includes eligibility determination, call center services, web-based enrollments, document intake, processing and outbound mailhouse operations • $36M contract is projected to run 30 months and we expect to launch program operations in September Last week we signed a new contract with the North Carolina Department of Health and Human Services to provide our core Medicaid Managed Care Enrollment Broker services • $17M base (August 1, 2018 - December 31, 2020); plus three additional one-year option periods This win comes on the heels of the Wisconsin Medicaid Enrollment Broker contract that we announced last month Both of these contracts will support the states’ efforts in helping beneficiaries enroll into managed care plans 16 | MAXIMUS: Q3 FY18 EARNINGS PRESENTATION



 

New Awards & Sales Pipeline New Awards June 30, 2018 YTD Signed Contracts $2.0B Additional Unsigned Contracts $779M Sales Opportunities June 30, 2018 • Our pipeline at June 30, 2018, was $2.9B compared to $3.0B at March 31, 2018, due to approximately Total Pipeline* $2.9B $400M of work converting into the awarded category * Reported pipeline only reflects short-term opportunities where we • Current pipeline contains opportunities across all believe a request for proposal will be released within the next six three segments and in all of our major geographies months and new work opportunities that are capped at $150M TCV with approximately 65% tied to new work versus existing work Conversion of sales pipeline into future revenue growth depends on win rates, timing of awards, and how quickly the contracts ramp up 17 | MAXIMUS: Q3 FY18 EARNINGS PRESENTATION



 

Conclusion • In summary, making steady progress with immediate focus on completing our market evaluation. This includes: ̶ Analyzing current markets where we can play a more meaningful role – such as providing more clinical solutions at scale and increasing the digital capabilities we provide our government clients ̶ Taking a fresh look at adjacent and new markets – entry to which can be enabled by strategic M&A • Acquisitions will play an important role in providing new capabilities, deepening our qualifications, and opening new markets – most importantly, they are fundamental to driving longer-term organic growth • While pleased with the progress we are making in executing our strategic initiatives, we want to reiterate our commitment to delivering solid operational and financial execution, and strong cash generation • We continue to believe that the long-term macro trends remain in our favor and the core of the business is sound 18 | MAXIMUS: Q3 FY18 EARNINGS PRESENTATION



 


