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Item 2.02      Results of Operations and Financial Condition.
 
On November 13, 2014, the Company issued a press release announcing its financial results for the quarter and fiscal year ended September 30, 2014.  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 13, 2014, 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 13, 2014
99.2 Conference call transcript and slide presentation for Earnings Call –

November 13, 2014
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Exhibit 99.1
 

MAXIMUS Reports Fourth Quarter and Full Year Financial Results for Fiscal 2014
 
RESTON, Va.--(BUSINESS WIRE)--November 13, 2014--MAXIMUS (NYSE: MMS), a leading provider of government services worldwide, today reported financial results
for its fourth quarter and fiscal year ended September 30, 2014.
 
Highlights for the fourth quarter and the full fiscal year 2014 include:
 

●  Fourth quarter revenue grew 13% to $435.4 million; diluted earnings per share increased 4% to $0.53.
 

●  Fiscal year 2014 revenue grew 28% to $1.7 billion; diluted earnings per share totaled $2.11.
 

●  Cash and cash equivalents totaled $158.1 million at September 30, 2014.
 

●  Backlog totaled $3.8 billion at September 30, 2014 compared to $3.4 billion at September 30, 2013.
 

●  Signed contract awards totaled $2.0 billion for fiscal 2014 and the sales pipeline remained strong at $3.5 billion at September 30, 2014.
 
For the fourth quarter of fiscal 2014, revenue increased 13% to $435.4 million compared to revenue of $384.3 million reported for the same period last year, driven by growth in
the Health Services Segment. Fiscal 2014 fourth quarter net income attributable to MAXIMUS totaled $36.2 million, or $0.53 per diluted share. This represents a 4% increase
compared to $0.51 reported for the same period last year.
 
Revenue for fiscal year 2014 increased 28% to $1.7 billion. This compares to $1.3 billion reported for fiscal 2013, which included approximately $16.0 million in revenue from a
terminated contract in the Human Services Segment. Excluding revenue from the terminated contract, fiscal 2014 revenue grew 29%, of which 27% was organic. Revenue
increases for the fiscal year were driven by the Health Services Segment and included work tied to the Affordable Care Act and the Health Management acquisition.
 
For the full fiscal year, net income attributable to MAXIMUS totaled $145.4 million, or $2.11 per diluted share. This compares to $116.7 million, or $1.67 per diluted share, for
the same period last year. The prior-year period included a benefit of $10.9 million in pre-tax income ($6.5 million, net of taxes, or $0.09 per diluted share) related to the
aforementioned terminated contract. Excluding the terminated contract, fiscal 2014 diluted earnings per share increased 34% to $2.11 compared to adjusted diluted earnings per
share of $1.58 reported for fiscal 2013. The year-over-year increase in earnings for the full fiscal year is principally attributable to growth in the Health Services Segment. A
reconciliation to non-GAAP measures is included in the accompanying financial schedules.
 
Fiscal 2014 has been a year of exceptional growth for MAXIMUS, highlighted by solid execution and strong financial results. Year-to-date signed awards reached a record $2.0
billion and contributed to a healthy backlog of $3.8 billion. The Company has made significant progress on our long-term objectives of expanding our operations outside of the
United States, as well as continuing to grow our U.S. domestic business, which includes our work serving federal agencies and programs. With a clear demonstrated success that
is built upon our ‘land and expand’ strategy over the last several years, we have broadened our reach into new markets, new adjacencies and new clients,” commented Richard A.
Montoni, MAXIMUS Chief Executive Officer.
 
 

 



 
 
Health Services Segment
 
Health Services Segment revenue for the fourth quarter of fiscal 2014 increased 19% to $321.7 million compared to the same period last year. As expected, Health Services
Segment operating income for the fourth quarter of fiscal 2014 decreased 7% to $42.8 million (13.3% operating margin) compared to $45.9 million (16.9% operating margin) for
the same period last year.
 
For the full fiscal year, Health Services Segment revenue increased 45% to $1.25 billion compared to the same period last year. For fiscal 2014, Health Services Segment
operating income increased 35% to $175.4 million (14.0% operating margin) compared to $129.8 million (15.0% operating margin) for fiscal 2013.
 
For both the fourth quarter and the full year of fiscal 2014, increases to revenue were driven by new work, including contracts supporting the Affordable Care Act in the United
States, and expansion on existing programs. During fiscal 2014, the Company also received a full-year’s benefit from the Health Management acquisition, which closed on July
1, 2013. As expected, operating margins for both the fourth quarter and the full fiscal year were lower due to an increase in lower-margin, cost-reimbursable contracts, as well as
the expected start-up from new programs that launched in 2014.
 
Human Services Segment
 
Human Services Segment revenue for the fourth quarter of fiscal 2014 totaled $113.7 million compared to $113.3 million for the same period last year. The prior-year period
included accretive revenue from a large fixed-price contract that came to an end in early 2014 and offset organic revenue growth from the Company’s operations in Australia.
Human Services Segment operating income for the fourth quarter of 2014 decreased to $9.0 million (7.9% operating margin) compared to $11.9 million (10.5% operating
margin) for the same period last year. Operating margins in the fourth quarter of 2014 were tempered due to the completion of the fixed price contract, a contract change in the
U.K. Work Programme, start-up in Australia for the 18 new site locations and higher expenses in preparation for the Job Services Australia (JSA) rebid.
 
In fiscal year 2013, the Human Services Segment benefitted from a terminated contract that contributed revenue of $16.0 million and pre-tax income of $10.9 million.
 
Human Services Segment revenue for fiscal year 2014 totaled $450.3 million and, excluding the $16.0 million in revenue from the terminated contract, was comparable to same
period last year. Fiscal 2014 revenue was tempered by currency fluctuations and the completion of a large, accretive fixed-price contract that came to an end in early 2014, both
of which offset organic revenue growth from operations outside the U.S. For the full fiscal year, operating income from the Human Services Segment totaled $50.5 million
(11.2% operating margin).
 
Backlog, Sales and Pipeline
 
Backlog reached a record level of $3.8 billion at September 30, 2014. This compares to $3.4 billion at September 30, 2013.
 
Year-to-date signed contract awards at September 30, 2014 totaled $2.0 billion compared to $1.9 billion reported for the same period last year. New contracts pending (awarded
but unsigned) totaled $326.9 million at September 30, 2014 and did not include the new health and disability assessments contract that was awarded subsequent to September
30, 2014.
 
 

 



 
 
Sales pipeline at September 30, 2014 was $3.5 billion (consisting of $397 million in proposals pending, $156 million in proposals in preparation, and $2.9 billion in opportunities
tracking). The pipeline reflects opportunities in both segments and across multiple geographies.
 
Balance Sheet and Cash Flows
 
Cash and cash equivalents at September 30, 2014 totaled $158.1 million, of which approximately $95 million is held outside of the U.S. For the fourth quarter of fiscal 2014,
cash provided by operating activities totaled $48.5 million, with free cash flow of $28.9 million. For fiscal year 2014, cash provided by operating activities totaled $213.6 million,
with free cash flow of $166.5 million. For the fourth quarter of fiscal 2014, Days Sales Outstanding (DSO) were 61 days, which is below the Company’s previously stated range
of 65 to 80 days.
 
On August 29, 2014, MAXIMUS paid a quarterly cash dividend of $0.045 per share. On October 8, 2014, the Company announced a $0.045 per share cash dividend, payable on
November 28, 2014 to shareholders of record on November 14, 2014.
 
During the fourth quarter of fiscal 2014, MAXIMUS repurchased 1,265,484 shares of the Company’s common stock for $52.2 million (a weighted average price of $41.24). For
the full fiscal year, MAXIMUS repurchased 2,672,151 shares for $113.1 million (a weighted average price of $42.34). At September 30, 2014, the Company had $135.2 million
available for future repurchases under its Board-authorized share repurchase program. Subsequent to September 30, 2014 and through October 28, 2014, the Company
repurchased another 753,010 shares of stock for approximately $30.6 million (a weighted average price of $40.66).
 
Outlook
 
MAXIMUS established its fiscal year 2015 revenue and earnings guidance on October 28, 2014. The Company expects fiscal year 2015 revenue to range between $1.9 billion
and $2.0 billion and expects diluted earnings per share to range between $2.25 and $2.40. This guidance does not include any possible mergers and acquisition activity or any
significant legal expenses or recoveries.
 
Montoni continued, “The horizon for fiscal 2015 and beyond is bright, with several large, new contracts that will serve as the underpinnings for growth over the next few years as
they ramp into their full run-rate. For fiscal 2015, MAXIMUS is forecasting top-line growth in the range of 12% to 18% and we estimate that approximately 90% of our
forecasted 2015 revenue, based upon the midpoint of our revenue guidance range, is already in the form of backlog or option periods.”
 
Website Presentation, Conference Call and Webcast Information
 
MAXIMUS will host a conference call this morning, November 13, 2014, 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 http://investor.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 28, 2014. Callers can access the replay by calling:
 

877.660.6853 (Domestic)/201.612.7415 (International)
Replay conference ID number: 13593178

 
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 the Affordable Care Act,
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 more than 13,000 employees worldwide. For more information, visit www.maximus.com.
 
Non-GAAP Measures
 
This release refers to non-GAAP financial measures, including organic growth, free cash flow and adjusted diluted earnings per share.
 
In order to calculate organic growth, we compare current year revenue to pro forma prior-year revenue, including Health Management Limited. We believe that organic growth
provides a useful basis for assessing the performance of the business excluding the effects of acquisitions.
 
We have provided a reconciliation of free cash flow to cash provided by operating activities. We believe that free cash flow is a useful basis for investors to compare our
performance across periods or against our competitors. Free cash flow shows the effects of the Company’s operations and routine capital expenditure and excludes 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. We believe that this measure is a useful basis for assessing the Company’s performance excluding the
effects of a contract termination in fiscal year 2013.
 
The presentation of these non-GAAP numbers is not meant to be considered in isolation, nor as alternatives to cash flows from operating activities, diluted earnings per share,
revenue growth or net income as measures of performance. These non-GAAP financial measures, as determined and presented by us, may not be comparable to related or
similarly titled measures presented by other companies.
 
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

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

 
    
  Three Months  Year
  Ended September 30,  Ended September 30,
    2013     
Revenue  $ 435,406  $ 384,339  $ 1,700,912  $ 1,331,279 
Cost of revenue   322,474   266,840   1,248,789   945,246 

Gross profit   112,932   117,499   452,123   386,033 
Selling, general and administrative expenses   61,124   60,476   226,815   200,878 

Operating income   51,808   57,023   225,308   185,155 
Interest and other income, net   758   315   2,061   3,867 

Income before income taxes   52,566   57,338   227,369   189,022 
Provision for income taxes   16,414   21,918   81,973   71,673 

Net income   36,152   35,420   145,396   117,349 
Loss/(Income) attributable to non-controlling interests   84   206   44   (618)

Net income attributable to MAXIMUS  $ 36,236  $ 35,626  $ 145,440  $ 116,731 
              

Basic earnings per share  $ 0.54  $ 0.52  $ 2.15  $ 1.71 
              

Diluted earnings per share  $ 0.53  $ 0.51  $ 2.11  $ 1.67 
              
Dividends per share  $ 0.045  $ 0.045  $ 0.18  $ 0.18 
              
Weighted average shares outstanding:              

Basic   66,784   68,157   67,680   68,165 
Diluted   68,233   69,950   69,087   69,893 

                 
 
 

 



 
 

MAXIMUS, Inc.
CONDENSED CONSOLIDATED BALANCE SHEETS

(Amounts in thousands)
  
     
     
   
    2013

ASSETS  (Unaudited)     
Current assets:         

Cash and cash equivalents  $ 158,112  $ 125,617 
Accounts receivable—billed and billable, net   263,011   264,300 
Accounts receivable—unbilled   26,556   28,656 
Deferred income taxes   28,108   26,443 
Prepaid expenses and other current assets   56,673   44,583 

Total current assets   532,460   489,599 
         
Property and equipment, net   80,246   77,710 
Capitalized software, net   39,734   40,456 
Goodwill   170,626   171,867 
Intangible assets, net   39,239   42,039 
Deferred contract costs, net   12,046   14,318 
Deferred compensation plan assets   17,126   10,314 
Other assets   9,519   11,675 

Total assets  $ 900,996  $ 857,978 
         

LIABILITIES AND SHAREHOLDERS’ EQUITY         
Current liabilities:         

Accounts payable and accrued liabilities  $ 103,181  $ 109,020 
Accrued compensation and benefits   94,137   83,280 
Deferred revenue   55,878   53,137 
Income taxes payable   4,693   8,327 
Other liabilities   7,432   8,276 

Total current liabilities   265,321   262,040 
Deferred revenue, less current portion   32,257   32,953 
Deferred income taxes   21,383   16,359 
Deferred compensation plan liabilities, less current portion   18,768   13,953 
Other liabilities   7,082   2,898 

Total liabilities   344,811   328,203 
         

Total equity   556,185   529,775 
Total liabilities and equity  $ 900,996  $ 857,978 

         
 
 

 



 
 
 

MAXIMUS, Inc.
CONSOLIDATED STATEMENTS OF CASH FLOWS

(Amounts in thousands; Unaudited)
 
  Three Months  Year
  Ended September 30,  Ended September 30,
  2014  2013  2014  2013
Cash flows from operating activities:         
Net income  $ 36,152  $ 35,420  $ 145,396  $ 117,349 

Adjustments to reconcile net income to net cash provided by operating activities:         
Depreciation and amortization   12,371   10,053   48,668   35,816 
Deferred income taxes   3,475   (634)   2,898   2,396 
Stock compensation expense   4,469   3,847   17,278   14,555 

Changes in assets and liabilities, net of effects of business combinations and divestitures:         
Accounts receivable — billed   1,218   (43,020)   (144)   (87,999)
Accounts receivable — unbilled   (1,224)   (3,984)   2,056   (14,998)
Prepaid expenses and other current assets   (1,197)   30   (2,540)   (2,492)
Deferred contract costs   1,698   (2,622)   2,254   (5,073)
Accounts payable   2,758   15,132   (2,928)   31,453 
Accrued compensation and benefits   9,767   14,367   12,277   21,308 
Deferred revenue   2,753   9,244   2,841   6,304 
Income taxes   (17,136)   (3,955)   (10,974)   2,034 
Other assets and liabilities   (6,654)   (1,515)   (3,482)   285 

Cash provided by operating activities   48,450   32,363   213,600   120,938 
         
Cash flows from investing activities:         

Acquisition of business, net of cash acquired   —   (71,435)   (2,670)   (71,435)
Proceeds from settlement of final PSI price   —   —   —   3,380 
Purchases of property and equipment   (17,873)   (18,711)   (36,262)   (43,580)
Capitalized software costs   (1,709)   (4,944)   (10,886)   (18,596)
Proceeds from note receivable   79   113   429   398 

Cash used in investing activities   (19,503)   (94,977)   (49,389)   (129,833)
         
Cash flows from financing activities:         

Cash dividends paid   (3,006)   (3,070)   (12,187)   (12,272)
Repurchases of common stock   (51,787)   (5,473)   (111,141)   (33,287)

Stock compensation tax benefit   6,740   5,889   9,665   10,569 
Tax withholding related to RSU vesting   —   —   (14,681)   (8,868)
Stock option exercises   217   328   1,362   2,168 
Issuance of debt   —   —   15,000   — 
Repayment of debt   (40)   (42)   (15,162)   (172)

Cash used in financing activities   (47,876)   (2,368)   (127,144)   (41,862)
   

Effect of exchange rate changes on cash and cash equivalents   (5,901)   2,688   (4,572)   (12,938)
         

Net increase/(decrease) in cash and cash equivalents   (24,830)   (62,294)   32,495   (63,695)
         
Cash and cash equivalents, beginning of period   182,942   187,911   125,617   189,312 
         
Cash and cash equivalents, end of period  $ 158,112  $ 125,617  $ 158,112  $ 125,617 
         
 
 

 



 
 
     

MAXIMUS, Inc.
SEGMENT INFORMATION

(Amounts in thousands)
(Unaudited)

     
  Three Months Ended September 30,  Year Ended September 30,
  2014  % (1)  2013  % (1)  2014  % (1)  2013  % (1)

                 
Revenue:                 

Health Services  $ 321,700  100%  $ 271,032  100%  $1,250,565  100%  $ 862,879  100%
Human Services   113,706  100%   113,307  100%   450,347  100%   468,400  100%

Total   435,406  100%   384,339  100%   1,700,912  100%   1,331,279  100%
                 
Gross profit:                 

Health Services   84,001  26.1%   85,322  31.5%   325,559  26.0%   248,100  28.8%
Human Services   28,931  25.4%   32,177  28.4%   126,564  28.1%   137,933  29.4%

Total   112,932  25.9%   117,499  30.6%   452,123  26.6%   386,033  29.0%
                 
SG&A expense:                 

Health Services   41,201  12.8%   39,384  14.5%   150,181  12.0%   118,266  13.7%
Human Services   19,925  17.5%   20,245  17.9%   76,022  16.9%   79,842  17.0%
Non-segment, net(2)   (4)  NM   668  NM   596  NM   1,966  NM 
Other   2  NM   179  NM   16  NM   804  NM 

Total   61,124  14.0%   60,476  15.7%   226,815  13.3%   200,878  15.1%
                 
Operating income:                 

Health Services   42,800  13.3%   45,938  16.9%   175,378  14.0%   129,834  15.0%
Human Services   9,006  7.9%   11,932  10.5%   50,542  11.2%   58,091  12.4%
Non-segment, net(2)   4  NM   (668)  NM   (596)  NM   (1,966)  NM 
Other   (2)  NM   (179)  NM   (16)  NM   (804)  NM 

Total  $ 51,808  11.9%  $ 57,023  14.8%  $ 225,308  13.2%  $ 185,155  13.9%
                             
 
(1)  Percentage of respective segment revenue. Changes not considered meaningful are marked “NM.”
(2)  Legal, settlement, and acquisition-related expenses and recoveries
   
 
 

 



 
 
 

MAXIMUS, Inc.
Non-GAAP Measures

 
ADJUSTED DILUTED EPS

FY 2013
(Unaudited)

 
         
    Year
  Quarter Ended  Ended
  Dec. 31,  Mar. 31,  Jun. 30,  Sept. 30,  Sept. 30,
  2012  2013  2013  2013  2013
                     
Diluted EPS - GAAP basis  $ 0.31  $ 0.45  $ 0.40  $ 0.51  $ 1.67 
               
Adjustment for terminated contract   –   (0.09)   –   –   (0.09)
               
Adjusted Diluted EPS  $ 0.31  $ 0.36  $ 0.40  $ 0.51  $ 1.58 
                     
 
 

FREE CASH FLOW
(Dollars in thousands; Unaudited)

 
  Three Months  Year
  Ended September 30,  Ended September 30,
  2014  2013  2014  2013
         
Cash provided by operating activities  $ 48,450  $ 32,363  $ 213,600  $ 120,938 

Purchases of property and equipment   (17,873)   (18,711)   (36,262)   (43,580)
Capitalized software costs   (1,709)   (4,944)   (10,886)   (18,596)

Free cash flow  $ 28,868  $ 8,708  $ 166,452  $ 58,762 
         
 
CONTACT:
MAXIMUS
Lisa Miles, 703-251-8637
lisamiles@maximus.com
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Operator:  Greetings and welcome to the MAXIMUS fiscal 2014 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.
 
In the interest of time and so that other participants have the opportunity to ask their question during the conference as well, we ask that you please limit yourself to one

question and one follow-up question during the Q&A.
 
If anyone should require operator assistance during the conference, please press star-zero 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.  Thank you.  You may begin.
 
Ms. Lisa Miles:  Good morning.  Thank you for joining us on today's conference call.
 
As a reminder, we've prepared a presentation to assist in your analysis of the company's 2014 financial results.
 
You may find the presentation particularly useful in following along with Rich's prepared comments.
 
This presentation can be found on our Website under the Investor Relations page.
 
With me today is Rich Montoni, Chief Executive Officer; Rick Nadeau, Chief Financial Officer; and Bruce Caswell, President.
 
Before we begin, I'd like to remind everyone that a number of statements being made today will be forward-looking in nature.
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Please remember that such statements are only predictions, and 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 summary of these risks in 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.
 
Today's presentation 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.

 
For a reconciliation of non-GAAP measures presented in this document, please see the company's most recent quarterly earnings press release.
 
And with that, I'll turn the call over to Rick.
 
Mr. Rick Nadeau:  Thanks, Lisa.
 
Fiscal 2014 was highlighted by strong growth built on solid execution.
 
As a reminder, we entered fiscal 2014 with an unprecedented number of startups.
 
Not only did we deliver on these new programs, but we also offered increased support to clients during the first year of the Affordable Care Act or ACA.
 
Clients continue to turn to MAXIMUS because of our proven ability to offer reliable solutions and scalability in order to meet programmatic objectives.
 
As you know, this led to a great year for MAXIMUS.
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Some key highlights of fiscal 2014 include unprecedented growth in our core markets and expansion into new adjacencies with important new wins, both in the United

States and the United Kingdom; full-year earnings 
toward the top end of our increased range; and strong operating margins, even as we experienced an increase in cost-reimbursable, lower-margin work from certain new
contracts.

 
Let's get into the financial details, starting with the fourth quarter of fiscal year 2014.
 
Compared to last year, fourth quarter revenue increased 13 percent to $435.4 million, driven by growth in the health services segment.
 
Operating margin in the quarter was largely as expected at 11.9 percent.
 
As a reminder, operating margins in the fourth quarter were impacted by program startup, including Fit for Work in the U.K., the Department of Education contract, and

the new site reallocations in Australia.
 
In addition, we had increased costs as we prepared for the rebid in Australia along with a contract change in the U.K. Work Programme that unfavorably impacted

margin.
 
Fiscal 2014 fourth quarter net income attributable to MAXIMUS totaled $36.2 million, which computes to diluted earnings per share of 53 cents.
 
In the fourth quarter, MAXIMUS realized benefits that decreased the tax rate to 31.2 percent.
 
This resulted from the reversal of a valuation allowance on a tax asset in Canada and a favorable true-up of our tax charges to our U.S. state tax returns.
 
The majority of these tax adjustments are normal course that often fall in the fourth quarter.
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The benefit from the lower tax rate was offset by some change orders shifting into next year.
 
Before I move into the full-year results, I would like to remind everyone that fiscal year 2013 included a one-time benefit of approximately $16 million of nonrecurring

revenue, $10.9 million of pretax income, and approximately 9 cents of diluted earnings per share from a terminating contract that was acquired with the PSI acquisition.
 
I will refer to this one-time termination throughout my comments.
 
Revenue for fiscal year 2014 increased 28 percent to $1.701 billion compared to $1.331 billion reported for fiscal year 2013.
 
Revenue increases for the full year were driven by the health services segment.
 
Excluding revenue from the terminated contract, revenue grew 29 percent, of which 27 percent was organic.
 
Total company operating margins for fiscal 2014 remained healthy at 13.2 percent compared to 13.9 percent reported last year.
 
Excluding the terminated contract, operating margins for fiscal year 2013 were 13.3 percent.
 
For fiscal 2014, net income attributable to MAXIMUS shareholders totaled $145.4 million or $2.11 per diluted share.
 
This compares to net income attributable to MAXIMUS of $116.7 million or $1.67 per diluted share for fiscal 2013.
 
Diluted earnings per share grew 26 percent in fiscal 2014 compared to last year.
 
Now, I will speak to results by segment, starting with health services.
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Our health services segment continues to deliver consistently strong results.
 
With a record year of growth, the segment executed soundly while at the same time expanding into new adjacent markets.
 
Health services segment revenue for the fourth quarter increased 19 percent to $321.7 million.  And operating income for the segment totaled $42.8 million compared to

$45.9 million for the same period last year.
 
The segment delivered an operating margin of 13.3 percent in the quarter.
 
For the full fiscal year, health services segment revenue grew 45 percent to $1.25 billion.  And segment operating income increased 35 percent over the prior year to

$175.4 million.
 
Operating margins remained healthy at 14 percent for fiscal 2014.
 
Revenue growth in both the quarter and fiscal year 2014 was driven by contributions from new work, including work related to the Affordable Care Act, as well as

expansion on existing contracts.
 
While the majority of growth was organic, fiscal year 2014 also received the benefit of a full year's contribution from the health management acquisition in the U.K.,

which occurred in July 2013.
 
As expected, health services segment operating margins were lower for the fourth quarter and the full year.
 
This was largely due to an increased level of lower margin, cost reimbursable contracts, as well as certain new programs that incurred startup losses in fiscal 2014.
 
As a reminder, in the first quarter of 2014, we commenced work on an unprofitable contract that was acquired with the PSI acquisition.
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And in the fourth quarter, we had two large programs in startup, including Fit for Work in the U.K. and the Department of Education debt management contract.
 
In aggregate, all three contracts tempered margins for fiscal year 2014.
 
Subsequent to quarter close, the U.K. Department for Work and Pensions or DWP awarded MAXIMUS a new large contract to provide health and disability assessment

services.
 
We're already hard at work and in the midst of a four-month transition and mobilization period.
 
Program takeover will be March 1, 2015, followed by 36 months of operations through February 28, 2018.
 
In addition, the DWP has the option to extend the contract for two additional years.
 
As we disclosed in our 8-K filing on October 30th, we expect that, for fiscal 2015, the contract will contribute approximately $140 million to $165 million in revenue

over the seven months of operations beginning in March of 2015.
 
In addition, the four months of revenue and costs related to the mobilization phase and leading up to the launch will be deferred over the life of the contract.
 
We anticipate that the contract will be accretive to fiscal 2015.
 
We expect that the contract will operate in an operating margin range from 10 percent to 15 percent over the life of the contract.
 
Total contract value was not disclosed at the time of award, but we expect that the DWP will file the contract through its normal process in late November, at which time

we anticipate the full contract value will be published.
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Rich will go into more details about the strategic win in his commentary.
 
In conclusion, another great year for the health services segment.
 
Let's turn our attention to financial results for the human services segment.
 
For simplicity, all comparisons to fiscal year 2013 exclude revenue and earnings contributions from the terminated contract.
 
For the fourth quarter of fiscal 2014, human services segment revenue remained flat at $113.7 million compared to the same period last year.
 
As a reminder, the prior-year period included the benefit of accretive revenue from a large fixed-price contract that ended earlier this fiscal year.
 
This revenue decline offset solid revenue growth from our Australian operations, where we launched 18 new sites as part of a recent reallocation under our job services

Australia contract.
 
Fourth quarter operating income for the segment totaled $9.0 million, which reflects an operating margin of 7.9 percent.
 
As expected, fourth quarter margins were lower due to the completion of the fixed-price contract, a one-time contract change in the U.K. which negatively impacted

margin, and lower margins in Australia due to the new site 
startups and increased costs related to preparing for the rebid.

 
For the full fiscal year, revenue for the human services segment generated solid top-line growth from our international operations, which offset the expected completion

of the accretive fixed-price contract.
 
Fiscal 2014 revenue for the human services segment was also unfavorably impacted by currency fluctuations, most notably in Australia.
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Segment revenue remained relatively flat at $450.3 million compared to the previous fiscal year.
 
If currency exchange rates had remained constant, we would've had an additional $11.2 million in revenue and 2 cents of earnings for the full fiscal year.
 
For fiscal 2014, operating income for the segment increased to $50.5 million with a full-year operating margin of 11.2 percent.
 
This compared to a normalized margin, excluding the terminated contract of 10.4 percent for the prior year.
 
Let me move on to discuss cash flow and balance sheet items.
 
Days sales outstanding were 61 days for the fourth quarter, which is better than our target range of 65 to 80 days.
 
For the fourth quarter of fiscal 2014, cash provided by operating activities totaled $48.5 million, with free cash flow of $28.9 million.
 
For the full fiscal year, cash provided by operating activities totaled $213.6 million, with free cash flow of $166.5 million.
 
Our balance sheet remains healthy, and we ended the fiscal year with cash and cash equivalents totaling $158.1 million, of which approximately $95 million was held

outside of the United States.
 
Our long-term cash deployment activities will continue to include dividends, opportunistic repurchases of common stock, working capital investment to support new

contracts, and strategic acquisitions.
 
As we have previously disclosed, we consider our share repurchase program to be opportunistic in nature.
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As such, we aggressively repurchased shares of MAXIMUS common stock in our fourth fiscal quarter and throughout most of October.
 
During the fourth quarter, we spent $52.2 million to repurchase 1,265,000 shares of MAXIMUS stock, which is a weighted average price of $41.24.
 
For the full year, we repurchased a total of 2,672,000 shares for a total of $113.1 million, which is a weighted average price of $42.34.
 
At September 30, 2014, MAXIMUS had approximately $135.2 million available for future repurchases under its buyback program.
 
Subsequent to quarter close, we continued to buy, repurchasing an additional 753,000 shares for approximately $30.6 million, which is a weighted average price of

$40.66.
 
With the generation of free cash flow and our available line of credit, we can sufficiently address our cash needs in 2015.
 
We have an unwavering commitment to continue to create and deliver long-term shareholder value to investors.
 
Therefore, we remain committed to sensible uses of cash.
 
Most importantly, our priority use of cash remains squarely focused on strengthening our core business for long-term growth, either through investment or acquisition.
 
Let me now speak to guidance.
 
On October 28th, we established fiscal year 2015 revenue and earnings guidance.
 
Today, we are confirming that we still expect revenue to range between $1.9 billion and $2.0 billion and earnings per diluted share to range between $2.25 and $2.40.
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As you may remember, at the beginning of each year, we provide data on the percentage of forecasted revenue that is in the form of backlog or contract options.
 
We enter into fiscal 2015 with backlog of $3.8 billion at September 30, 2014.
 
Based on the midpoint of our 2015 revenue guidance range, we estimate that approximately 90 percent of our forecasted fiscal year 2015 revenue is in the form of

backlog or option periods.
 
In addition, the backlog number does not include the new health and disability contract, which was awarded after September 30.
 
But, this is a large program that has operational complexities, and solid execution will be critical to how the program performs in fiscal 2015.
 
Drilling down into the details at the segment level, we expect that revenue growth in fiscal 2015 will be driven predominantly by the health services segment but that the

human services segment may still grow in the mid-single digits.
 
We expect that the health services segment will deliver a full-year margin around the midpoint of our target range of 10 to 15 percent and that the human services

segment will operate towards the lower end of the range.
 
Let me walk you through some of the other factors that are assumed within our estimates and discussed in our recent 8-K filings.
 
First, we expect that a portion of the Affordable Care Act work from fiscal 2014 may not repeat in fiscal 2015.
 
We have estimated this to range between $50 million and $100 million of ACA revenue that may not repeat in 2015.
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While it is difficult to precisely predict what the second enrollment period will look like, our estimates assume the call volumes and talk times will be lower as a result

of better functioning technology and Websites.
 
This means that we are not expecting the same level of change orders that benefited last year's second quarter.
 
Second, we are anticipating startup losses of approximately 10 cents of earnings per diluted share from the U.K. Fit for Work and the U.S. Federal Department of

Education debt management contracts, both of which launched in August 2014.
 
Our contracts are long term in nature, and while some may have startup losses, we expect every contract to generate solid economic returns that contribute to

meaningful long-term shareholder value.
 
Third, we also have new accretive work coming online from the recently awarded health and disability assessment services contract in the U.K.
 
As I noted earlier, we expect approximately 140 million to $165 million of accretive revenue attributable to the seven months of operations in fiscal 2015 beginning in

March.
 
This is a hybrid contract that is predominantly cost reimbursable with cost ceilings and includes potential incentive fees and penalties.
 
Fourth, our guidance always includes estimated revenue and earnings related to potential new work that is probability weighted.
 
And lastly, we're estimating that the tax rate for fiscal 2015 will range between 37 and 37.5 percent.
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The final tax rate will ultimately depend on the level of operating income contribution from our various tax jurisdictions.
 
So, when you add it all up, we are forecasting revenue growth between 11 percent and 18 percent and GAAP basis earnings growth between 7 percent and 14 percent for

fiscal 2015.
 
We appreciate that investors prefer some insight into our quarterly performance.
 
Because of a number of variables; the quarters could fluctuate throughout fiscal 2015.
 
As you might expect, on a sequential basis, we are presently forecasting a strong first quarter driven by the seasonality with ACA open enrollment.
 
As with last year, we are again anticipating a dip in the second quarter as open enrollment winds down.
 
However, it is simply too soon to predict how consumer behavior might affect call volumes and talk times this year.
 
As we move into the third quarter, we will go live with the new health and disability assessment services contract, which should provide a boost to Q3 relative to Q2.
 
And as many of you know, we are in the midst of a rebid process for our job services Australia or JSA contract.
 
Should we be successful in the rebid, the new contract contains features that will cause us to experience startup losses on the new contract in our fiscal year 2015 fourth

quarter.
 
The new contract is presently expected to start on July 1, 2015.
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Wrapping up with cash flow guidance, we expect cash provided by operating activities to be in the range of 165 to $190 million for fiscal 2015, and we expect free cash

flow to range between $100 million and $125 million.
 
We are forecasting lower cash flows in fiscal 2015 driven by two main factors.
 
First, we are forecasting DSOs to run around 65 days.
 
And second, we also have some new large programs in startup that may have working capital requirements that are expected to unfavorably impact cash flows in 2015.
 
In conclusion, MAXIMUS achieved another year of strong financial results.
 
Thank you for your continued interest.
 
And now, I will turn the call over to Rich.
 
Mr. Rich Montoni:  Good morning, and thank you, Rick.
 
MAXIMUS is coming off a great fiscal 2014, and we are proud of our solid operational and financial results.
 
We continue to make significant progress towards our long-term strategic goals that are the underpinnings for consistent growth and creating shareholder value.
 
These include growing our operations outside the United States, expanding our U.S. federal operations to serve new agencies and programs, and continuing to grow our

U.S. business.
 
In my remarks today, I will talk about how our achievements in the past continue to shape our expectations for the future.
 
Over the past eight years, MAXIMUS has experienced a remarkable transformation.
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We've optimized our business, shed noncore business lines, and launched a keenly focused growth platform that will benefit us for decades to come.
 
One of the primary ways we grow our business is through our land-and-expand model.  This includes new geographies, new adjacencies, and new client agencies.
 
Across our entire portfolio of contracts, we have pertinent examples of this successful strategy.
 
We continue to demonstrate key strategic successes.  Of special note, over the past 18 months; successes include two new contracts in the United Kingdom, Fit for

Work and health and disability assessments; the ongoing  expansion in Australia, where our top-rated performance has been critical to consistent expansion; and the recently
launched debt management contract with the U.S. Department of Education.

 
So, let's start today with our new work outside the U.S., where we see continued demand for our services driven principally by two factors: reform efforts to address

rising caseloads and improve the effectiveness of social benefit programs, and a trend towards more outcomes based government programs.
 
Our most recent contract award announcement was for the U.K.'s health and disability assessment service under the Department of Work and Pensions, which also goes

by DWP.
 
As part of a broader welfare reform effort laid out over the last several years, the U.K. government developed criteria and assessment process for determining eligibility

for various benefits programs.
 
Under this new contract, our role is to conduct assessments for individuals seeking certain disability benefits according to the rules set down by Parliament.
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The results from each assessment are then used by DWP to determine the level of support for different benefits.
 
Our performance under this program is tied to quality, timeliness, and the number of assessments completed.
 
Since MAXIMUS does not make the final determination on benefits, we have no financial incentive to determine if someone is eligible for benefits or able to return to

work.
 
There has been a considerable amount of press on this program, and there is also a wide range of views on welfare policy in the United Kingdom.
 
As you may have read, the program faces significant challenges out of the gate that will take some time to improve.
 
We believe that our experience and expertise makes us ideally suited to tackle some of the challenges that exist today.
 
Our number one goal under the program is to improve the overall customer experience.
 
We want to reduce the long wait times, improve the quality of the assessment, and make the assessment process less intimidating for customers.
 
This should also help reduce the number of people who failed to show up for their assessment, which has been a concern in the past.
 
This win is right in the heart of our core services, and we bring a proven track record of turning around troubled programs as we did in British Columbia and Texas.
 
There, we made sizable improvements and delivered a significantly improved service to program participants over the long run.
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The health and disability assessments contract win comes on the heels of our new Fit for Work contract.
 
The Fit for Work program was a result of the government review of employee sickness absence.
 
A DWP analysis considered how the current sickness absent systems could be improved to help people stay in work, reduce cost, and contribute to economic growth.
 
The analysis also found that there were 140 million days lost to sickness absence, costing employers GBP9 billion each year.
 
The Fit for Work program was established to help employers and employees balance medical conditions and work requirements more effectively.
 
The program offers small- to medium-sized businesses access to occupational health assessments and return-to-work plans for people who reach or are expected to reach

a four-week sickness absence period.
 
As I mentioned in the last quarter, we are in the mobilization phase and will begin a phased operations launch next month.
 
Both of these contracts are great examples of how our services meet the needs of governments by addressing rising caseloads to more effectively manage benefit

programs in implementing performance-based metrics to achieve the outcomes that matter.
 
They also provide confirming data points for our U.K. land-and-expand model.
 
We completed a strategic acquisition of HML in July of 2013 and built off the solid reputation established by our human services team.
 
Our human services and HML personnel in the United Kingdom deserve recognition for their contributions to these key wins.
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Turning now to Australia, where we also have more positive news to share, the team has done a tremendous job of expanding our business with consistently solid

results under the star ratings program.
 
Recently, the Australian government decided to move caseloads that were historically managed in house to outside providers.
 
These caseloads relate specifically to the Disability Employment Services program or DES where MAXIMUS has been a strong performer.
 
Just last week, we were notified that MAXIMUS was a successful bidder for this new work.
 
This win will effectively double our DES book of business taking our current DES run rate from about $30 million a year to approximately $60 million a year.
 
The new work will begin in March and will provide a partial-year contribution that is already baked into our fiscal 2015 guidance.
 
As Rick noted, the Australian team is also hard at work on the JSA rebid.
 
Our response to the tender is due later this month, and we expect to hear the results in the spring.
 
As a reminder, this rebid is not expected to be a winner-take-all award.
 
Based on past procurements, the awards are done on a location-by-location basis.
 
As evidenced by our organic growth in Australia alone, MAXIMUS has excelled in this outcomes-based market, and we remain cautiously optimistic about our position

on this important rebid.
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Moving now to our operations inside the U.S., where we are gearing up for the next Affordable Care Act open enrollment period, this starts this Saturday and runs

through February 15th, 2015.
 
We expect this year will be smoother with fewer technology challenges for the exchanges as states and the federal government apply the lessons learned from last year.
 
Overall, we believe that volumes may be lower due to improved technology and more self-service tools.
 
However, this open enrollment period will include new tax forms, individuals renewing current coverage, and new populations.
 
So, it's difficult to predict how these factors might impact call volumes and talk times.
 
The enrollment trends for exchanges remain fluid, and we still expect that activities won't reach a steady state for several years.
 
Therefore, we continue to believe future opportunities will develop for supporting our clients with the ongoing implementation and stabilization of the Affordable Care

Act.
 
These include work for the various exchanges, as well as helping states adapt their Medicaid programs to meet program requirements.
 
Let's turn our attention to rebids.
 
For fiscal 2014, we either won or were extended on approximately 91 percent of the total base contract value of our rebids.
 
As we've mentioned on previous calls, fiscal 2014 was a lighter rebid year, but all in all another great year for securing the base.
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For fiscal 2015, we have 10 contracts up for rebid, where the combined total value of the base contracts is approximately $1.2 billion.
 
This includes the Australian JSA rebid, which we presently estimate to be approximately $690 million over the five years.
 
This updated value now includes the contributions from the recently reallocated sites.
 
In addition, we also have our Texas eligibility support contract up for rebid.
 
The contract runs through December 2015, and the total contract value is estimated to be $324 million over its three-year life.
 
Moving onto new awards in the pipeline, fiscal 2014 was another solid year of strong sales awards for MAXIMUS.
 
For fiscal 2014, final year-to-date signed contracts were $2 billion.
 
We also had an additional $327 million in new contracts that have been awarded but not yet signed as of September 30th.
 
We are also excited to share that our sales pipeline reached a record $3.5 billion at September 30th, 2014.
 
The pipeline contains new opportunities across multiple geographies in both segments and serves as confirmation of continued demand for our core services.
 
As a reminder, our awards and pipeline numbers are reflective of where opportunities stood at September 30th.
 
Therefore, the new U.K. health and disability assessments contract is reported in the pipeline and not in new awards.

 
 
Fiscal Year 2014 Fourth Quarter and Year End Earnings Call 11/13/2014 - 0900 ET - 19
 
 

 



 
 
The new contract is carried in the pipeline at a total contract value of $150 million, which is far below the total value of the awarded contract.
 
The procurement process is dynamic.  So, we take a more measured approach to our pipeline.
 
While rebids go into the pipeline at full value, we cap the value of new opportunities typically at $150 million.
 
We believe this is the best approach for MAXIMUS.  It still provides transparency, but reduces unusual fluctuations that might result from a handful of contracts where

the size and scope of the contract may change materially throughout the procurement lifecycle.
 
And as a general reminder, our reported pipeline only reflects opportunities where we believe the RFP is expected to be released within the next six months.
 
We believe this offers a higher-quality view into opportunities on the horizon.
 
As we've said in the past, governments around the world face the same challenges of increasing populations, rising caseloads, and the need to effectively manage their

social programs.
 
And as many of you already know, the demand trends for our business can span decades.
 
We enter into contracts that are sometimes up to 10 years long.  And as Rick noted, we expect all of our contracts to provide meaningful returns and contribute to long-

term shareholder value over the life of the contract.
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While some contracts may generate initial startup losses, our historical experience is that, in subsequent years, they become accretive and are in line or better than our

overall portfolio margin targeted in the range of 10 percent to 15 percent.
 
The Fit for Work and debt management contracts have ramp-up losses in fiscal 2015, and both are forecasted to breakeven during 2016.
 
Our new health and disability assessments contract has a different structure and is expected to be accretive in year one.
 
So, in aggregate, these contracts are presently expected to provide a meaningful contribution to our organic growth targets over the next few years.
 
In fiscal 2014, two of the three contracts were active and had $10.2 million in revenue but losses of approximately 4 cents per share.
 
In fiscal 2015, we expect the three contracts in aggregate to contribute approximately $235 million in revenue and 8 cents of earnings per share.
 
So, the aggregate slingshot off these three startups in fiscal '15 is approximately 12 cents of earnings per share.
 
Looking ahead to fiscal 2016, we are forecasting approximately 460 million in revenue and about 34 cents of earnings per share from these three contracts.
 
This sets up an earnings-per-share slingshot of 26 cents in fiscal 2016.
 
It's important for investors to understand that these programs are large.  They require resources and investment from across the organization.
 
When investors model these out, they should not add another 10 percent growth on top of these numbers.
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The benefit from the slingshot effect is part of our organic growth, and these new contracts set the path to helping us achieve our longer-term growth targets for the next

few years.
 
So, in summary, we're coming off a great fiscal 2014.  And all things being equal, the table is set for solid growth in 2015 and well beyond.
 
We're excited about the significant progress we've made in establishing ourselves in the markets, new adjacencies, and new agencies.
 
The increasing demand for our services is evidenced by our successes in these new areas.
 
With a growing business and solid demand, both inside and outside the U.S., we believe that MAXIMUS should no longer be viewed as just another Affordable Care

Act play.
 
Around the globe, governments continue to seek solutions for balancing the need to provide diverse populations with social benefits with operating cost-effective public

programs.
 
We believe that MAXIMUS remains well positioned to partner with governments to improve overall program efficiency, deliver the outcomes that matter, and achieve

value for taxpayer dollars, and most importantly deliver the best service to citizens.
 
And before I open it up to questions, I just want to take a moment and thank our more than 13,000 employees worldwide for their unwavering dedication to helping

people access government, health, and social services programs.
 
Helping people is the heart of what we do, and we're proud of it.
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I also extend my congratulations to Bruce Caswell on his appointment as President, which was effective October 1st.  Congratulations, Bruce.
 
And with that, let's open it up for questions.  Operator?
 
Operator:  Thank you.
 
We will now be conducting a question-and-answer session.
 
If you would like to ask a question, please press star-one on your telephone keypad.
 
A confirmation tone will indicate that your line is in the question queue.
 
And you may press star-two 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 star keys.
 
In the interest of time and so that other participants have the opportunity to ask their question during the conference as well, we ask that you please limit yourself to one

question and one follow-up question during the Q&A.
 
Our first question comes from the line of Charlie Strauzer with CJS.  Please proceed with your question.
 
Mr. Charlie Strauzer:  Hi, good morning.
 
Mr. Rich Montoni:  Good morning, Charlie.  How are you?
 
Mr. Charlie Strauzer:  Good.  Thanks.  Rich, if we could expand a little bit more on the pipeline, it's swelled significantly over the course of the year, especially, even

sequentially from last quarter.
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And when you look at that--that 3.5 billion number and you look at, you know, quote, kind of that growth there, does that include--obviously, it includes, some

expectation from--like you said, from the new U.K. contract.
 
But, obviously, that does not include no longer the Ireland contract because I think that was awarded to another party.  Is that correct?
 
Mr. Rich Montoni:  That's correct, Charlie.  On the Ireland contract, that was said and done by September 30th.
 
The Department of Social Protection in Ireland, did make a public announcement.
 
They combined four of the regions in Ireland into two combined lots.
 
MAXIMUS was not selected as a vendor for either combined lot.
 
By the way, we were ranked, highest from a technical score perspective, but price ended up being the deciding factor in the award.
 
Mr. Charlie Strauzer:  Got it.  And then when you--just a little bit more color, if you can, on the timing of the pipeline.
 
I know you said that, you know, RFPs will be, you know, let out in the next six months in that number.
 
But, just a general timeframe of when you think some of these awards could be made.
 
Is it more, you know, the bulk in '15, or is it more kind of slipping, you know, half and half in '15 and '16?
 
Mr. Rich Montoni:  Well, it really is across the board.
 
I think the pipeline metrics--and you're right, we keep a short-term look-see on it.
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We do not include items where we think it's going to take more than six months for the RFP to come out the door.
 
So, I think a lot of it is in fact fiscal '15, new sales opportunities, and it's across the board.
 
Keep in mind it also includes rebid situations as well.  And we've got couple of big rebids.
 
We've mentioned Australia.  We mentioned Texas, which'll be fiscal '15 event, so there in that--in that pipeline opportunity.
 
But, I'd also say that a lot of the pipeline is new work.
 
Mr. Charlie Strauzer:  Thank you very much.
 
Ms. Lisa Miles:  Next question, please?
 
Operator:  Thank you.  And our next question comes from the line of Dave Styblo with Jefferies.  Please proceed with your question.
 
Mr. Dave Styblo:  Good morning.  Thanks for taking the questions.
 
First one out was--it was just on the bridge.  If you could help me understand the revenue guidance because I just can't help but feel like there's a healthy dose of

conservatism in there, or there's an element I'm missing.
 
I guess, during the last earnings call, management pointed to revenue growth of upwards of 10 percent plus.
 
And so, the guidance now implies 15 percent at the midpoint.  But, it's only about mid-single digits when you exclude the U.K. health and disability award and then

partial Australia disability award.
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So, I know you obviously probability-weight your pipeline.  But, it seems we went from revenue growth of 10 percentish plus to 5 percent, excluding, those two

announcements.  So, can you help me connect the dots there?
 
Mr. Rich Montoni:  glad to do it, Dave.  And I'm going to ask, Rick Nadeau to take a first pass at it.  and then I may come back and share my thoughts as well.
 
Mr. Rick Nadeau:  sure.  as we--as I said on the call, at the beginning of the year, we had 90 percent of our, estimated revenue for 2015, sitting in the backlog.  And

that meant that 10 percent was, in that pipeline, weighted.
 
I think, if you look at it, I wouldn't exclude the, HDAS from the--from that calculation.  I think that is part of our organic growth.
 
If you do put that HDAS, contract into there, yes, I think we are creeping up, into the, you know, higher 90s.
 
And so, yes, I would feel like, our revenue guidance is, less risky than our earnings, guidance on the other side.
 
I'd have to caution you that we have a number of startups and, in particular, that, health and disability assessment services contract.
 
And I think that those startups are risky, both from the timing of revenue and in the requirement that you have excellent execution on them.
 
So, yes, if you wanted to make an observation that our revenue, guidance was less risky than our earnings guidance, I think I would agree with that.  but, I will caution

you that we do have to have excellent execution on that contract.
 
Mr. Rich Montoni:  And, Dave, I would add it's great to have these new wins that put us into double-digit topline zone.
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And we do have a nice slingshot impact, into fiscal 2016, from these three contracts as we mentioned on the call.
 
But, I think, as part of any organization, you have some new work, and we're very fortunate to have a lot of new work that we're winning.
 
Yeah, but, you also have some work that does roll off, and you need to keep that in mind.
 
So, as we did in fiscal--as we go from '14 to '15, we do think there's some of the Affordable Care Act that's going to roll off.  So, it goes in the other direction.
 
And you're right.  We do take our sales pipeline and probability affect it.  And that's what landed us in the guidance that we have on the table today.
 
Mr. Dave Styblo:  Okay.  And my follow up is just on, your strategy for, I guess, delicately handling the U.K. health and disability award.  Obviously, it's been high

profile in the news.
 
What--and you started to elaborate on this during your prepared remarks.  But, what is it that you can do to mitigate the risk?  And what are some of the things that

could go wrong that either affect revenue, the penalties, and the risk to earnings?
 
Can you help just flesh those out on the downside that we would need be worried about?
 
Mr. Rich Montoni:  Yeah, I'm going to talk about, the first part of your question.  And then Bruce Caswell is here as well.  And Bruce can talk about some of the

penalties and the credits in the sense that it's--it is a hybrid type contract, fundamentally cost plus.  But, there are some adjustments to that.
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In terms of management, I just think that MAXIMUS has the right culture, you know, the right history, and, the right, I'd say attributes to do this type of work.
 
It is one where it's received a lot of attention in the past.  it is an area that impacts a lot of individuals.
 
So, we're going to have to--we will take over workforce for the current provider.  And we're going to work very hard to provide the best people that we have across all of

MAXIMUS.  And we've already started that with the mobilization phase.
 
And, we're going to work very hard to drive our culture and our values into this program.  And we'll be open about it.  It's going to take a long time to make

improvements.  And, we're going to be receptive to suggestions in  terms of how you improve the process.
 
Bruce?
 
Mr. Bruce Caswell:  Thanks, Rich.  And, Dave, some other factors you'd asked, you know, what are some of the key elements of the ramp up of the program?
 
The biggest one is really the conversion of the existing staff over from Atos as the incumbent provider, as we ramp up to the March launch, and then the hiring of

additional staff, so that we can hit the peak requirement for, healthcare professionals and related staff, to meet the volume targets and objectives for the first year of the program.
 
As you've probably read, there is a meaningful backlog that we're seeking to reduce.  And I think it's--we've said, you know, presently in the press recently that it could

take about 18 months to reduce that backlog.
 
So, the key driver is really the staffing plan and the conversion over from the prior contractor in terms of staff and facilities.
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Ms. Lisa Miles:  Thanks, Dave.  Next question, please?
 
Operator:  Thank you.  And once again, as a reminder, you may press star-one on your telephone keypad if you would like to ask a question at this time.
 
And our next question comes from the line of Richard Close with Avondale Partners.  Please proceed with your question.
 
Mr. Richard Close:  Yes, thank you.  Just really quick, I'd like to hit on the one-time U.K. contract change, if you can go into that a little bit.
 
And then as a follow up, the JSA startup losses that you discussed, you know, if you potentially win--rewin that, business, can you go through that?
 
Mr. Rick Nadeau:  Yes.  This is Rick.  on the first, item you ask about is that U.K.--it's the work program contract.
 
And, there was an amendment to the contract that affected all of the, participants in the contract.  And it really related to technically how you were do--we were doing a

calculation and the whole industry was doing a calculation inside the contract.
 
And so. What you have is, the amendment caused us to, and have an adjustment to the cumulative profit.
 
So, it--you know, it weights--it has an--a high-weighted effect on that particular quarter.
 
Mr. Richard Close:  --Can you quantify that?
 
Mr. Rick Nadeau:  Well, I--we don't quantify on individual contracts.  But, that would be, you know, a one-time adjustment to that profit.  So, we would think that we

would go back to a normal profit level run on that contract on a going-forward basis.
 
The-- JSA contract, the new contract is expected to start on July 1.
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As Rich said, that's not a winner-take-all type of arrangement.
 
But, the new contract does have a feature in it where, payments that we get are spread out over a longer period of time.
 
And so, we'll actually have some reduced cash flow in the early parts of the contract.
 
And the way we have to account for that, that will actually hurt our income statement in the fourth quarter.
 
We have assumed, a level, area of-- our, market share there.
 
Obviously, if we win more, then that will impact you, proportionately, or if we win less.
 
Ms. Lisa Miles:  Thanks, Richard.  Next question, please?
 
Operator:  Thank you.  And our next question comes from the line of Brian Kinstlinger with Maxim.  Please proceed with your question.
 
Mr. Brian Kinstlinger:  Great.  Thanks.  You mentioned 90 percent of your revenue guidance is in backlog or some form of.
 
Is that the low or midpoint?  And is that based on the quarter end backlog or the backlog that you sit with today that includes your health and disability contract?
 
Mr. Rick Nadeau:  That was the year-end.  And so, it did not include the health and disability assessment services contract that we won in October.  And it goes to the,

midpoints.
 
Mr. Brian Kinstlinger:  Okay.  And then, the follow up that I've got is, the human services segment has really stalled it seems like on the top line over the last four to

six quarters for a variety of reasons.
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And you're expecting, single-digit growth and maybe mid-single-digit growth in '15.
 
In the past, you've said there's plenty of opportunity within that segment.
 
So, I'm wondering if something changed in that market competitively.  Is pricing the main culprit?  And maybe go through what the pipeline looks for the welfare-to-

work type programs.
 
Mr. Rich Montoni:  good morning, Brian.  This is Rich.  I'm going to try to answer--.
 
Mr. Brian Kinstlinger:  --Hi, Rich--.
 
Mr. Rich Montoni:  --Your question.  Good morning.  I think you've got a number of questions in that one question.
 
So, health and human services, has been at the lower end of the 10 to 50 percent targeted range for the portfolio.
 
You will note that, in the fourth quarter of this year, it was 7.9 percent, which is even below that 10 percent lower end.
 
By the way, Rick talked about in his call notes the drivers to that being that work program amendment, which was just discussed, some good news, new work, new sites

in Australia, which is new work, and also, we had, some work pushed to the right.
 
When you normalize that 7.9 percent for all of those three items to give you some quantification, human services would've been north of 10 percent, operating income.
 
So, we don't see the 7.9 percent as being a recurring, op--operating income for human services.
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We--it's had some wins.  It's done well, more notably internationally than U.S. domestic.
 
I just think, in the U.S., all eyes have been on the Affordable Care Act in healthcare.  We shall see as we move forward.
 
There are some early indications that some of the human services-related programs may get more attention and may generate additional opportunities as we move down

the road.
 
Is that helpful, Brian?
 
Mr. Brian Kinstlinger:  Thank you very much.
 
Mr. Rich Montoni:  Sure.
 
Ms. Lisa Miles:  Thanks, Brian.  Next question, please?
 
Operator:  Thank you.  And once again, as a reminder, you may press star-one on your telephone keypad if you would like to ask a question.
 
Our next question comes from the line of Carl McDonald with Citigroup.  Please proceed with your question.
 
Mr. Carl McDonald:  Great.  Thank you.  So, first question was on, the JSA contract in Australia.
 
What is your market share now with the 18 sites?  Basically, what I'm trying to get to is, relative to your, call it, 700 million contract value, what is the total contract

value in Australia?
 
Mr. Rich Montoni:  Fair enough, Carl.  Good morning.  And I'm going to ask Rick Nadeau to handle that question, the JSA, Australia contract market share I think is

your question.
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Mr. Rick Nadeau:  Yeah, it's about 12.5 percent.
 
Mr. Carl McDonald:  Got it.  Okay.  anything, in the--now that the RFP has been released, anything in the RFP, you know, other than that, you know, fourth quarter

issue you mentioned that changes your view of where the--margin on that JSA contract will end up, relative to what you've, generated the last few years?
 
Mr. Rick Nadeau:  No, not really.  I think it'll have more variability than, fixed pricing in it.  But, I think the margins we expect would be similar to where we're

performing today.
 
Mr. Carl McDonald:  Excellent.  And then, if you could just remind us on the, Texas eligibility support contract, I believe you've had that since the late 1990s.
 
But, just sort of--just some general color on how long you've had that contract, how many rebids you've gone through over that period of time.
 
Mr. Rich Montoni:  Carl, we have Bruce Caswell with us here.  And it ultimately reports to Bruce.  So--.
 
Mr. Bruce Caswell:  --Sure--.
 
Mr. Rich Montoni:  --Yeah, we've won, I think, one rebid at least with that situation.
 
Mr. Bruce Caswell:  That's right.  Exactly.  And we've held that contract since the probably 2005 time range because this is--I want to make the distinction that there

are really three pieces of work we've historically done in Texas, the eligibility support services, the CHIP program operations, and the Medicaid managed care enrollment broker
work.
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And this relating to eligibility support, was from that 2005/'06 timeframe and has been won once before.
 
Ms. Lisa Miles:  Thanks, Carl.  Next question, please?
 
Operator:  Thank you.  And our next question comes from the line of Richard Close with Avondale Partners.  Please go ahead with your question.
 
Mr. Richard Close:  Yeah, so, just a follow up to make sure I, understand the disability assessment contract and where it sits in your pipeline.
 
If you can go over that, I know you had some bullets, on your presentation.  But, I think you said you had 150 million cap.  and walk us through those caps.
 
And when we get an 8-K or some sort of, formal, statement, I guess, on the total value of the contract, at that point, does it go in at a greater rate?
 
Mr. Rich Montoni:  Richard, let me try and, help you with that one.  We do--in our sales pipeline; we put a cap on what we refer to as new work.
 
So--and the reason we do that is because, with new work, new contracts, it's very, very judgmental in terms of the amount of the ultimate contract.
 
We may expect that, government X is going to come out with a bid in six months.  And we think it may be a five-year contract, and a run rate of X.  And ultimately; it

ends up being a one-year contract and a run rate of Y.
 
So, so that we basically button up and firm up the credibility in the pipeline, we'll put a cap on such things.
 
For existing work, we will put it in our existing run rate.  So, rebid type situations, like Australia, like Texas, we'll put that in the sales pipeline, generally at the--at the

current run rate, or if we've got some known increases, we'll put it in.
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So, it will oftentimes and in fact does at September 30th exceed the $150 million amount, the cap that we otherwise put on new work.
 
And as it relates to HDAS, we did put--we did have that in our, sales pipeline.  I believe we re--had it recorded as pending, proposals pending at, $150 million.
 
So, obviously, since we've won that, at a much higher amount, we will report that as a sale, not a sales pipeline, but as a win, at the actual amount, which is much greater

than 150.
 
Mr. Richard Close:  Okay.  And then, I guess a final question for me is, you've had an incredible amount of success here, on disability and assessment recently.
 
And I wonder if you could talk about the overall pipeline, how you see that breaking out in various products.  I mean, is there more disability in the assessment business

to be won out there, how you feel about that?
 
Mr. Rich Montoni:  You know, I'm not going to slice and dice the sales pipeline.  But, I will say this, that I do think--and this fits into something that we've said for a

very, very long time and really is a strategic, underpinning.
 
And we do think that governments are pressured, with more individuals and, unfortunately, more of them, looking to their government, either for financial help or health

assistance or a combination of all of the above, and oftentimes job assistance.
 
And those pressures are really compelling governments to do a couple of things.  They're looking to firms like MAXIMUS to bring world-class capabilities to the table.
 
But, they're also having to perform more assessments and as more appeals that go along with it.
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So, whether it's the United Kingdom or here in the U.S., you have similar pressures in the Veterans' Administration and the Social Security Administration.  And I

could go on and on.  And it even occurs on a state-by-state basis.
 
I view all of this as really just confirming data points to that longer-term strategy.
 
Ms. Lisa Miles:  Next question, please?
 
Operator:  Thank you.  And our next question comes from the line of Frank Sparacino with First Analysis.  Please proceed with your question.
 
Mr. Frank Sparacino:  Hi, guys.  First, just wanted to start with, can you give us a sense of how you are thinking about the exchange activity this year, you know, in

terms of some of your assumptions?
 
Obviously, we've seen some of the new enrollment projections.  But, also, you know, I noticed, New York, one of your clients, was increasing their call center capacity.
 
So, just trying to understand some of the dynamics, to sort of the baseline, you’re thinking going into the year.
 
Mr. Rich Montoni:  Frank, I know that, Bruce Caswell would welcome the opportunity.
 
Mr. Bruce Caswell:  Hey, Frank.  Good morning.  And, you're right that, you know, first of all, you have to keep in mind that, this enrollment period is half the length

of the prior one.  So, it's a three-month enrollment period versus a six-month enrollment period.
 
So, it's not uncommon across the board to see some clients increasing their call center staffing, as we get into it.
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California, similarly, has announced they're going to do that.  And there was an article in the New York Times yesterday that spoke to other states that are doing that.
 
So, I would say there are kind of puts and takes across the entire system that we've baked into our guidance.
 
And you know, staffing is one element.  And, ultimately, the call volumes that we're going to see are really a function of a number of factors.
 
You know, this is the first year when we're going to have, renewals coming into the system.
 
I think HHS's most recent number was somewhere in the range of 5.9 million.
 
We're going to have folks that will be receiving in January these, tax forms related to their advanced premium tax credits and calling the customer contact centers to

address with that, questions related to that.
 
We'll have new enrollees coming into the system.  And that's an interesting one because, some, you know, statistics that I've read recently would suggest that the

majority of the remaining uninsured are actually unaware that open enrollment's beginning, later this week.
 
And so, the amount of money that the states and other entities will put into outreach is going to be a key determinant of call volumes as well.
 
So, as we look at it across the board, it's really, difficult to predict, what the ultimate impact's going to be.
 
And we've, you know, tried to staff up, following guidance from our clients accordingly and, be prepared to see how it plays out.
 
Does that help?
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Mr. Frank Sparacino:  It does.  Thank you, Bruce.
 
And maybe, lastly, just sort of a follow up I guess to Richard's question around, you know, health.  Obviously, you've had a ton of success in the U.K.  I don't know how

much more room there is to run in the U.K.
 
But, I'm interested in, when you look at other countries, you know, with significant opportunities like you've had in the U.K., whether it's Australia, can you just talk

about, you know, maybe what you think are some, ideal countries or new markets to enter on that side?
 
Mr. Rich Montoni:  I'm not going to mention any specific countries for competitive reasons.
 
But, my overall observation in handicapping how this all happens is that, once a country decides to move aggressively towards partnerships like this, and certainly the

United Kingdom and Australia, have headed in that direction, and we're starting to see an increasing propensity to outsource, as we refer to it, even here in the U.S.
 
Then I think it opens up the door for a significant amount of new work.
 
And, we do, as a matter of, course, pulse other countries.  and I do think that there is a long-term trend out there.  And I--as I've always said, it's difficult to handicap

which particular country at what point in time is likely to move from a low propensity to outsource to an increased propensity to outsource.
 
But, I think it's likely we'll see additional countries as we move forward.  But, I'm going to decline the opportunity to mention which ones.
 
Ms. Lisa Miles:  Thanks, Frank.  Next question, please?
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Operator:  Thank you.  And our final question comes from the line of Brian Kinstlinger with Maxim.  Please proceed with your question.
 
Mr. Brian Kinstlinger:  Great.  Thank you.  As it relates to health and disability, is there any reason to assume the average monthly revenue is not a proxy for future

revenues?
 
I guess, what I'm asking, is there any work that you are doing that won't repeat, or is there any work that you're not doing yet, and as you get more efficient, you'll be

able to increase your volumes?
 
Mr. Rick Nadeau:  Yeah, Brian.  It's Rick.  I think, I said in my prepared comments that the mobilization of that--those payments we got for that get spread over the

entirety of the contract.
 
So, the revenue that we quoted in there is really seven months' revenue, March 30--March 1, 2015, through September 30, 2015.
 
But, that contract's in a ramp period during that.  And so, I would think that you would expect to see the full-year FY '16 revenue be greater than 12 times--12 divided

by seven times the number that you--.
 
Mr. Brian Kingstlinger:  --Right--.
 
Mr. Rick Nadeau:  --See there.  It will be a greater number in FY, '16.
 
Mr. Brian Kingstlinger:  Great.  And the last question I--.
 
Mr. Rich Montoni:  --I just want to make it clear we did provide some estimates as it relates to, the estimated slingshot impact of the three contracts, which includes the

HDAS.  So, I think we've baked that element into it.
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Mr. Brian Kinstlinger:  Right.  And as it relates--we haven't talked about Medicaid expansion in a while.
 
I guess, I'm wondering if the states that have elected to expand Medicaid that--where you're the enrollment broker, I'm curious, under this first year that you have under

your belt, how much of the incremental potential volume have you captured, do you think?
 
Mr. Rich Montoni:  Bruce Caswell?
 
Mr. Bruce Caswell:  Yeah, that's a great question.  And, it's important to remember that we're actually not, the determiner of eligibility for these state Medicaid

programs.
 
And so, when we get new enrollments, we don't know whether that's somebody who's previously ineligible coming into the system, like a woodwork effect person,

versus a Medicaid expansion effect person.  so, it's difficult to break that out.
 
But, I will say that I think, if you look at some of the Kaiser data, you know, Medicaid rolls have grown through expansion nationally by about 8.3 percent.
 
Mr. Rich Montoni:  Right.
 
Mr. Bruce Caswell:  So, you can make some assumptions in there.
 
Also, I might also mention that--you know, and I think you've probably read this as well that the effect of the midterm elections on Medicaid expansion is probably not

substantial, in that, you know, any, incumbent Republican governors, who were against expansion previously, generally won office again.
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And while there were two states that had committed to expansion, and had Democratic governors and those have flipped to Republican governors, our understanding is
that both of them are going to continue with their expansion plans.

 
Is that helpful?
 
Mr. Brian Kinstlinger:  Thank you.
 
Mr. Bruce Caswell:  Great.
 
Ms. Lisa Miles:  I think that concludes our call today.  So, thank you very much for joining us.  We appreciate your ongoing support.
 
Operator:  Thank you for joining us today.
 
This concludes today's call.
 
You may now disconnect your lines.
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2 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 the Company’s 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 and the final slide in this presentation. 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 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.

 
 



 
 

 
3 Highlights of Fiscal 2014 •Fiscal 2014 highlighted by strong growth and solid execution ‒ Delivered on unprecedented number of start-ups ‒ Increased support to clients during first open enrollment of Affordable Care Act (ACA) ‒ Unprecedented growth in our core markets and expansion into new adjacencies with new wins in the U.S. and U.K. ‒ Full-year earnings towards top of increased range ‒ Strong operating margins, even with an increase in cost-reimbursable, lower-margin work from certain new contracts Clients continue to turn to MAXIMUS because of our proven ability to offer reliable solutions and scalability in order to meet programmatic objectives.

 
 

 



 
 

 
4 RevenueHealth Services321.7$ 271.0$ 19%Human Services113.7113.3 <1%Total435.4$ 384.3$ 13%Operating Income Health Services42.8$ 45.9$ (7%)Human Services9.011.9 (25%)Other (includes legal)0.0(0.8) Total51.8$ 57.0$ (9%)Operating Margin %11.9%14.8%Net Income attributable to MAXIMUS36.2$ 35.6$ 2%EPS - Diluted0.53$ 0.51$ 4%($ in millions)Q4 FY14Q4 FY13% ChangeTotal Company Results – Fourth Quarter •Q4 FY14 revenue increased 13%, driven by growth in Health Services •Operating margin of 11.9% for Q4 FY14 impacted by: ‒ Start up of new contracts (Fit for Work & Dept. of Ed.) ‒ Expansion in Australia ‒ Increased costs ahead of the Australia JSA rebid ‒ Contract change in the U.K. Work Programme •Net income attributable to MAXIMUS totaled $36.2M •Diluted EPS of $0.53 •Tax rate decreased to 31.2% due to reversal of a valuation allowance on a tax asset in Canada and favorable year-end true-ups to U.S. tax returns; benefit offset by change orders that shifted into FY15

 
 

 



 
 

 
5 RevenueHealth Services1,250.6$ 862.9$ 862.9$ 45%45%Human Services450.3468.4 452.4 (4%)(<1%)Total1,700.9$ 1,331.3$ 1,315.3$ 28%29%Operating Income Health Services175.4$ 129.8$ 129.8$ 35%35%Human Services50.558.1 47.2 (13%)7%Other (includes legal)(0.6)(2.8) (2.8) Total225.3$ 185.2$ 174.3$ 22%29%Operating Margin %13.2%13.9%13.3%Net Income attributable to MAXIMUS145.4$ 116.7$ 110.3$ 25%32%EPS - Diluted2.11$ 1.67$ 1.58$ 26%34% % Change GAAP % Change Pro forma ($ in millions) FY14 GAAP FY13 GAAP FY13 Pro forma Total Company Results – Full Fiscal Year •FY13 included one-time benefit of $16.0M revenue, $10.9M of pre-tax income and $0.09 of diluted EPS from terminated contract acquired with PSI •Revenue increased 28% driven by Health Services; pro forma revenue grew 29%, of which 27% was organic •Operating margin remained healthy at 13.2% compared to pro forma operating margin of 13.3% for FY13 •Net income attributable to MAXIMUS totaled $145.4M ($2.11 per diluted share) compared to FY13 GAAP net income of $116.7M, or $1.67 per diluted share •On a GAAP basis, diluted EPS grew 26%; on a pro forma basis, EPS grew 34% compared to FY13 (1) (1) (1) Excludes the benefit of $16.0 million in revenue and $10.9 million in pre-tax income from the terminated contract

 
 

 



 
 

 
6 Health Services Segment Revenue •Q4 and FY14 growth driven by new work, including ACA work and existing contract expansion •Majority of growth was organic, FY14 received benefit of full-year’s contribution from Health Management acquisition, which closed on July 1, 2013 Operating Income & Margins •Expected lower margins for Q4 and FY14 largely due to increase in lower-margin, cost-reimbursable contracts and new programs that incurred start-up losses in FY14 •Three contracts tempered margins in FY14: −Unprofitable contract acquired from PSI; commenced work in Q1 FY14 −Start up of Fit for Work contract in Q4 FY14 −Start up of Department of Education Debt Management contract in Q4 FY14 Revenue Health Services321.7$ 271.0$ 19%1,250.6$ 862.9$ 45%Operating Income Health Services42.8$ 45.9$ (7%)175.4$ 129.8$ 35%Operating Margin %13.3%16.9%14.0%15.0%FY14FY13% Change% Change($ in millions)Q4 FY14Q4 FY13With a record year of growth, the Segment executed soundly and expanded into new adjacent markets.

 
 

 



 
 

 
7 New U.K. Health & Disability Assessments Contract •Program take over on March 1, 2015, followed by 36 months of operations through February 28, 2018 •Option to extend contract for two additional years •For FY15, contract expected to contribute approximately $140M to $165M over the seven months of operations that begin in March 2015 •Four months of revenue and costs related to mobilization phase and leading up to launch will be deferred over the life of the contract •Anticipate contract will be accretive in FY15 •Expect contract will operate in an operating margin range of 10% to 15% over the life of the contract •Total contract value was not disclosed at the time of award; expect full contract value to be published by client in November

 
 

 



 
 

 
8 Revenue Human Services113.7$ 113.3$ <1%450.3$ 452.4$ (<1%)Operating Income Human Services9.0$ 11.9$ (24%)50.5$ 47.2$ 7%Operating Margin %7.9%10.5%11.2%10.4%FY14FY13% Change% Change($ in millions)Q4 FY14Q4 FY13Human Services Segment Q4 Results •Q4 FY14 revenue remained flat compared to Q4 FY13, which included benefit from large, fixed-price contract that ended in early FY14; the decline offset solid revenue growth in Australia (18-site expansion) •Q4 FY14 margins lower due to: the completion of the fixed-price contract that ended in early FY14 ; one-time contract change in U.K. that negatively impacted margin; start-up of the new 18-sites in Australia; and increased costs related to Australia rebid in FY15 Fiscal 2014 Results •Solid top-line growth from international operations, offset by completion of the accretive fixed-price contract •FY14 revenue unfavorably impacted by currency fluctuations, most notably in Australia; if currency exchange rates remained constant, would have had additional $11.2M of revenue and $0.02 of earnings •FY14 operating income increased with a full-year margin of 11.2% compared to a normalized margin (excluding terminated contract) of 10.4% for prior year All comparisons exclude revenue and earnings benefit from the terminated contract in FY13

 
 

 



 
 

 
9 Balance Sheet and Cash Flows Cash Flows in Q4 •DSOs were 61 days, better than target range of 65-80 days Cash and Cash Equivalents •Balance sheet remains healthy; at September 30, 2014, cash and cash equivalents totaled $158.1M (approximately $95M held outside U.S.) •Longer-term cash deployment activities include: dividends; opportunistic repurchases of common stock; working capital investment to support new contracts; and strategic acquisitions Reconciliation to Free Cash Flow $ in millions Q4 FY14 FY14 Cash provided by operating activities $48.5 $213.6 Cash paid for property, equipment and capitalized software (19.6) (47.1) Free cash flow $28.9 $166.5

 
 

 



 
 

 
10 Share Repurchases and Other Uses of Cash Share Repurchases •Share repurchase program is opportunistic in nature •Aggressively repurchased shares of MMS common stock in Q4 FY14 and through most of October •At September 30, 2014, we had approximately $135.2M available for future repurchases Uses of Cash •Can sufficiently address FY15 cash needs with generation of cash flow and available line of credit •Unwavering commitment to continue to create and deliver long-term shareholder value to investors •Priority use of cash remains focused on strengthening core business for long-term growth either through investment or acquisition Period Purchase Amount Number of Shares Weighted Average Price Q4 FY14 $52.2M 1,265,484 $41.24 Fiscal 2014 $113.1M 2,672,151 $42.34 Subsequent to quarter close through 10/28 $30.6M 753,010 $40.66

 
 

 



 
 
 

 
11 Confirming FY15 Revenue & Earnings Guidance •Entering FY15 with backlog of $3.8B at September 30, 2014 •Based on midpoint of revenue guidance, estimate that approximately 90% of forecasted FY15 revenue is in form of backlog or option periods •Backlog number does not include new Health and Disability Assessments contract, which was awarded after September 30, 2014; this is a large program with operational complexities; solid execution will be critical to how program performs in FY15 FY15 Guidance Revenue $1.9B - $2.0B Diluted EPS $2.25 - $2.40

 
 

 



 
 

 
12 Factors for Fiscal 2015 Estimates •Segment level detail: Revenue growth in FY15 driven by Health Services; Human Services may still grow in mid-single digits; expect Health Services will deliver a full-year operating margin around mid-point of target range of 10%-15% and Human Services will operate toward lower end of range •Other factors assumed within estimates and discussed in recent 8-K filings: 1.Expect portion of FY14 ACA work may not repeat in FY15 (estimated to range between $50M-$100M); lower call volumes and talk times; not expecting same level of change orders that benefitted Q2 FY13 2.Anticipated start-up losses of approximately $0.10 of EPS from Fit for Work and Dept. of Education contracts; both launched in August 2014 3.New accretive work coming online from recently awarded Health and Disability Assessments contract; expect approximately $140M-$165M of accretive revenue attributable to seven months of operations in FY15 beginning in March; hybrid contract, predominantly cost-reimbursable with cost ceilings, includes potential incentive fees and penalties 4.Guidance includes estimated revenue and earnings related to potential new work that is probability-weighted in the forecast 5.Estimated tax rate for FY15 to range between 37% and 37.5%; final tax rate will depend on level of operating income contribution from various tax jurisdictions Forecasting 12%-18% revenue growth and 7%-14% GAAP-basis earnings growth

 
 

 



 
 

 
13 Quarterly Trends for Fiscal 2015 Quarters may fluctuate in FY15: •On a sequential basis, strong Q1 FY15 driven by seasonality with ACA open enrollment •Anticipating a dip in Q2 FY15 as open enrollment winds down, but too soon to predict how consumer behavior might affect call volumes and talk times this year •In Q3 FY15, go live with new Health and Disability Assessments contract; should provide boost to Q3, relative to Q2 •Should we be successful on JSA rebid, new contract contains features that will cause a start-up loss in Q4 FY15; new contract expected to start July 1, 2015

 
 

 



 
 

 
14 Cash Flow Guidance Forecasting lower cash flows in FY15 driven by two main factors: •DSOs that are expected to run around 65 days •New large programs in start-up with working capital requirements that are expected to unfavorably impact cash flows in 2015 FY15 Guidance Cash from Continuing Operations $165M - $190M Free Cash Flow from Continuing Operations $100M - $125M

 
 

 



 
 

 
15 Richard A. Montoni Chief Executive Officer November 13, 2014 Fiscal 2014 Fourth Quarter & Full Year Earnings

 
 

 



 
 

 
16 Past Achievements & Future Expectations •Proud of our solid operational and financial results in FY14 •Significant progress towards our long-term strategic goals that are underpinnings for consistent growth and shareholder value: ‒ Growing our operations outside of the U.S. ‒ Expanding our U.S. federal operations to serve new agencies and programs ‒ Continuing to grow our domestic business •Over the past eight years, MAXIMUS has experienced a remarkable transformation: ‒ Optimized our business ‒ Shed non-core business lines ‒ Launched a focused growth platform that will benefit us for decades to come

 
 

 



 
 

 
17 “Land and Expand” Growth Model •Demonstrated key strategic successes from the past 18 months: ‒ New Fit for Work contract (U.K.) ‒ New Health and Disability Assessments contract (U.K.) ‒ Ongoing expansion in Australia where our top-rated performance has been critical to consistent expansion ‒ New Debt Management contract (U.S. Department of Education) Land & ExpandNew GeographiesNew Client Agencies New Adjacencies

 
 

 



 
 

 
18 Growth Drivers Outside of the U.S. Reform efforts to address rising caseloads and improve the effectiveness of social benefits programs A trend towards more outcomes-based government programs Growing demand for our services

 
 

 



 
 

 
19 New U.K. Health & Disability Assessments Contract •U.K. Government developed criteria and an assessment process for determining eligibility for various benefits programs as part of a broader welfare reform effort over the last several years •MAXIMUS will conduct assessments for individuals seeking certain disability benefits according to the rules from Parliament •The Department for Work and Pensions will use the results from each assessment to determine the level of support for different benefits •Our performance tied to quality, timeliness and number of assessments completed •MAXIMUS does not make the final determination on benefits and has no financial incentive to determine if someone is eligible for benefits or able to return to work

 
 

 



 
 

 
20 Addressing Current Program Challenges •Our experience and expertise makes us ideally suited to tackle some of the challenges that exist today •Our number one goal under the program is to improve the overall customer experience •We want to reduce the long wait times, improve the quality of the assessment, and make the assessment process less intimidating for customers •This should also help reduce the number of people who fail to show up for their assessment, which has been a concern with the program in the past Win is right in the heart of our core services. MAXIMUS has a proven track record of turning around troubled programs. In British Columbia and Texas, we made sizeable improvements and delivered a significantly improved service to program participants over the long-run.

 
 

 



 
 

 
21 Fit for Work Contract •U.K. Fit for Work program was a result of a government review to consider how the current employee sickness absence systems could be improved to help people stay in work, reduce costs, and contribute to economic growth ‒ Analysis found 140 million days lost to sickness absence, costing employers £9 billion each year •Fit for Work helps employers and employees balance medical conditions and work requirements more effectively •The program offers businesses access to occupational health assessments and return-to-work plans for people who reach (or are expected to reach) a four-week sickness absence period •We are in the mobilization phase and will begin a phased operations launch next month

 
 

 



 
 

 
22 Confirming Data Points for U.K. Land & Expand •Both the Health and Disability Assessment and Fit for Work contracts are great examples of how our services meet the needs of governments by: ‒ Addressing rising caseloads to manage benefits programs more effectively ‒ Implementing performance-based metrics to achieve the outcomes that matter •They also provide confirming data points for our U.K. “land and expand” model •We completed a strategic acquisition and built off the solid reputation established by our U.K. Human Services team

 
 

 



 
 

 
23 Expanded AUS Disability Employment Services •Positive news out of Australia •Government recently decided to move Disability Employment Services (DES) caseloads that were historically managed in-house to outside providers •MAXIMUS has been a strong DES performer and was notified last week that we were a successful bidder for this new work −Win will effectively double our DES book of business, from a current annual run rate of about $30M to about $60M −New work will begin in March and provide a partial-year contribution that is already baked into FY15 guidance

 
 

 



 
 

 
24 Upcoming Job Services Australia (JSA) Rebid •Australian team is hard at work on JSA rebid •Response to tender is due later this month and expect to hear results in Spring 2015 •Reminder that rebid not expected to be “winner-take-all” award −Based on past procurements, awards are done location-by-location •Evidenced by our organic growth in Australia, MAXIMUS has excelled in this outcomes-based market and we remain cautiously optimistic about our position on this important rebid

 
 

 



 
 

 
25 Second ACA Open Enrollment •Starts this Saturday and runs through February 15, 2015 •Expect this year will be smoother – fewer technology challenges as governments apply “lessons learned” from last year •Volumes may likely be lower due to improved technology and more self-service tools; but this year will include new tax forms, individuals renewing current coverage, and new populations •Difficult to predict how these new factors might impact call volumes and talk times •Enrollment trends remain fluid; expect activities won’t reach a steady state for several years •Future opportunities to support clients with ongoing ACA implementation and stabilization, including work for various exchanges and helping states adapt their Medicaid programs to meet program requirements

 
 

 



 
 

 
26 Rebids Fiscal 2014 •Won or extended approximately 91% of the total base contract value of our rebids Fiscal 2015 •Have 10 contracts up for rebid, combined total value of base contracts is approximately $1.2B −Job Services Australia rebid Estimated to be approximately $690M over five years Updated value includes contributions from recently reallocated sites –Texas Eligibility Support rebid Current contract runs through December 2015 Total contract value estimated to be $324M over its three-year life

 
 

 



 
 

 
27 New Awards & Sales Pipeline •Sales pipeline reached a record $3.5B: −Contained opportunities across multiple geographies and both segments −Confirmation of continued demand for our core services •Awards and pipeline numbers reflective of where opportunities stood at Sept. 30 •New U.K. Health and Disability Assessments contract reported in pipeline (not in new awards) −Total contract value in pipeline of $150M; far below total value of awarded contract •Procurement process is dynamic; we take more measured approach to our pipeline −Rebids go into pipeline at full value; new opportunities typically capped at $150M −Best approach for MAXIMUS; it still provides transparency, but reduces unusual fluctuations that may result from a handful of contracts where size or scope may change materially during the procurement lifecycle Pipeline reflects opportunities where we expect the request for proposal to be released within the next six months.

 
 

 



 
 

 
28 Contract Contributions to Long-Term Value •Governments around the world face same challenges: −Increasing populations −Rising caseloads −Need to effectively manage their social programs •Demand trends for our business can span decades: −Enter into contracts that are sometimes up to 10 years −Expect all contracts to provide meaningful returns and contribute to long-term shareholder value over life of contract •While some contracts may generate initial start-up losses, our historical experience is that in subsequent years, they become accretive and are in-line (or better) than our overall portfolio margin targeted range of 10% to 15%

 
 

 



 
 

 
29 Earnings Slingshot From Three New Contracts FY14 Actual FY15 Estimate FY16 Estimate Aggregate Revenue $10.2M $235.0M $460.0M Aggregate EPS ($0.04) $0.08 $0.34 Year-over-Year EPS Change (Earnings Slingshot) - $0.12 $0.26 •These large programs require resources and investment from across the organization; when investors model the three contracts, they should not add another 10% growth on top of these numbers •The benefit from the slingshot effect is part of our organic growth; these new contracts set the path for helping us achieve longer-term growth targets for the next few years •While we cannot provide a further breakdown of these contracts, we understand that this level of visibility helps investors understand the longer-term economics of our programs •Most importantly, illustrates the underpinnings to forecasted ready-made growth over next few years The chart below depicts the aggregate of the estimated contributions from the Fit for Work, Debt Management, and Health and Disability Assessments contracts* •Fit for Work & Debt Management have ramp-up losses in FY14 & FY15; both are forecasted to breakeven in FY16 •Health and Disability Assessments has a different structure and is expected to be accretive in year one •In aggregate, the three contracts are presently expected to provide a meaningful contribution to future organic growth *These contracts are in their early stages of implementation and these numbers represent management estimates at this time, but they may be subject to significant changes as the programs develop over time.

 
 

 



 
 

 
30 Conclusion •Coming off a great 2014; table is set for solid growth in 2015 and well beyond •We are excited about significant progress made in establishing ourselves in new: ‒ Markets ‒ Adjacencies ‒ Agencies •A growing business and solid demand both inside and outside U.S.; we believe that MAXIMUS should no longer be viewed as just another ACA play •MAXIMUS remains well-positioned to partner with governments to: ‒ Improve overall program efficiency ‒ Deliver the outcomes that matter ‒ Achieve value for taxpayer dollars ‒ Deliver the best service to citizens

 
 

 



 
 

 
 
 

31 Reconciliation to Non-GAAP Measures


