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Item 2.02 Results of Operations and Financial Condition.
 
On November 15, 2012, the Company issued a press release announcing its financial results for the quarter and fiscal year ended September 30, 2012.  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 November 15, 2012, 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 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 November 15, 2012
99.2 Conference call transcript and slide presentation for Earnings Call –

November 15, 2012
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Exhibit 99.1
 

MAXIMUS Reports Results for Fiscal 2012 Fourth Quarter and Full Year
 

- Introduces Outlook for Fiscal 2013 -
 
 
RESTON, Va.--(BUSINESS WIRE)--November 15, 2012--MAXIMUS (NYSE: MMS), a leading provider of government services worldwide, today reported financial results for
its fourth quarter and fiscal year ended September 30, 2012.
 
Key highlights include:
 

● Revenue grew 20% to $300.7 million for the fourth quarter and 13% to $1.05 billion for the full fiscal year compared to the same periods last year, driven by growth on
existing contracts, new work, and the PSI acquisition.

 
● Adjusted diluted earnings per share from continuing operations increased 16% to $0.74 for the fourth quarter and increased 5% to $2.36 for the full fiscal year compared

to the same periods last year.
 

● Cash and cash equivalents totaled $189.3 million at September 30, 2012.
 

● Year-to-date new signed contract awards totaled $1.44 billion at September 30, 2012.
 
Revenue for the fiscal 2012 fourth quarter increased 20% (21% on a constant currency basis) to $300.7 million versus $250.1 million reported for the same period last year.
Revenue for fiscal year 2012 increased 13% (13% on a constant currency basis) to $1.05 billion compared to $929.6 million reported for fiscal 2011. Revenue increases were
driven by growth on existing contracts, new work, and the acquisition of PSI. Fiscal 2012 organic revenue increased 7% compared to last year.
 
Fourth quarter GAAP income from continuing operations, net of taxes, totaled $23.8 million, or $0.68 per diluted share, and included approximately $0.06 of net legal and
acquisition-related expenses, and tax adjustments. Excluding these costs, fourth quarter adjusted diluted earnings per share from continuing operations increased 16% to $0.74
compared to $0.64 reported for the same period last year. For the full year, GAAP income from continuing operations, net of taxes, totaled $76.1 million, or $2.19 per diluted
share, and included approximately $0.17 per diluted share related to net legal and acquisition-related expenses, and tax adjustments. Excluding these expenses, adjusted diluted
earnings per share from continuing operations increased 5% to $2.36 compared to fiscal 2011. A normalization table is included in the accompanying financial schedules.
 
“We are proud of our achievements in fiscal 2012 as we continue to grow the business and maximize shareholder value. We won our first health insurance exchange contract,
expanded our domestic footprint through the acquisition of PSI, and achieved breakeven on our UK Work Programme contract. Our year-to-date signed awards of $1.44 billion
were strong, contributing to our healthy backlog of $2.9 billion at September 30, 2012,” commented Richard A. Montoni, Chief Executive Officer of MAXIMUS.
 
 

 



 
 
Health Services Segment
 
Health Services Segment revenue for the fourth quarter of fiscal 2012 increased 16% to $181.6 million compared to $156.3 million for the same period last year, principally due
to new work and the acquisition of PSI. For fiscal 2012, revenue increased 19% to $671.2 million compared to $565.9 million for the prior year, driven by new work, expansion
on existing contracts, and the acquisition of PSI. Excluding revenue from PSI, year-over-year Segment organic revenue grew 15%.
 
Health Services Segment operating income for the fourth quarter totaled $20.0 million (11.0% operating margin) compared to $20.6 million (13.2% operating margin) in the
same period last year. For the full fiscal year, Segment operating income was $80.6 million (12.0% operating margin) compared to $74.7 million (13.2% operating margin) in
fiscal 2011. Operating margins for fiscal 2012 decreased due to: the managed care expansion in Texas; the timing of work, including contract rebids and start-ups; and lower-
margin pass through revenue on a new health insurance exchange contract.
 
Human Services Segment
 
Human Services Segment revenue for the fourth quarter increased 27% to $119.2 million compared to $93.8 million in the prior-year period. For fiscal 2012, revenue increased
4% to $379.0 million compared to $363.8 million last year. Segment revenue growth was driven by the acquisition of PSI, which offset expected revenue decreases in the
Company’s international operations related to the completion of short-term programs and lower caseloads in Australia and the transition to the Work Programme in the UK. As a
result, excluding revenue from PSI, year-over-year Segment organic revenue decreased 6%.
 
Human Services Segment operating income for the fourth quarter increased 64% to $21.8 million (18.3% operating margin) and benefited from planned improvements on the UK
Work Programme, as well as expected short-term work that was highly accretive. This compared to operating income of $13.3 million (14.2% operating margin) in the same
period last year. For the full fiscal year, operating income grew 7% to $49.9 million (13.2% operating margin) compared to $46.8 million (12.9% operating margin) in fiscal
2011.
 
Backlog, Sales and Pipeline
 
The Company reported backlog totaling $2.9 billion at September 30, 2012, which is consistent with backlog of $2.9 billion at September 30, 2011.
 
Year-to-date signed contract wins at September 30, 2012 totaled $1.44 billion compared to $1.61 billion for fiscal 2011. Last year’s year-to-date signed awards included nearly
$1 billion of awards from existing work. At September 30, 2012, new contracts pending (awarded but unsigned) totaled $128 million compared to $691 million last year.
 
Sales opportunities (pipeline) at November 7, 2012 totaled $2.6 billion (consisting of $1.2 billion in proposals pending, $145 million in proposals in preparation, and $1.3 billion
in proposals tracking) compared to $1.8 billion in fiscal 2011.
 
Balance Sheet and Cash Flows
 
Cash and cash equivalents at September 30, 2012 totaled $189.3 million, of which 66% is held overseas. For the full fiscal year, cash provided by operating activities from
continuing operations totaled $115.2 million with free cash flow of $92.0 million. For the fourth quarter of fiscal 2012, cash provided by operating activities from continuing
operations totaled $30.1 million with free cash flow of $21.7 million.
 
Days Sales Outstanding (DSO) from continuing operations were favorable at 56 days and driven by the timing of collections.
 
 

 



 
 
On August 31, 2012, MAXIMUS paid a quarterly cash dividend of $0.09 per share, and on October 10, 2012, the Company announced a $0.09 per share cash dividend,
payable on November 30, 2012 to shareholders of record on November 15, 2012.
 
During the fourth quarter of fiscal 2012, MAXIMUS used $3.9 million to purchase 65,800 shares of MAXIMUS common stock under its Board-authorized share repurchase
program. For fiscal 2012, MAXIMUS repurchased a total of 306,000 shares and used cash of $13.0 million for buyback activity. At September 30, 2012, the Company had
$127.4 million available for future repurchases. Subsequent to quarter close, MAXIMUS purchased another 168,500 shares of MAXIMUS common stock for $9.7 million
through November 9, 2012.
 
Outlook
 
MAXIMUS is introducing fiscal 2013 guidance. MAXIMUS expects fiscal 2013 revenue to range between $1.225 billion and $1.275 billion, a 17% to 21% increase compared
to fiscal 2012. At September 30, 2012, approximately 90% of forecasted 2013 revenue was in the form of backlog or outstanding option period renewals.
 
The Company expects fiscal 2013 adjusted diluted earnings per share from continuing operations to range between $2.85 and $3.05, a 21% to 29% increase compared to fiscal
2012. These ranges assume a lower contribution from mature contracts in Texas and California due to expected scope reductions in fiscal 2013, as previously disclosed.
Revenue from these two contracts is expected to be lower in fiscal 2013 compared to fiscal 2012 by approximately $40 million to $45 million, with an estimated earnings
impact of approximately $0.15 per diluted share.
 
“As we launch fiscal 2013, we foresee an exceptional year of top- and bottom-line growth. We remain focused on winning our fair share of health care reform work, growing
our global operations, expanding our federal book of business, and strategically deploying cash. The management team remains committed to delivering outcomes that matter
to our government clients, while at the same time adding new, profitable growth,” Montoni concluded.
 
Website Presentation, Conference Call and Webcast Information
 
MAXIMUS will host a conference call this morning, November 15, 2012, at 9:00 a.m. (ET). The call is open to the public and can be accessed under the Investor Relations
page of the Company’s website at www.maximus.com or by calling:
 

877.407.8289 (Domestic)/201.689.8341 (International)
 
 
For those unable to listen to the live call, a replay will be available through November 30, 2012. Callers can access the replay by calling:
 

877.660.6853 (Domestic)/201.612.7415 (International)
Replay conference ID number: 403280

 
About MAXIMUS
 
MAXIMUS is a leading operator of government health and human services programs in the United States, United Kingdom, Canada, Australia and Saudi Arabia. The
Company delivers business process services to improve the cost effectiveness, efficiency and quality of government-sponsored benefit programs, such as Medicaid, Medicare,
Children's Health Insurance Program (CHIP), Health Insurance BC (British Columbia), as well as welfare-to-work and child support programs around the globe. The
Company's primary customer base includes federal, provincial, state, county and municipal governments. Operating under its founding mission of Helping Government Serve
the People®, MAXIMUS has approximately 8,800 employees worldwide. For more information, visit www.maximus.com.
 
 

 



 
 
Non-GAAP Measures
 
This release refers to non-GAAP financial measures, including free cash flows from operating activities, adjusted diluted earnings per share from continuing operations,
constant currency revenue growth, organic growth, and operating income excluding legal, settlement and acquisition-related expenses.
 
To provide constant currency information, revenue from foreign operations is converted into United States dollars using average exchange rates from the previous fiscal year.
We believe constant currency revenue growth provides a useful basis for assessing the performance of the Company excluding foreign exchange fluctuations. To provide
organic growth information, revenue in the prior year is compared to the current year without PSI revenues. We believe organic growth provides a useful basis for assessing
the performance of the business excluding PSI. We have provided a reconciliation of free cash flows to operating cash flows from continuing operations. We believe that free
cash flows from operations is a useful basis for investors to compare our performance across periods or across our competitors. Free cash flows show the effects of the
Company’s operations and routine capital expenditure and exclude the cash flow effects of acquisitions, share repurchases, dividend payments and other financing
transactions. We have provided a reconciliation to adjusted diluted earnings per share and operating income excluding legal, settlement and acquisition-related expenses. We
believe that these measures are a useful basis for assessing the Company’s performance excluding the effect of the costs of acquiring PSI and the recovery of insurance
claims in the periods shown.
 
The presentation of these non-GAAP numbers is not meant to be considered in isolation, nor as alternatives to net income, cash flows from operating activities, diluted
earnings per share, revenue growth and operating income as measures of performance.
 
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, market demand or acceptance of the Company's products 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 www.maximus.com.
 
 

 



 
 

MAXIMUS, Inc.
CONSOLIDATED STATEMENTS OF OPERATIONS

(In thousands, except per share data)
(Unaudited)

       
  Three Months   Year  
  Ended September 30,   Ended September 30,  
  2012   2011   2012   2011  
Revenue  $ 300,736  $ 250,107  $ 1,050,145  $ 929,633 
Cost of revenue  216,107  181,880  762,202  675,982 

Gross profit  84,629  68,227  287,943  253,651 
Selling, general and administrative expenses  42,810  34,560  157,402  132,058 
Acquisition-related expenses  766  —  2,876  — 
Legal and settlement costs (recovery), net  1,080  (1,169)  90  (808)

Operating income from continuing operations  39,973  34,836  127,575  122,401 
Interest and other income, net  1,084  1,124  4,176  3,495 

Income from continuing operations before income taxes  41,057  35,960  131,751  125,896 
Provision for income taxes  17,303  10,403  55,652  43,754 

Income from continuing operations  23,754  25,557  76,099  82,142 
             
Discontinued operations, net of income taxes:             

Income (loss) from discontinued operations  —  197  —  (133)
Gain (loss) on disposal  (83)  (179)  34  (841)
Income (loss) from discontinued operations  (83)  18  34  (974)

             
Net income  $ 23,671  $ 25,575  $ 76,133  $ 81,168 

             
Basic earnings (loss) per share:             

Income from continuing operations  $ 0.70  $ 0.75  $ 2.25  $ 2.39 
Income (loss) from discontinued operations  —  —  —  (0.03)
Basic earnings per share  $ 0.70  $ 0.75  $ 2.25  $ 2.36 

             
Diluted earnings (loss) per share:             

Income from continuing operations  $ 0.68  $ 0.73  $ 2.19  $ 2.31 
Income (loss) from discontinued operations  —  —  —  (0.03)
Diluted earnings per share  $ 0.68  $ 0.73  $ 2.19  $ 2.28 

             
Dividends per share   0.09   0.09   0.36   0.30 
             
Weighted average shares outstanding:             

Basic  34,045  34,180  33,867  34,417 
Diluted  35,033  35,258  34,806  35,531 

 
 

 



 
 

MAXIMUS, Inc.
CONSOLIDATED BALANCE SHEETS

(In thousands)
    
  September 30,  
  2012   2011  

ASSETS       
Current assets:       

Cash and cash equivalents  $ 189,312  $ 172,950 
Restricted cash  11,593  4,839 
Accounts receivable—billed, net  172,705  146,900 
Accounts receivable—unbilled  10,539  7,170 
Prepaid income taxes  3,800  12,959 
Deferred income taxes  22,207  19,256 
Prepaid expenses and other current assets  38,528  27,202 

Total current assets  448,684  391,276 
Property and equipment, net  58,798  51,740 
Capitalized software, net  27,390  26,616 
Goodwill  112,032  71,323 
Intangible assets, net  25,330  5,651 
Deferred contract costs, net  9,284  8,020 
Deferred income taxes  1,369  732 
Deferred compensation plan assets  9,220  8,004 
Other assets  3,186  1,917 

Total assets  $ 695,293  $ 565,279 
LIABILITIES AND SHAREHOLDERS’ EQUITY       

Current liabilities:       
Accounts payable  $ 71,314  $ 55,470 
Accrued compensation and benefits  56,105  47,748 
Deferred revenue  61,840  47,902 
Current portion of long-term debt  178  42 
Acquisition-related contingent consideration  —  1,840 
Income taxes payable  3,100  5,104 
Other liabilities  6,599  5,787 

Total current liabilities  199,136  163,893 
Deferred revenue, less current portion  19,550  2,575 
Long-term debt  1,558  1,654 
Acquisition-related contingent consideration, less current portion  406  388 
Income taxes payable, less current portion  1,412  1,484 
Deferred income taxes  10,384  11,945 
Deferred compensation plan liabilities, less current portion  11,741  8,883 

Total liabilities  244,187  190,822 
       
Shareholders’ equity:       

Common stock, no par value; 60,000 shares authorized; 56,516 and 56,018 shares
      issued and 33,985 and 33,793 outstanding at September 30, 2012 and
      September 30, 2011, at stated amount, respectively

 
395,967

  
377,579

 

Treasury stock, at cost; 22,531 and 22,225 shares at September 30, 2012 and
     September 30, 2011, respectively  (429,646)  (416,850)
Accumulated other comprehensive income  20,240  12,480 
Retained earnings  464,545  401,248 

Total shareholders’ equity  451,106  374,457 
Total liabilities and shareholders’ equity  $ 695,293  $ 565,279 

 
 

 



 
 

MAXIMUS, Inc.
CONSOLIDATED STATEMENT OF CASH FLOWS

(In thousands)
(Unaudited)

       
  Three Months   Year  
  Ended September 30,   Ended September 30,  
  2012   2011   2012   2011  
Cash flows from operating activities:                 
Net income  $ 23,671  $ 25,575  $ 76,133  $ 81,168 

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

Loss from discontinued operations  83  (18)  (34)  974 
Depreciation and amortization  7,947  6,366  26,460  22,845 
Deferred income taxes  1,355  1,386  (3,274)  1,758 
Non-cash equity based compensation  3,236  2,549  12,077  9,485 

Change in assets and liabilities:             
Accounts receivable — billed  (14,297)  (22,471)  (7,213)  (11,584)
Accounts receivable — unbilled  1,996  9,209  2,214  10,068 
Prepaid expenses and other current assets  2,227  (4,462)  (6,018)  (2,573)
Deferred contract costs  (2,540)  540  (1,221)  (1,309)
Accounts payable  9,759  (148)  6,485  7,312 
Accrued compensation and benefits  1,372  4,996  (2,648)  4,490 
Deferred revenue  (1,334)  2,196  9,827  (11,779)
Income taxes  (2,656)  2,403  6,885  (10,814)
Other assets and liabilities  (720)  (1,021)  (4,513)  (2,456)

Cash provided by continuing operations  30,099  27,100  115,160  97,585 
Cash used in discontinued operations  —  361  —  (725)
Cash provided by operating activities  30,099  27,461  115,160  96,860 

             
Cash flows from investing activities:             

Acquisition of business, net of cash acquired  —  —  (66,003)  — 
Proceeds from sale of discontinued operations  —  —  2,240  — 
Purchases of property and equipment  (6,485)  (7,543)  (18,369)  (18,506)

Capitalized software costs  (1,932)  (1,915)  (4,779)  (7,608)

Proceeds from note receivable  —  172  299  237 
Cash used in investing activities — continuing ops  (8,417)  (9,286)  (86,612)  (25,877)

             
Cash flows from financing activities:             

Employee stock transactions  11  (70)  1,977  8,980 
Repurchases of common stock  (3,088)  (39,566)  (12,977)  (56,540)
Tax benefit due to option exercises and restricted stock units vesting  3,793  1,769  7,268  6,996 
Issuance (repayment) of long-term debt  (44)  —  (44)  304 
Acquisition-related contingent consideration  (1,809)  (1,021)  (1,809)  (1,021)
Cash dividends paid  (3,063)  (3,086)  (12,180)  (10,327)

Cash used in financing activities — continuing ops  (4,200)  (41,974)  (17,765)  (51,608)
 

Effect of exchange rate changes on cash and cash equivalents  2,930  (7,267)  5,579  (1,746)
             

Net increase in cash and cash equivalents  20,412  (31,066)  16,362  17,629 
             
Cash and cash equivalents, beginning of period  168,900  204,016  172,950  155,321 
             
Cash and cash equivalents, end of period  $ 189,312  $ 172,950  $ 189,312  $ 172,950 
 
 

 



 
 

MAXIMUS, Inc.
SEGMENT INFORMATION

(Dollars in thousands)
(Unaudited)

     
  Three Months Ended September 30,  Year Ended September 30,
  2012   % (1)  2011   % (1)  2012   % (1)  2011   % (1)
                     
Revenue:                         

Health Services  $ 181,564  100% $ 156,303  100% $ 671,181  100% $ 565,881  100%
Human Services  119,172  100% 93,804  100% 378,964  100% 363,752  100%

Total  300,736  100% 250,107  100% 1,050,145  100% 929,633  100%
                         
Gross Profit:                         

Health services  44,533  24.5% 39,183  25.1% 172,456  25.7% 147,239  26.0%
Human Services  40,096  33.6% 29,044  31.0% 115,487  30.5% 106,412  29.3%

Total  84,629  28.1% 68,227  27.3% 287,943  27.4% 253,651  27.3%
                         
Selling, general, and
  administrative expense:                         

Health Services  24,551  13.5% 18,566  11.9% 91,837  13.7% 72,524  12.8%
Human Services  18,274  15.3% 15,756  16.8% 65,565  17.3% 59,590  16.4%
Corporate/Other  (15)  NM  238  NM  —  NM  (56)  NM 

Total  42,810  14.2% 34,560  13.8% 157,402  15.0% 132,058  14.2%
                         
Operating income from
  continuing operations:                         

Health services  19,982  11.0% 20,617  13.2% 80,619  12.0% 74,715  13.2%
Human Services  21,822  18.3% 13,288  14.2% 49,922  13.2% 46,822  12.9%
Corporate/Other  15  NM  (238)  NM  —  NM  56  NM 

Subtotal: Segment
   Operating Income  41,819  13.9% 33,667  13.5% 130,541  12.4% 121,593  13.1%

   Legal, settlement and 
 acquisition-related
 expenses, net

 
1,846

 
 NM 

 
(1,169)  NM 

 
2,966

 
 NM 

 
(808)  NM 

Total  $ 39,973  13.3% $ 34,836  13.9% $ 127,575  12.1% $ 122,401  13.2%
                             
 

(1) % of respective segment revenue. Changes not considered meaningful are marked “NM.”
 

 
 



 
 

MAXIMUS, Inc.  
Non-GAAP Measures  

  
PRO FORMA DILUTED EPS FROM CONTINUING OPERATIONS  

("Adjusted Diluted EPS")  
FY 2011 and FY 2012  

(Unaudited)  
       
     Year  
  Quarter Ended   Ended  
  Dec. 31,   Mar. 31,   Jun. 30,   Sept. 30,   Sept. 30,  
  2011   2012   2012   2012   2012  
Diluted EPS from continuing operations-GAAP basis  $ 0.51  $ 0.41  $ 0.59  $ 0.68  $ 2.19 
                     
Pro forma adjustments:                     

Legal, settlement and acquisition-related expenses, net   –   (0.01)   0.03   0.03   0.05 
Adjustment for tax accounts   –   0.09   –   0.03   0.12 
Subtotal pro forma adjustments   –   0.08   0.03   0.06   0.17 

                     
Adjusted Diluted EPS from continuing operations  $ 0.51  $ 0.49  $ 0.62  $ 0.74  $ 2.36 
        
     Year  
  Quarter Ended   Ended  
  Dec. 31,   Mar. 31,   Jun. 30,   Sept. 30,   Sept. 30,  
   2010   2011   2011   2011   2011 
Diluted EPS from continuing operations-GAAP basis  $ 0.50  $ 0.54  $ 0.56  $ 0.73  $ 2.31 
                     
Pro forma adjustments:                     

Legal and settlement expense (recovery), net   –   –   –   (0.02)   (0.02)
Adjustment for tax accounts   0.01   0.01   0.01   (0.07)   (0.04)
Subtotal pro forma adjustments   0.01   0.01   0.01   (0.09)   (0.06)

                     
Adjusted Diluted EPS from continuing operations  $ 0.51  $ 0.55  $ 0.57  $ 0.64  $ 2.25 
 

MAXIMUS, Inc.
FREE CASH FLOW
(Dollars in thousands)

(Unaudited)
       
  Three Months   Year  
  Ended September 30,   Ended September 30,  
  2012   2011   2012   2011  
                 
Cash provided by operating activities – continuing ops  $ 30,099  $ 27,100  $ 115,160  $ 97,585 

Purchases of property and equipment  (6,485)  (7,543)  (18,369)  (18,506)
Capitalized software costs  (1,932)  (1,915)  (4,779)  (7,608)

Free cash flow  $ 21,682  $ 17,642  $ 92,012  $ 71,471 
 
CONTACT:
MAXIMUS
Lisa Miles, 703-251-8637
lisamiles@maximus.com
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OVERVIEW:
Co. reported FY12 revenues of $1.05b and GAAP income from continuing operations (net of taxes) of $76.1m or $2.19 per diluted share. 4Q12 total Co. revenues from
continuing operations were $300.7m and GAAP income from continuing operations (net of taxes) was $23.8m or $0.68 per diluted share. Expects FY13 revenues to be $1.225-
1.275b and adjusted diluted EPS from continuing operations to be $2.85-3.05. Also expects 1Q13 revenues to be $280-290m and adjusted diluted EPS to be $0.53-0.57.
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NOVEMBER 15, 2012 / 02:00PM  GMT, MMS - Q4 2012 MAXIMUS, Inc. Earnings Conference Call
 
CORPORATE PARTICIPANTS
 
Lisa Miles MAXIMUS Inc - VP of IR
 
David Walker MAXIMUS Inc - CFO
 
Rich Montoni MAXIMUS Inc - CEO, President and Director
 
Bruce Caswell MAXIMUS Inc - President, Health Services
 
CONFERENCE CALL PARTICIPANTS
 
Brian Kinstlinger Sidoti & Company - Analyst
 
Charles Strauzer CJS Securities - Analyst
 
Scott Green BofA Merrill Lynch - Analyst
 
 
PRESENTATION
 

Operator
 
Greetings and welcome to the MAXIMUS fiscal 2012 fourth quarter and year-end conference call. At this time all participants are in a listen-only mode. A brief question-and-
answer session will follow the formal presentation.

(Operator Instructions)

As a reminder this conference is being recorded. It is now my pleasure to introduce your host Lisa Miles, Vice President for Investor Relations for MAXIMUS. Thank you, Ms
Miles. You may begin.

Lisa Miles - MAXIMUS Inc - VP of IR
 
Good morning. Thank you for joining us on today's conference call. I would like to point out we have posted a presentation to our website under the Investor Relations page to
assist you in following along with today's call. With me today is Rich Montoni, Chief Executive Officer, and David Walker, Chief Financial Officer. Following Rich's prepared
comments, we will open the call up for Q&A. Before we begin, I would 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, and actual events or 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 summary of these risks and our most recent 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.

And, with that, I'll turn the call over to Dave.

 
David Walker - MAXIMUS Inc - CFO
 
Thanks, Lisa. We are pleased to report another solid year of financial results which reflects the Company's healthy portfolio of projects. Fiscal 2012 was highlighted by strong
growth in core markets, the acquisition and integration of PSI and the successful ramp up on the work program contract in the UK which achieved break even in the fourth
quarter. As we kick off fiscal '13, we remain committed to winning our fair share of Health Care Reform contracts, securing new profitable work and strategically deploying cash
to derive long term shareholder value. So let's move into the financial details for the quarter and the full year.

For the fourth quarter, total Company revenue from continuing operations grew 20% to $300.7 million. For the full fiscal year, revenue increased 13% to $1.05 billion. Growth
for the full year was driven principally by new work, the expansion of existing contracts, and the acquisition of PSI, which offset the expected revenue decreases in our
international human services operations. Full-year revenue grew 7% organically compared to last year. Total Company operating margins were strong and in line with
expectations at 13.9% for the fourth quarter and 12.4% for the full fiscal year.
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The tax rate in the fourth quarter was 42.1% and includes a year-end tax true up of approximately $1.2 million. As a result, fourth quarter GAAP income from continuing
operations, net of taxes, totalled $23.8 million, or $0.68 per diluted share. This included costs of $0.06 per share related to the tax adjustment, legal and settlement expenses and
recoveries and acquisition related expenditures. Excluding these costs, fourth quarter adjusted diluted earnings per share from continuing operations totalled $0.74, a 16%
increase compared to $0.64 reported for the same period last year. For the full year, GAAP income from continuing operations, net of taxes, totalled $76.1 million, or $2.19 per
diluted share. This also included expenses of approximately $0.17 per diluted share related to the tax adjustment, legal and settlement expenses and recoveries, and acquisition-
related expenditures. Excluding these costs adjusted diluted earnings per share from continuing operations for the full year totalled $2.36, an increase of 5% compared to $2.25 in
fiscal 2011. Since adjusted EPS is a non-GAAP view of our earnings, as always we have included a normalization table providing details of our adjustments in the financial
schedules of the press release.

Let's turn to results by segment, starting with health services. The health services segment continues to deliver consistently solid results. For the fourth quarter, revenue increased
16% to $181.6 million compared to the same period last year. The increase was driven by the PSI acquisition, organic growth, and a large low-margin pass through related to
start-up operations on the new Minnesota health insurance exchange contract. For the full fiscal year, revenue grew 19% to $671.2 million due to new work in states like
Louisiana and Minnesota, as well as expansion on existing contracts, such as in Texas where we experienced a temporary spike in revenue as we supported the state's managed
care expansion initiative.

This segment also benefited from five months of revenue, or about $21.8 million from the PSI acquisition. Excluding PSI revenue year over year organic growth for the health
services segment totalled 15%. For the fourth quarter of 2012, operating income for the health services segment totalled $20 million compared to $20.6 million for the same
period last year. Fourth quarter operating margin was lower compared to the prior year due to pass-through revenue in Minnesota and investment in business development. For
the full fiscal year, the health services segment achieved operating income of $80.6 million, an 8% increase over fiscal 2011 and provided a full year operating margin of 12%.
The margin was slightly lower than last year due to the managed care expansion in Texas, the timing of work, including rebids and start-ups as well as the large Minnesota pass-
through. All in all, another great year for the health segment.

Looking ahead to fiscal '13, we see it as another overall solid growth year for the segment but it is important to keep in mind that the health segment growth drivers will be
somewhat tempered by factors that we discussed last quarter. First, the Texas expansion of managed care caused a temporary spike of approximately $22 million in revenue in
fiscal 2012, which will not repeat in fiscal '13. Second, California plans to terminate its stand-alone healthy families CHIP program and move the CHIP kids into the state's
Medicaid program known as Medi-Cal. The phase transition is still expected to begin in January and may last all of calendar year 2013. As we discussed last quarter, while
MAXIMUS also supports the state's Medicaid program, the population shift from one program to another won't be a one to one revenue match for MAXIMUS.

Healthy families was also a mature program generating strong margins. We are still working on the transition plan with the state and have not finalized our contractual scope of
work, but at that point in time we think that revenue for the work we do under CHIP will be approximately $20 million lower in fiscal '13. So, from a bottom line perspective, we
expect the decreases from the California and Texas programs will impact earnings per share by approximately $0.15 in fiscal '13 compared to fiscal year '12. We also expect that
this will be more than offset by growth from new work. Nevertheless, we feel it's important for investors to understand the puts and takes to the segment's numbers.

Let's turn our attention to financial results for the human services segment. For the fourth quarter, revenue for the human services segment grew 27% to $119.2 million compared
to the fourth quarter of last year. For the full fiscal year, revenue grew 4% to $379 million compared to fiscal 2011. Revenue growth was driven principally by the acquisition of
PSI, which offset expected revenue decreases from our international operations. International revenue was lower compared to last year due to the continued ramp-up on the new
work program contract in the United Kingdom as well as the completion of certain short-term government program contracts and lower case loads in our largest job services
contract in Australia.

For the fourth quarter, segment operating income increased 64% to $21.8 million, delivering an operating margin of 18.3%. The quarter was exceptionally strong compared to
last year due to the ongoing improvement in the UK and short-term contract work in our US operations that was quite accretive. This was partially offset by lower margin
contributions from Australia. For the full year, operating income for the human services segment increased 7% to $49.9 million resulting in a full year operating margin of 13.2%
compared to 12.9% last year. We are very pleased that we achieved our goal of breaking even on the UK work program contract during the fourth quarter, and we continue to see
the contract progressing along the plan we laid out.

Moving forward, we will no longer break out financial results for the stand-alone work program contract primarily for competitive reasons. We will continue to provide investors
with operational granularity when it is relevant and appropriate. Moving into fiscal 2013, this segment is in a very solid position but we have experienced changes in our
Australian program that have caused us to invest more in resources and staffing. Over the last several months the Australian government has increased its regulatory oversight to
support billings on outcomes on all vendors across the board. In response, we've stepped up our efforts to ensure that we meet the new government requirements and maintain our
top-rated standing. Despite this increased contract support spending in Australia, this performance-based contract still remains one of our most solid performers in the portfolio
but the added resources will somewhat temper margins going forward. For fiscal 2013, this is expected to be offset by the margin expansion in the UK as that program continues
to mature and ramp up its profitability in fiscal '13.
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Moving on to cash flow and balance sheet items. Another quarter of solid net income contributed to strong cash flows for the fiscal year. As a result of strong earnings and low
day sales outstanding of 56 days, cash flow for the year was at the high end of our expectations. For the full fiscal year, cash provided by operating activities from continuing
operations totalled $115.2 million with free cash flow of $92 million, and, for the quarter, cash provided from operating activities from continuing operations totalled $30.1
million with free cash flow of $21.7 million. During the fourth quarter of fiscal 2012, MAXIMUS used $3.9 million to purchase 65,800 shares of MAXIMUS common stock
under our share repurchase program, and for the full year we repurchased a total of 306,000 shares using cash of $13 million for buyback activity.

At September 30, 2012, the Company had $127.4 million available for future repurchases. Subsequent to quarter close through November 9, we remained active under our share
buyback program, buying another 168,500 shares of common stock for $9.7 million. We will continue to balance our cash resources with the demands of growth, but our ongoing
cash deployment activities will continue to include dividends, repurchases, and selected strategic acquisitions. Our balance sheet remains healthy, and we exited the fiscal year
with cash and cash equivalents totaling $189.3 million of which 66% is held overseas.

Moving on to guidance. For fiscal 2013, we anticipate revenue to grow between 17% and 21% with an expected range of $1.225 billion to $1.275 billion driven by strong growth
in both segments. In addition, approximately 90% of our forecasted fiscal year 2013 revenue is in the form of bag log or contract option periods. We enter fiscal 2013 with
backlog at September 30 of $2.9 billion. On the bottom line, we expect adjusted diluted EPS from continuing operations to grow between 21% and 29% with a range between
$2.85 and $3.05 per diluted share for fiscal 2013.

We have some dynamics that play into our guidance for fiscal '13. First, in the normal course we do see margin fluctuations due to the normal contract life cycle as well as the
mix of cycle and contract type if any given year, for example, as I mentioned earlier in the segment discussions we have some anticipated margin reductions coming from lower
revenue in a couple of mature contracts in California and Texas. Second, we have an unprecedented amount of new programs in start-up or in the early stages of contract cycles.
These often carry lower margins in the early stages, and there is always the risk that a contract start gets delayed. Third, our clients are evolving and the nature of the business is
trending towards more performance-based contracts. With these volume-based contracts, case loads and volumes can be more difficult to predict precisely. That being said, our
disciplined approach and focus on keeping our cost structure as variable as possible is beneficial to MAXIMUS over the long term.

And lastly, we also have some really promising tail winds, such as the swing to profitability in the United Kingdom as well as margin expansion on existing contracts which
provides some uplift. We considered all these factors in the range in absolute numbers in our guidance. So when you add it all up we believe we've laid out a guidance range that
is achievable and realistic. Our guidance also assumes that there will be buybacks in order to maintain our weighted average shares outstanding. It's early on and as things
progress, throughout the year we'll likely, look to narrow the guidance range.

On a sequential basis, we expect that the first quarter of fiscal '13 will be lower compared to the fourth quarter of fiscal '12 on both the top line and bottom line. The top line is
expected to be lower due to change orders and pass-through revenue that occurred in the fourth quarter and will not repeat in Q1 of fiscal '13. In addition, our fiscal first quarter
has historically been our lowest due to seasonality in certain businesses and the holiday vacation cycles. So, for the first quarter of fiscal 2013, we expect revenues to be in the
range of $280 million to $290 million and adjusted diluted earnings per share in the range of $0.53 to $0.57.

Moving on to cash flow guidelines, we expect cash provided by operating activities derived from continuing operations to be in the range of $115 million to $135 million for
fiscal 2013. In fiscal 2013, we expect that our capital expenditures will nearly double compared to fiscal 2012 driven by the required investments in new contracts and related
infrastructure. As a result, we expect free cash flow from continuing operation to range between $70 million and $90 million. So, all in all, MAXIMUS wrapped up another year
of great financial results.

Thanks for your continued interest, and now I'll turn the call over to Rich.

 
Rich Montoni - MAXIMUS Inc - CEO, President and Director
 
Thanks, David. And good morning, everyone. We are proud of our achievements in fiscal 2012 as we continue to grow the business and maximize shareholder value. We
completed the acquisition of PSI, this expanded our domestic footprint. We achieved break even on our UK work program contract, this sets the table for continued growth in
fiscal 2013. And, most notably, our fiscal year-to-date signed awards were exceptional, and our pipeline of opportunities remains robust. As David mentioned, many new
contracts are just getting underway, and they will add a recurring stream of long-term revenue and deliver profitable growth as they mature. We are equally excited that our first
health insurance exchange win is in the book, and the implementation is progressing largely as expected. This is a major step in achieving our goal of securing our fair share of
Health Care Reform work here in the US.
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As a result of the re-election of President Obama last week, the implementation of the Affordable Care Act will likely continue as planned. Now that the election cycle is
complete, states can focus on meeting future implementation deadlines. Following this Summer's Supreme Court decision, states continue to weigh their options and timelines for
expanding their Medicaid programs. Although the US Department of Health and Human Services has not set a deadline for these decisions, states can expand their Medicaid
programs at any time. Organizations like the National Conference of State Legislators are expecting state lawmakers to play a key role in deciding whether to expand Medicaid
when they convene this winter and next spring.

For our Medicaid expansion book of business, our outlook remains the same. We still estimate an addressable market growth of $130 million to $200 million annually. Similarly,
our outlook for individual health insurance exchanges remains the same. We still estimate a $500 million annual addressable market growth for exchange business operations. At
this juncture, there are three possible paths that states can take in setting up their exchanges.

The first is a state-based exchange where states operate nearly all exchange activities with minimal assistance from the federal government for certain tasks. These tasks include
determining the premium tax credit and cost sharing as well as administering risk adjustment and reinsurance programs. The second model, called the state partnership exchange,
offers states the opportunity to operate certain functions such as health plan management and in-person customer assistance while partnering with the federal government for all
other required services. And the third option is simply to use the federally facilitated exchange also known as the FFE.

Last week the US Department of Health and Human Services gave states new deadlines to finish their exchange planning. States that plan to set up state-based exchanges still
have to notify HHS by tomorrow, but their actual exchange blueprints are not due until December 14. Those states that want to pursue a partnership exchange now have until
February 15 to submit their declaration of intent as well as their plans. There has been a lot of press coverage about the state's plans and which path they might choose, but
groups like the Kaiser family foundation believe many states may start with a federal exchange and then move to a partnership or a state-based model in later years.

At the state level we are seeing active Hicks procurements among two groups of states. The first group of states includes those seeking customer contact services for their state-
based exchange following the completion of the one-year requirements. The second group of states includes those planning ahead for their transition from the federal exchange.
Under either scenario we believe we remain uniquely suited to operate a state's exchange. As we mentioned last quarter, the federal government is in the process of issuing
procurements for the operations and other support functions of the federal exchange. CMS has estimated that 35 states will participate in the federal exchange during year one.
And we expect to see some procurement movement on the FFE in the first half of calendar year 2013.

We continue to believe MAXIMUS is well positioned to support federal exchange initiatives. It's an opportunity that we are monitoring closely, but it's still early days, and we
don't typically speak to specific business development opportunities in process. Our bid decision will ultimately depend upon the scope of the work and the terms and conditions
outlined in the request for proposal, which has not yet been released. Regardless of the model our path states choose, it's important to remember that Health Care Reform is a
multi-year effort and that revenue from health insurance exchanges will not reach mature levels until fiscal 2015 or 2016.

In the meantime, we continue to develop relationships with new states as we expand our portfolio of health service offerings to new geographies. As most of you already know,
we have two new contract awards in Illinois. The first contract is referred to as enhanced eligibility verification, or EEV. Under this program, we help state case workers verify
the continued eligibility of individuals for medical assistance programs. This process adds electronic data sources to assist the state in ensuring that eligible individuals are not
denied re-enrollment, and that individuals who do not meet eligibility requirements are not reenrolled. MAXIMUS partnered with HMS for data verification using HMS's
Iintegri-Match solution. The two year, $77 million contract began in September and contains two additional one-year option periods.

The second contract in Illinois is for Medicaid enrollment services. MAXIMUS will educate Medicare managed participants on their choice of health plans and facilitate
enrollments based on these choices. The contract is still pending final negotiations, so we look forward to providing more details once the contract is fully executed. During the
quarter, we also announced a new contract with the Oklahoma health care authority. We are operating a customer relationship management solution for the Ensure Oklahoma and
Sooner care, the state's Medicaid program. The one-year contract includes five one-year renewal periods for a total contract value of $23.5 million if all the renewal periods are
exercised. As a result of these two new enrollment broker wins, MAXIMUS now operates 19 Medicaid-managed care programs serving more than 22 million beneficiaries
nationwide.

Moving on to our federal operations, over the last few years we have taken steps to position our federal operations for new opportunities and growth. We have brought in new
leadership and made investments in business development resources. As a result, we have some exciting news to share today. MAXIMUS received notification of award for new
independent medical review contract with the state of California. The contract is part of a comprehensive workers' compensation reform effort. The state expects to realize
hundreds of millions of dollars in cost savings. We look forward to providing additional details once negotiations are complete and the contract is signed.

Under the contract MAXIMUS will provide independent medical reviews of denied authorization requests or payments for medical services. We will also provide review services
for payment disputes between providers and claims administrators. This work is right in our wheel house, and we are pleased to see an expansion to our independent review book
of business. We maintain our positive outlook for extending our core services to new programs in federal agencies.
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Moving now onto international operations. As David mentioned, our UK operations team deserves recognition for achieving break even on the work program contract during the
fourth quarter. In addition, MAXIMUS also won a small but strategic new win in the UK The program called Day One Support For Young People Trail Blazer is a one-year pilot
program to secure wok for youth between the ages of 18 and 24. This win is another example of our land and expand strategy and is confirmation that MAXIMUS is a go-to
partner for welfare reform efforts in the UK.

We recently announced our expanded disability employment services known as DES contract in Australia h MAXIMUS will help individuals with permanent disabilities
transition to sustainable employment and independence. The five-year performance based contract could produce total revenue up to $150 million. This latest contract win is a
result of our strong performance in the market. Our Australian team has already placed 5,000 participants with disabilities in employment under a companion contract. The team
has also achieved an average of more than four stars under the Australian government's most recent DES star ratings.

Last quarter we shared the exciting news that MAXIMUS expanded its global work force services with a new pilot program in Saudi Arabia. I'm pleased to report that we're
making good progress on this new contract. We have opened and fully staffed six sites, enrolled more than 8,000 Saudis in the program and have already placed more than 500
job seekers into employment.

Moving on to rebids -- fiscal 2012 was a relatively light year for rebids. We had 14 contracts worth approximately $400 million up for rebid, and we won or received extensions
on 99% of the total value of those contracts. We successfully secured all of our option years for fiscal '12 for a total of approximately $100 million. Clearly, a very successful
year in regards to rebids and option renewals. For fiscal 2013, we have 14 contracts up for rebid for a total value of approximately $475 million. This includes our Texas Medicaid
enrollment and our mass health contracts where we received extensions in fiscal '12. We have submitted our proposals for these two important contracts and remain cautiously
optimistic as to a positive outcome. The combined value of these two contracts is $320 million, so it's the lion's share of the total value up for bid this year. We expect to hear
results for these two programs by the end of the calendar year.

Turning now to new awards in sales pipeline, we had another strong year of contract awards. At September 30, we had $1.44 billion worth of new signed awards. This compares
to last year where we signed awards totaling $1.6 billion, but this included nearly $1 billion of awards related to existing contracts. Further, at September 30, we had awarded but
unsigned contracts totaling approximately $128 million. These are contracts where we've received notification of award but have not yet signed the contract. At November 7, our
total sales pipeline of opportunities remains robust at $2.6 billion, underscoring our confidence for continued growth into fiscal 2013. As a reminder, investors should expect
routine fluctuations between the pipeline and new sales categories. These shifts are driven by different stages in the procurement process as well as a timing of when contracts are
awarded and ultimately signed.

Before I close today's call, I would like to recognize our more than 8,000 employees around the globe for another great year of hard work, dedication to customer service, and
diligent focus all adding value to the public programs we operate. The high-quality services they provide played an important role in helping us achieve our objectives this fiscal
year. Further, we established a solid foundation in winning our fair share of Health Care Reform as well as other health and human services opportunities around the world. The
need for high-quality, efficient social services is a universal one and continues to drive growth for companies like MAXIMUS that can operate government programs and achieve
those outcomes that matter. As we launch fiscal 2013, we are very excited and determined to deliver another year of strong growth, and we will continue to focus on our long-
term strategy to expand our global operations, continue to pursue and deliver new health opportunities in the US, and grow our federal book of business. With our fiscal 2013
guidance now in place, we look forward to driving results for our clients and our shareholders.

And with that let's open it up for questions. Operator.
 
QUESTION AND ANSWER
 

 
Operator
 
Thank you. We will now be conducting a question-and-answer session.

(Operator Instructions

Brian Kinstinger, Sidoti and Company.

 
Brian Kinstlinger - Sidoti & Company - Analyst
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For the first questions I want to talk about the exchanges, of course. I want to understand the $500 million you talk about on the exchanges. That assumes if every state
outsourced. Is that accurate? And then can you sort of talk about the small business exchanges that -- I know you haven't touched on much in the market opportunity there?

 
Rich Montoni - MAXIMUS Inc - CEO, President and Director
 
Brian, we'd be glad to do that. And I'd like to say that Bruce Caswell, who is the President and General Manager of our health segment, and, as you very well know Bruce has
been very, very involved in the US health business and very close to our pursuits in the health insurance exchange marketplace. So I'm going to ask Bruce to answer that
question.

Bruce Caswell - MAXIMUS Inc - President, Health Services
 
Happy to do that. Good morning, Brian. To answer your first question related to the $500 million in total addressable market opportunity, that really incorporates the decision
path that the states currently face, whether it's to do a state-based exchange or a state partnership exchange or a facility exchange. We developed the model to allow for multiple
paths. It is an addressable market regardless of whether the state provides the service or they ultimately have the service provided by the federal government. That's the first
question. Then the second question -- could you repeat the second question for me, Brian, related to the small business?

 
Brian Kinstlinger - Sidoti & Company - Analyst
 
The timing and maybe the market size of that opportunity.

 
Bruce Caswell - MAXIMUS Inc - President, Health Services
 
We've not quantified the total addressable market for the small business exchange. But the timing is such that as states look at the federally facilitated exchange option, the scope
of the small business exchange will be incorporated into that. So as we look at the opportunities to support the federal government in that area, that would be an element of the
support we would be providing. So for the shop exchanges in those states. And, as Rich noted in his comments, CMS estimates that as many as 35 states may take that federally
facilitated exchange path. Separately, it's going to be a state-by-state decision with some states procuring the shop exchanges separate from the individual exchanges. Next
question, please?

 
Rich Montoni - MAXIMUS Inc - CEO, President and Director
 
Next question, please.

 
Operator
 
Charles Strauzer, CJS securities.

 
Charles Strauzer - CJS Securities - Analyst
 
I was hoping you could share with us the organic growth rates in Q4 and maybe what kind of assumptions you have built into '13. And then touching upon the workers comp
contract you won in California, can you expand a little bit more on what, you know, kind of caused the states to move that way and how you were able to win the contract?
Thanks.

 
Rich Montoni - MAXIMUS Inc - CEO, President and Director
 
Good morning, Charles. This is Rich. Dave Walker, we're going to ask him to talk about organic growth. I think Charles was asking about Q4 organic growth dynamics as well
as fiscal '13, and then we will turn it over to Bruce on the California opportunity, of which we are very excited.
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David Walker - MAXIMUS Inc - CFO
 
Sure. I will start with '13 prospective. Overall, the PSI revenue this year is about $60 million. In fiscal '12, the majority of it happened in Q4;, we will give you the breakout in a
second. And when we look at next year, fiscal '13, we expect PSI to be in the $120 million to $130 million range. So that's down from the current run rate. And that was expected
when we did the acquisition. So, when you back up, our overall growth rate is expected to be somewhere in the neighborhood of 17% to 21%. So that puts the -- I guess the
organic growth rate between 11% and 17%.

 
Charles Strauzer - CJS Securities - Analyst
 
For fiscal '13?

 
David Walker - MAXIMUS Inc - CFO
 
For fiscal '13. For the fourth quarter of the year, we had a total growth rate of 20%, and the organic growth rate was 5.5% with PSI contributing approximately $37 million.

 
Rich Montoni - MAXIMUS Inc - CEO, President and Director
 
Bruce, the California contract?

 
Bruce Caswell - MAXIMUS Inc - President, Health Services
 
Sure. To explain a little bit more about the services that we're providing there, there are two elements to it. There are the independent medical reviews and the independent billing
reviews. And I'll just give you a little color on what that really covers. The independent billing reviews would be, for example, in situations where a payment has been denied for
out of network services, or there is a billing dispute between a provider as it relates to services that have either already been provided or are being pre-authorized. The payment
for -- and often, as you would expect, the provider services are billed on a bundled basis -- or unbundled basis, and the payers seek to pay on a bundled basis. Those independent
billing reviews are one element. The independent medical reviews, an example might be an individual seeking pre-authorization for services related to a workers' compensation
claim or medical condition that they have such as back surgery.

So to go into the details, the opportunity evolved really over the course of a number of years and really was called for by state legislation. So there's a statutory requirement to
implement the program by January of this coming year. And it really is a new process for the state where the reviews that we'll be providing will be a new review between the
claimant and what historically has been the administrative law judge process, or ALJ process. So the state expects the savings to accrue from the administrative savings in that
process and the new review capabilities that we can be -- providing. So the IMR and IBR -- excuse me. Let me step and get a glass of water. Thank you. So fundamentally there
will be fewer administrative law judge hearings as part of that process.

 
Rich Montoni - MAXIMUS Inc - CEO, President and Director
 
The other point that I want to add is just this is very, very complimentary of what we already do in the federal appeals business. So we really see it as an extension of the same
offering. Just to a different geography. We also do the appeals work for a number of states. So it's essentially an offering to a new client, and we're very excited about it. Next
question, please.

 
Operator
 
The next question is from the line of Scott Green of Bank of America Merrill Lynch. Please proceed with your question.

 
Scott Green - BofA Merrill Lynch - Analyst
 
First maybe for Dave on free cash flow guidance for next year, maybe you could just talk about -- elaborate a little more on the step up in CapEx. How you see that trending with
revenue growth over the next few years, or is there anything temporary with the step up in CapEx?
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David Walker - MAXIMUS Inc - CFO
 
Well, that's a great question. So the free cash flow is down because of the CapEx. So you're quite right. So we gave an operating cash flow of the $115 million to $135 million
range. By the way, the biggest driver there is just DSO. So a growing company ties up money in receivables. So that's a factor there. But the same factor, growth, which we think
to be a good problem, ties up CapEx. And the BPO, the IT part, when you win a lot of work you've got to invest a lot on the front end for leasehold improvements for offices,
you're equipping for the system install.

And so you typically capitalize them and amortize them over the life of the contract. So what you see is virtually a doubling of our CapEx and capital software spend from $23
million in fiscal '12 to about $45 million. We have about 10 startups, which is an unprecedented level, and about 5 more in the pipe, we think. So the question is, do we foresee
this as a trend? We do think in general we are a growth rate at double-digit. So the next year's growth rate is a much higher percentage than just 10%-11%. So, it would -- could
modestly come down. On the other hand, if this growth trajectory continues, I actually think that's a good thing.

 
Rich Montoni - MAXIMUS Inc - CEO, President and Director
 
Next question, please.

 
Operator
 
Brian Kintslinger, Sidoti

 
Brian Kinstlinger - Sidoti & Company - Analyst
 
To follow up on the RFPs for exchanges, maybe you could talk about the timing of when they will start coming out. I think a while back you thought awards would happen
sometime in this early calendar year coming. Then will the federal exchanges changes dominate your ability to maintain market share given the estimation of so many starting in
that?

 
Rich Montoni - MAXIMUS Inc - CEO, President and Director
 
Two great questions. First on the timing of the these RFPs and then the federal exchange, does it impact our ability to dominate the market as it relates to --

David Walker - MAXIMUS Inc - CFO
 
Sure. First of all, in terms of the timing of the RFPs, as Rich mentioned in his call notes, we are already seeing for those states that are opting for the state-based exchanges a flow
of RFPs related to the customer contact centers. So those timing -- the timing of those RFPs are really as expected. But it's also important to note that states are going to turn to
existing contract vehicles to satisfy the demand for those services. So we would expect and have seen initial conversations with states around task orders to add on to existing
contracts to support those types of services -- call center customer contact center services. That is as expected. As it relates to your second question, with the federally facilitated
exchange, many states -- and in fact in CMS -- would say that it's not their intent to stay on that exchange indefinitely. There is a one-year requirement to remain on the federally
facilitated exchange before you can then move to a state-based exchange.

So, in our modeling and in our estimation, many states will, just because of the lack of time right now to get a state-based exchange completed opt for the FedEx change to begin
with. But then get on a glide path where they could take essential operations of those exchanges in the out years. I think that's consistent with the revenue ramp up in this business
where you start to see some revenue in the FY13 and FY14 period but it really doesn't reach maturity until the FY15, FY16 period.

 
Rich Montoni - MAXIMUS Inc - CEO, President and Director
 
I would add to that, that I do think underlying all of this in terms of where do these states end up vis-a-vis the federal exchange, I think there is a long standing value that states
very much want to control their own destiny, serve the people, handle all of the beneficiary one-on-one type communications. In this system, it's really where the touch occurs.
And the federal government, on the other hand, fully recognizes that it's very difficult for them to provide that level of touch and sensitivity that really is critical in an effective
program. So while I think for convenience and time purposes more states will go towards the federal exchange, our belief is, over the long run, even those that do, will look more
back to the state-based model. And, hence, to answer -- to close out your question in terms of our position with the states, I really don't see it as a concern as it relates to our
position. In fact, I think it's an interesting opportunity to help those states that first go with the federal exchange to then transition back to a state-based model. Next question,
please.
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Operator
 
This concludes today's teleconference. You may disconnect your lines at this time. We thank you for your participation.

 
Rich Montoni - MAXIMUS Inc - CEO, President and Director
 
Thank you very much, folks.
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Slide: 1 Title: David N. Walker Chief Financial Officer and Treasurer November 15, 2012 Fiscal 2012 Fourth Quarter & Full Year Earnings 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 we face, including those discussed in our SEC filings. We encourage you to review the summary of these risks in Exhibit 99.1 to our most recent Form 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.

 
 

 



 
 

Slide:  2 Title:  Fiscal 2012 Highlights Another solid year of financial results, reflecting the Company’s healthy portfolio of projects. Highlights include: Strong growth in core markets, The acquisition and integration of PSI, And the successful ramp up on the Work Programme contract in the UK, which achieved breakeven in the fourth quarterFor fiscal 2013, we remain committed to winning our fair share of health care reform contracts, securing new profitable work, and strategically deploying cash to drive long-term shareholder value

 
 

 



 
 

Slide: 3 Title: Selected Financial Results from Continuing Operations Q4 revenue grew 20% and FY12 revenue grew 13% driven by new work, contract expansions, and the PSI acquisition, offsetting revenue decreases in our international operations. FY12 revenue grew 7% organicallyStrong operating margins at 13.9% for Q4 and 12.4% for FY12Q4 GAAP income from continuing ops, net of taxes, totaled $23.8 million or $0.68 per diluted share and included $0.06 of expenses related to a tax adjustment, legal & settlement expenses & recoveries, and acquisition-related expenditures. Excluding these, Q4 adjusted EPS grew 16% to $0.74FY12 GAAP income from continuing ops, net of taxes, totaled $76.1 million, or $2.19 per diluted share, and  included $0.17 of expenses related to tax adjustments, legal & settlement expenses & recoveries, and acquisition-related expenditures. Excluding these, FY 12 adjusted EPS grew 5% to $2.36 *May not add due to rounding

 
 

 



 
 

Slide: 4 Title: Health Services Segment Revenue  Q4 revenue increased 16% driven by the PSI acquisition, organic growth, and a large, low-margin pass through related to start-up on the new Minnesota health insurance exchange contractFY12 revenue increased 19%  driven by new work in states like LA and MN, and expansion on existing contracts such as TX. Segment benefited from five months of PSI  revenue contribution of about $21.8 millionExcluding PSI revenue, year-over-year organic growth for the Segment totaled 15%Operating Income & MarginsQ4 operating income & operating margin was lower compared to FY11 due to pass-through revenue in Minnesota and business development investmentsFY12 operating income increased 8% to $80.6 million, with an operating margin of 12.0%.  Margin was  slightly lower compared to FY11 due to managed care expansion in Texas, timing of work (including rebids and start-ups), and the large pass through in MinnesotaFiscal 2013 Segment Commentary: Growth in fiscal 2013 somewhat tempered by factors discussed last quarterTemporary spike (approx. $22 million in revenue) from Texas managed care in FY12 that will not repeat in FY13 California’s phased transition of children from Healthy Families CHIP to Medi-Cal; have not finalized our scope of work, but revenue for the work we do under CHIP is expected to be approximately  $20 million lower in FY13Decreases from CA and TX will impact earnings per share by approximately  $0.15 in FY13 compared to FY12, but will be more than offset by growth from new work

 
 

 



 
 

Slide:  5 Title: Human Services Segment  RevenueQ4 revenue increased 27% and FY 12 revenue increased 4% driven by the PSI acquisition, which offset expected revenue decreases from international operations; international revenue was lower due to the continued ramp up on the UK Work Programme contract and the completion of certain short-term contracts and lower caseloads in AustraliaOperating Income & MarginsQ4 operating income increased 64% to $21.8 million, with an operating margin of 18.3%; exceptionally strong compared to last year due to improvement in the UK and accretive short-term contract work in the US, partially offset by lower margin contributions from AustraliaFY12 operating income increased 7% to $49.9 million, with an operating margin of 13.2%Achieved our goal of breaking even on the UK Work Programme contract in the quarter and we continue to see the contract progressing along the path we laid outFiscal 2013 Segment Commentary Changes in our Australia program have caused more investments in resources and staffingGovernment increased regulatory oversight to support billings on outcomes, so we are stepping up efforts to meet new government requirements and maintain our top-rated standingThis performance-based contract remains one of our best performers, but the added resources will temper margins going forward; expect to be offset in FY13 by margin expansion in the UK as the program matures and ramps up its profitability

 
 

 



 
 

Slide: 6 Title: Balance Sheet and Cash Flows  *The Company defines free cash flow as cash provided by operating activities less cash paid for property, equipment and capitalized software We will continue to balance our cash resources with demands of growth, but on ongoing cash deployment activities will continue to include dividends, repurchases, and selected strategic acquisitions. Another quarter of solid net income contributed to strong cash flows for the year & DSOs of 56 days for Q4Cash Flows: Q4 cash provided by operating activities from continuing operations totaled $30.1 million, with free cash flow* of $21.7 millionFY12 cash provided by operating activities from continuing operations totaled $115.2 million with free cash flow* of $92.0 millionShare Buybacks:In Q4 we used $3.9 million to purchase 65,800 shares of MMS common stockFor fiscal 2012, we used $13.0 million cash to purchase 306,000 shares of MMS common stockAt September 30th, we had $127.4 million available for future purchasesSubsequent to quarter close through November 9, we used $9.7 million to purchase another 168,500 sharesHealthy balance sheet  at September 30, 2012 with cash and cash equivalents of $189.3 million, of which approximately 66% is held overseas

 
 

 



 
 

Slide: 7 Title: Introducing FY 2013 Guidance Dynamics that play into fiscal 2013 guidance:Margins fluctuations due to normal contract life cycle, as well as the mix of life cycle and contract type in any given yearAn unprecedented amount of new programs in start up or in the early states of contract cycles; often carry lower margins in the early stages and there’s always risk of a delayed contract startTrend towards more performance-based contracts, where caseloads and volumes can be more difficult to predict, but our disciplined approach and focus on keeping cost structure variable is beneficial to MAXIMUS over the long-termAll these factors considered in the range and absolute numbers in guidance; also assume there will be buybacks to maintain our weighted average shares outstandingExpect Q1 of FY13 to be lower than Q4 of FY12 (both top and bottom line)Top line lower due to change orders and pass-through revenue in Q4 that will not repeat in Q1Fiscal first quarter historically been lowest due to seasonality and holiday vacation cyclesExpect revenue to range between $280 million to $290 millionDiluted EPS from continuing operations expected to range between $0.53 to $0.57

 
 

 



 
 

Slide:  8 Title:  Richard A. Montoni President and Chief Executive Officer November 15, 2012  Fiscal 2012 Fourth Quarter & Full Year Earnings

 
 

 



 
 

Slide: 9 Title: Solid Performance in Fiscal 2012 Proud of our achievements in fiscal 2012 as we continue to grow the business and maximize shareholder value:Completed the acquisition of PSI, expanding our domestic footprintAchieved breakeven on our UK Work Programme contract, setting the table for growth in FY13Exceptional fiscal year-to-date signed awards and robust pipeline of opportunities Many new contracts are just getting underway and will add a recurring stream of long-term revenue and deliver profitable growth as they matureExcited that the first health insurance exchange win is in the books and implementation is progressing as expected, a major step in achieving our goal of securing our fair share of health care reform work

 
 

 



 
 

Slide: 10 Title: Health Care Reform UpdateFollowing last week’s elections, ACA will likely continue as planned and states can focus on meeting future implementation deadlinesStates continue to weigh their options and timelines for Medicaid expansionThree possible paths that states can take in setting up exchanges: State-based exchange State partnership exchange Federally Facilitated Exchange (FFE)HHS gave states new deadlines to finish their exchange planning:States that plan to set up a state-based exchange still have to notify HHS by 11/16/12, but actual exchange blueprints are not due until 12/14/12States that want to pursue a partnership exchange now have until 2/15/13 to submit their declarations of intent and plans Groups like the Kaiser Family Foundation believe that many states may start with a federal exchange and then move to a partnership or state-based model in later yearsOur total addressable market growth under ACA remain unchanged: $130 million to $200 million annually for Medicaid expansion and $500 million annually for Health Insurance Exchanges

 
 

 



 
 

Slide: 11 Title:  HIX Procurement Update Active HIX procurements among two groups of states:States seeking customer contact services for state-based HIX States planning ahead for their transition from the federal exchange following the completion of the one year requirementFederal government is in the process of issuing RFPs for the operations and support functions of the FFEUp to 35 states may participate in the FFE during year one and MMS expects to see some FFE procurement movement in the 1H of CY13We are monitoring procurements closely, but any bid decision will depend on the scope of the work and the terms and conditions outlined in the RFP (which is not yet released) Regardless of the model or path states choose, health care reform is a multi-year effort and revenue from health insurance exchanges will not reach mature levels until FY15 or FY16

 
 

 



 
 

Slide: 12 Title:  Expanded Domestic Health Services Portfolio Illinois Enhanced Eligibility VerificationProviding assistance to state caseworkers who verify the continued eligibility of individuals for medical assistance programsTwo-year, $77 million contract began in September and contains two additional one-year option periodsIllinois Medicaid Enrollment ServicesEducating Medicaid managed care participants on their choice of health plans and facilitating enrollments based on these choicesContract is still pending final negotiations; more details available once fully executed Oklahoma Customer Relationship ManagementAssisting participants of SoonerCare (Medicaid) and Insure Oklahoma programsOne-year contract includes five one-year renewal periods, for a total contract value of $23.5 million if all renewal periods are exercised

 
 

 



 
 

Slide: 13 Title: Extending Core Federal Services to New Markets California Workers Compensation Reviews Part of a comprehensive workers compensation reform effort that the state expects to bring hundreds of millions of dollars in cost savingsProviding independent medical reviews of denied authorization requests or payments for medical services, as well as review services for payment disputes between providers and claims administratorsContract is still pending final negotiations; more details available once fully executed Pleased to see an expansion to our independent review book of business; maintain our positive outlook for extending our core services to new programs and federal agencies

 
 

 



 
 

Slide: 14 Title: International Operations Update United KingdomWork Programme contract achieved breakeven in Q4 of FY12MAXIMUS also won a small but strategic new contract for the Day One Support for Young People Trailblazer  one-year pilot program to secure work experience for youthThis is another example of our “land and expand” strategy and confirmation that MMS is a “go to” partner for welfare reform efforts in the UKAustraliaExpanded Disability Employment Services (DES) contractFive-year, performance-based contract (total revenue up to $150 million) to help individuals with permanent disabilities transition to sustainable employmentAustralia team has already placed 5,000 participants with disabilities in employment under a companion contract and achieved an average of 4+ stars under the most recent DES Star Ratings Saudi ArabiaMaking good progress on new contractOpened and fully staffed six sites; enrolled more than 8,000 Saudis in the program; and placed more than 500 job seekers into employment

 
 

 



 
 

Slide: 15 Title: Contract Rebids and Option Years  Fiscal 2012 was a relatively light, but successful year for rebids and option periodsWon or received extensions on 99% of the approximately $400 million total value of the 14 contracts up for rebidSuccessfully secured all of our option years for FY 12 for a total value of approximately $100 millionFor fiscal 2013, we have 14 contracts up for rebid with a total value of approximately $475 million Includes Texas Enrollment Broker and MassHealth contracts that received extensions in FY 12Combined value of these two contracts is roughly $320 million, so it’s the lion’s share of the total value up for bid in FY 13 Submitted our proposals for these two contracts and remain cautiously optimistic on a positive outcome; expect to hear results by the end of the calendar year

 
 

 



 
 

Slide: 16 Title:  New Awards and Sales Pipeline At September 30, 2012:Another strong year of contract awards with YTD signed awards of $1.44 billion compared to $1.61 billion at the end of FY11Awarded but unsigned contracts totaling approximately $128 millionAt November 7, 2012: Total sales pipeline of opportunities remained robust at $2.6 billion, underscoring our confidence for continued growth into fiscal 2013Routine fluctuations between the pipeline and new sales categories are driven by the stages in the procurement process and the timing of when contracts are awarded and signed

 
 

 



 
 

Slide: 17 Title:  Conclusion  Thank you to our more than 8,000 employees for their hard work, dedication to customer service, and diligent focus on adding value played an important part in helping us achieve our objectives in fiscal 2012We established a solid foundation in winning our fair share of health care reform work, as well as other health and human services opportunities around the world The need for high quality, efficient social services is a universal one and continues to drive growth for companies like MAXIMUS that can operate government programs and achieve those outcomes that matterAs we launch fiscal 2013, we are very excited and determined to deliver another year of growth; we will continue to focus on our long-term strategy to:Expand our global operations Continue to pursue and deliver new health opportunities in the U.S.Grow our federal book of business With our fiscal 2013 guidance now in place, we look forward to driving results for our clients and our shareholders


