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PART I: FINANCIAL INFORMATION
Item 1. CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

PARADIGM HOLDINGS, INC.
CONDENSED CONSOLIDATED BALANCE SHEETS

September 30, December 31,

2009 2008
ASSETS (unaudited
Current assetl
Cash and cash equivalel $ 134,71¢ $ 52,257
Accounts receivabl- contracts, ne 5,212,93. 6,920,76!
Prepaid expenst 745,68! 1,033,83
Prepaid corporate income ta — 47,09:
Deferred income tax asst 34,47: 60,26¢
Other current assets 432,86¢ 554,61(
Total current asse 6,560,67! 8,668,83.
Property and equipment, r 132,82! 183,61
Goodwill 3,991,60! 3,991,60!
Intangible assets, n 984,13t 1,244,59.
Deferred financing costs, n 948,41¢ —
Deferred income tax assets, net of current po 443,64t 211,32¢
Other non-current assets 681,91 172,02¢
Total Assets $ 13,74322 $ 14,471,99
LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities
Note payable— line of credit $ 3,096,85. $ 5,949,98
Note payable— promissory nott — 2,000,001
Capital leases payable, current pori — 1,57¢
Accounts payable and accrued expet 2,155,19: 3,498,69
Accrued salaries and related liabilit 1,578,90: 1,474,13
Corporate income tax payat 52,827 —
Mandatorily redeemable preferred stock, currentipo 350,00t —
Other current liabilities 86,83’ 227,20(
Total current liabilities 7,320,60:! 13,151,58
Long-term liabilities
Other nor-current liabilities 127,55¢ 183,87(
Mandatorily redeemable preferred stock - $.01 péwmey, 10,000,000 shares authorized, 6,206
shares issued and outstanding as of Septembe039 4,483,92. —
Put warrants 1,465,08. —
Total liabilities 13,397,17 13,335,45.
Commitments and contingenci
Convertible preferred stock - $.01 par value, 10,000 shares authorized, 0 and 1,800 share:
issued and outstanding as of September 30, 200®aceimber 31, 2008, respectively. Eact
share of convertible preferred stock has a liquddapreference of $0.01 per share plus all
accrued but unpaid dividen — 18
Common stock - $.01 par value, 50,000,000 sharé®ered, 41,243,027 shares and 19,148,
shares issued and outstanding as of Septembef39,ahd December 31, 2008, respecti 412 ,43: 191 ,48:.
Additional paic-in capital 3,344,641 3,215,401
Accumulated deficit (3,411,02) (2,270,35)
Total stockholders’ equity 346,05( 1,136,54.
Total liabilities and stockholders’ equity $ 13,74322 $  14,471,99

The accompanying Notes to the Condensed Consdiiditancial Statements are an integral part ofetftesdensed consolidated financial
statements.




PARADIGM HOLDINGS, INC.
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(Unaudited)
Three Months Ende Nine months Ende
September 30, September 30, September 30, September 30,
2009 2008 2009 2008
Contract Revenu
Service contract $ 5,713,95( $ 7,079,390 $ 17,180,066 $  21,388,61
Repair and maintenance contracts 2,322,97. 2,485,06. 7,235,96 9,593,52.
Total contract revenue 8,036,92! 9,564,45! 24,416,022 30,982,13
Cost of revenu
Service contract 4,353,95! 5,324,08 13,244,99 16,394,56
Repair and maintenance contracts 1,805,34. 2,223,91! 5,911,41 8,417,47!
Total cost of revenue 6,159,29 7,548,001 19,156,40 24,812,04
Gross margir 1,877,63. 2,016,45: 5,259,61! 6,170,08!
Selling, general and administrative 1,711,85I 2,115,27! 5,566,30: 6,319,25
Income (loss) from operations 165,78: (98,817 (306,68 (149,168
Other income (expens
Interest incom 2 65 8 2,772
Change in fair value of put warrar 1,463,91( — 463,08! —
Interest expens— mandatorily redeemable preferred st (418,249 — (950,22) —
Interest expens (118,69) (230,65 (435,479 (736,649
Other income (expense) — — — 227
Total other income (expense) 926,96° (230,599 (922,605 (733,65()
Income (loss) from operations before income te 1,092,74i (329,410 (1,229,29) (882,819
Provision (benefit) for income taxes 135,06 (105,262 (88,629 (255,505
Net income (loss $ 957,67¢ $ (224,14) $ (1,140,66) $ (627,31))
Dividends on preferred stock — 45,00( 78,87( 135,00(
Net income (loss) attributable to common sharehrsl $ 957,67¢ $ (269,14) $ (1,219,53) $ (762,31))

Weighted average number of common she

Basic 41,243,02 19,148,15 36,299,72 19,148,15
Diluted 79,262,83 19,148,15 36,299,72 19,148,15
Basic net income (loss) per common st $ 0.0z $ (0.01) $ (0.09 $ (0.09
Diluted net loss per common sh: $ (0.01) $ (0.01) $ (0.0 $ (0.09

The accompanying Notes to the Condensed Consdiidkditancial Statements are an integral part ofetltesdensed consolidated financial
statements.




PARADIGM HOLDINGS, INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

CASH FLOWS FROM OPERATING ACTIVITIES
Net loss

(Unaudited )

Adjustments to reconcile net loss to net cash usegerating activities

Shar+based compensatic
Depreciation and amortizatic
Bad debt recover
Amortization of deferred financing cos
Interest expense for accretion of warrant disci
Accretion of preferred stoc
Change in fair value of put warrar
Loss on disposal of property and equipmr
Deferred income taxe
(Increase) Decrease
Accounts receivabl- contracts, ne
Prepaid expenst
Prepaid corporate income ta»
Other current asse
Other nor-current assel
(Decrease) Increase
Accounts payable and accrued expel
Accrued salaries and related liabilit
Corporate income tax payat
Other current liabilitie
Other non-current liabilities

Net cash provided by operating activities
CASH FLOWS FROM INVESTING ACTIVITIES

Cash paid for business acquisitions, net of cashiasc

Purchase of property and equipment

Net cash used in investing activities

CASH FLOWS FROM FINANCING ACTIVITIES

Bank overdraf
Payments on capital leas
Payment on notes payatl
Proceeds from mandatorily redeemable preferred:
Preferred stock issuance ca
Dividends paid on Series A Preferred St
Repurchase of Series A Preferred St
Proceeds from line of crec
Payments on line of credit

Net cash provided by (used in) financing activities

Net increase (decrease) in cash and cash equis
Cash and equivalents, beginning of period

Cash and cash equivalents, end of period

Nine Months Ended

September 3(
2009 2008

$ (1,140,66) $ (627,31)
487,17" 420,09!
329,08 468,82:
(1,74%) (25,46%)
226,66( —
251,27¢ —
283,37( —
(463,08Y) —
22,84: —
(206,52, (291,201)
1,709,58. 717,24¢
283,15. 256,81
47,09: (16,249)
121,74: 5,77¢
(544,88 15,89:
(1,308,60) (187,28¢)
104,77! 95z
52,82’ —
(140,369 379,02¢
(56,31 (75,27%)
57,38 1,041,84.
— (80,11¢)
(30,579 (27,96%)
(30,579 (108,08,
— (1,181,99)
(1,57¢) (23,96%)
(2,000,00i) (18,22
6,206,00! —
(1,113,63) —
(75,000 (135,00()
(107,000 —
34,705,47 47,178,82
(37,558,60)  (46,759,14)
55,65 (939,519
82,46 (5,759
52,25 7,771

$ 134,71¢  $ 2,01z




For the nine months ended Septembel 2009 2008
SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATIO
Cash paid during the yes
Cash paid for income tax $ 17,98¢ $ 55,10:
Cash paid for intere: $ 644,92° $ 775,25
Non-cash financing activities
Conversion of Series A preferred stock to commouke $ 119177 % —
Dividends declared but not pe $ — 3 45,00(

The accompanying Notes to the Condensed Consdiiditancial Statements are an integral part ofetftesdensed consolidated financial

statements.




PARADIGM HOLDINGS, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S (Unaudited)

1. ORGANIZATION AND SIGNIFICANT ACCOUNTING POLICIES
Basis of Presentation

Paradigm Holdings, Inc. (the “Company”) is the peref the wholly owned subsidiaries, Paradigm Sohg Corp., Trinity IMS, Inc.
(“Trinity”) and Caldwell Technology Solutions, LLCCTS"). Reference is made to the Annual ReporfFomm 10K for the Company for th
year ended December 31, 2008 filed with the Saearénd Exchange Commission (“SEC”) for additional information on our corporate
structure.

The interim condensed consolidated financial statémhave been prepared pursuant to the rulesendations of the SEC. Therefc
certain financial information and footnote disclossi accompanying annual financial statements peepar accordance with gener:
accepted accounting principles in the United StateAmerica (“GAAP”) are omitted in this interim report. The interim dense
consolidated financial statements and notes thatatald be read in conjunction with the Annual Répo Form 10K for the Company fc
the year ended December 31, 2008.

The accompanying unaudited condensed consolidataddial statements for the Company reflect allnmarrecurring adjustments that
necessary, in the opinion of management, to preséy the results of operations in accordancehvWiAAP. All significant intercompar
accounts and transactions have been eliminatednisotidation. The results for the interim periods mot necessarily indicative of the res
to be expected for the fiscal year.

Liquidity

As of September 30, 2009, the Company had an adateduwdeficit of approximately $3.4 million and Warg capital deficit of $0.8 millior
Additionally, the Company is dependent on a linesiadit financing arrangement. Although there cambd@ssurances, the Company beli
that cash flow from operations, together with bairgs available from our credit facility with Siba Valley Bank (“SVB”)and thi
combination of in-process cost reductions will beguate to meet future liquidity needs for the mextilve months.

For a description of the Compasyaccounting policies, refer to Note 1 of the Nate€onsolidated Financial Statements of the AnRedor
on Form 10-K for Paradigm Holdings, Inc. for theayended December 31, 2008.

Revenue Recognition

Substantially all of the Company's revenue is aetifrom service and solutions provided to the faldgovernment by Company employees
and subcontractors.

The Company generates its revenue from three diffaypes of contractual arrangements: (i) timematerials contracts, (ii) cost-plus
reimbursement contracts, and (iii) fixed price caats.

Time and Materials (“T&M”). For T&M contracts, rexae is recognized based on direct labor hours elgabm the performance of the
contract by the contract billing rates and additigeobillable direct costs.

Cost-Plus Reimbursement (“CP”). Under CP contraetgenue is recognized as costs are incurred ahadiéan estimate of applicable fees
earned. For award based fees under CP contragt€aimpany recognizes the relevant portion of tipeeted fee to be awarded by the client
at the time such fee can be reasonably estimatédalection is reasonably assured based on fastmis as prior award experience and
communications with the client regarding performanc

Fixed Price (“FP”). The Company has two basic catieg of FP contracts: (i) fixed price-level ofatf (“FP-LOE”) and (ii) firm fixed price
(“FFP™).




« Under FP-LOE contracts, revenue is recognized baged the number of units of labor actually delecemultiplied by the agreed rate
for each unit of labor. Revenue on fixed unit proatracts, where specific units of output undevise agreements are delivered, is
recognized as units are delivered based on théfisgatice per unit. For FP maintenance contra@sggenue is recognized on a pro-rata
basis over the life of the contra

« Under FFP contracts, revenue is generally recodrémbject to the provision of the SEC Staff AccinmBulletin (“SAB”) No. 104,
“Revenue Recognition.” For those contracts thawatiin the scope of Accounting Standards Codifaa{(“ASC”) 605-35, “Revenue
Recognition; Construction-Type and Production-T@matracts,” revenue is recognized on the percer&gempletion method using
costs incurred in relation to total estimated cc

In certain arrangements, the Company enters imtacts that include the delivery of a combinatiétwo or more of its service offerings.
Such contracts are divided into separate unit€odanting. Revenue is recognized separately inrdacge with the Company's revenue
recognition policy for each element. Further, iflarangement requires the delivery or performariceudtiple deliveries or elements under a
bundled sale, the Company determines whether theidual elements represent "separate units ofatang" under the requirements of A
605-25, “Revenue Recognition; Multiple Element Aigaments,” and allocates revenue to each elemeatitn relative fair value.

Software revenue recognition for sales of OpsPlaisni@ accordance with ASC 985-605, “Software ReweRecognition.” Since the
Company has not yet established vendor specifiecbivp evidence of fair value for the multiple eksmts typically contained within an
OpsPlanner sale, revenue from the sale of OpsHlanecognized ratably over the term of the caritrhe OpsPlanner software was sold as
part of the sale of the commercial business onu&r28, 2007. Effective March 1, 2007, the Compl@&gyame the exclusive reseller of the
OpsPlanner software to the federal government.

In certain contracts, revenue includes third-phegdware and software purchased on behalf of slifiite level of hardware and software
purchases made for clients may vary from perigoetdod depending on specific contract and cliequi@ments. The Company recognizes
the gross revenue under ASC 605-45, “Revenue RéamgrPrincipal Agent Considerations,” for certaifits contracts which contain third-
party products and services, because in thoseamstthe Company is contractually bound to proeidemplete solution which includes
labor and additional services in which the Comparantains contractual, technical and delivery riksall services and agreements provi
to the customers, and the Company may be subjédiciaiacial penalties for non-delivery.

The Company is subject to audits from federal gomemt agencies. The Company has reviewed its atat@ad believes there is no material
risk of any significant financial adjustments doegbvernment audit. To date, the Company has ribahg adjustments as a result of a
government audit of its contracts.

Revenue recognized on contracts for which billihgse not yet been presented to customers is intlindenbilled receivables.

Deferred revenue relates to contracts for whichoraers pay in advance for services to be perforatedfuture date. The Company
recognizes deferred revenue attributable to its\ewé and maintenance contracts over the relatetteeeriods.

Cost of Revenue

Cost of revenue for service contracts consists gmilgnof labor, consultant, subcontract, materisiigyel expenses and an allocation of ind
costs attributable to the performance of the ceahtra

Cost of revenue for repair and maintenance comstiaasist primarily of labor, consultant, subcoctiranaterials, travel expenses and an
allocation of indirect costs attributable to thefpemance of the contract. Certain costs are defielbased on the recognition of revenue fol
associated contracts.




Goodwill and Intangible Assets

Gooduwill represents the excess of cost over thresfdue of net assets acquired in business conmbisatPursuant to ASC 350, “Intangibles-
Goodwill and Other,” goodwill and intangible asseith indefinite lives are not amortized, but iresfeare tested for impairment at least
annually. ASC 350-30 also requires that identigaibkangible assets with estimable useful liveamertized over their estimated useful lives,
and reviewed for impairment in accordance with AXD-10, “Property, Plant, and Equipment.”

The Company conducts a review for impairment ofdyaith and indefinite lived intangible assets anmyah the fourth quarter. Additionally,
on an interim basis, the Company assesses therimgrati of goodwill and intangible assets whenevengy or changes in circumstances
indicate that the carrying value may not be recalbier Factors that the Company considers impoviaith could trigger an impairment
review include significant underperformance relatio historical or expected future operating rassignificant changes in the manner or use
of the acquired assets or the strategy for theadiMeusiness, significant negative industry or exait trends or a decline in a company's si
price for a sustained period. Goodwill and intatg#ssets are subject to impairment to the exten€ompany's operations experience
significant negative results. These negative resgh be the result of the Company's individuataipens or negative trends in the Compa
industry or in the general economy, which impaet@ompany. To the extent the Company's goodwilliatethgible assets are determined to
be impaired then these balances are written dovimeio estimated fair value on the date of the mheitgation. At September 30, 2009, there
were no such factors indicating that the Compaggadwill and intangible assets were impaired.

Share-based Compensation

The Company follows the provisions of ASC 718, “Gmmnsation-Stock Compensationtd account for share-based compensation. Option
awards granted after January 1, 2006 and thosé@pdy granted, but for which vesting provisionslhret been met, are valued at fair value
based on the Black-Scholes option-pricing modelthedair value is recognized as an expense oragylst line basis over the requisite
service period. Restricted common stock grantest diinuary 1, 2006 is valued at fair value baseith@iclosing market price on the date of
grant. Total share-based compensation expensalgttin selling, general and administrative expeirsése accompanying condensed
consolidated statements of operations was $92 #8mouand $140 thousand for the three months endetéi8ber 30, 2009 and 2008,
respectively, including the expense recognizedHerrestricted common stock issued on October @28 2nd May 3, 2007. Total shdvasec
compensation expense was $487 thousand and $4@€atib for the nine months ended September 30, 2002008, respectively. The
Company did not grant any share-based awards éathtiee and nine months ended September 30, 2009.

Valuation of Warrants

The Company accounts for the issuance of commark gtorchase warrants in accordance with the prowisof ASC 815-40. The Class A
Warrants and Class B Warrants issued in conneutitinthe sale of the Company’s Series A-1 Seniefétred Stock, par value $0.01 per
share (the “Series A-1 Preferred Stock”), contamavision that could require cash settlement &ad ¢vent is outside the control of the
Company, and therefore are classified as a ligitabt of September 30, 2009. The Company assesssifichtion of put warrants at each
reporting date to determine whether a change ssiflaation is required. The Company values putraras using the Black-Scholes valuation
model. Put warrants are valued upon issuance,awalued at each financial statement reporting datg.change in value is charged to ot
income or expense during the period.

Major Customers

Nearly all of the Compar's revenue is from federal agencies and 78% and af5#tal revenue was generated from three majotoousr:
during the three and nine months ended Septemhe2(®® and 70% and 66% of total revenue was gesterfadbm three major custom
during the three and nine months ended Septemhe2(RB, respectively. The Compasyaccounts receivable related to these three
customers was 76% of total accounts receivableptefhber 30, 2009. The Compasmgccounts receivable related to the two majorocust:
was 51% of total accounts receivable at Decembg2@183. The Company defines major customer by agendthin the federal government.

A majority of the Company’s customer concentrai®m the Mid-Atlantic states of the United States.




Segment Reporting

ASC 280, “Segment Reporting” establishes standardhe way that public business enterprises reipéotmation about operating segments
in annual financial statements and requires thegdlrenterprises report selected information ahpertading segments in interim financial
reports. ASC 280 also establishes standards fatedisclosures about products and services, ggbigrareas and major customers.
Management has concluded that the Company opénate® segment based upon the information usedanagement in evaluating the
performance of its business and allocating rescuaoe capital.

Recently Issued Accounting Standards — Not Yet Addpd

In October 2009, the Financial Accounting Stand&dard (“FASB”) issued Accounting Standards Updét8U) 2009-13, Multiple-
Deliverable Revenue Arrangements — a consensiedfASB Emerging Issues Task Force to amend cegtaitance in FASB Accounting

Standards Codificatioh" (ASC) 605, Revenue Recognition, 25, “Multiple-ElemhArrangements”. The amended guidance in ASC &05-2
(1) modifies the separation criteria by eliminatthg criterion that requires objective and reliabl@ence of fair value for the undelivered
item(s), and (2) eliminates the use of the residugthod of allocation and instead requires thatrayement consideration be allocated, at the
inception of the arrangement, to all deliverablasdul on their relative selling price. The FASB asnied ASU 2009-14, “Certain Revenue
Arrangements That Include Software Elements — a@asus of the FASB Emerging Issues Task Forcefhend the scope of arrangements
under ASC 985, “Software”, 605, “Revenue Recognitim exclude tangible products containing softwemenponents and non-software
components that function together to deliver a pobd essential functionality. The amended guidano&SC 605-25 and ASC 985-605 is
effective prospectively for revenue arrangementsred into or materially modified in fiscal yeamsginning on or after June 15, 2010, with
early application and retrospective applicatiomutied. The Company expects to prospectively aipdyamended guidance in ASC 9835,
concurrently with the amended guidance in ASC 685b2ginning on January 1, 2011. The Company flkarprocess of evaluating the
impact the amendments to ASC 605-25 and ASC 985a8005ave on its consolidated finance statements.

In September 2009, the FASB issued ASU No. 2009R&r Value Measurements and Disclosure” (*“ASU 2a(2"). This standard provides
additional guidance on using the net asset valushmge, provided by an investee, when estimaktiaddair value of an alternate investment
that does not have a readily determinable fairevalid enhances the disclosures concerning thesstinents. Examples of alternate
investments, within the scope of this standarduite investments in hedge funds and private equébl, estate, and venture capital
partnerships. This Standard is effective for imeand annual periods ending after December 15,.21019 statement is likely not to have a
material effect on the condensed consolidated &ighstatements as the Company does not curreatly Any investments measured at net
asset value.

In August 2009, the FASB issued ASU No. 2009-05e¢d¢uring Liabilities at Fair Value” (“ASU 2009-05’ASU 2009-05 amends ASC
Topic 820, “Fair Value Measurements'Specifically, ASU 2009-05 provides clarificatiorathin circumstances in which a quoted price in an
active market for the identical liability is notailable, a reporting entity is required to meadanevalue using one or more of the following
methods: 1) a valuation technique that uses ajulbéed price of the identical liability when tradeslan asset or b) quoted prices for similar
liabilities or similar liabilities when traded assets and/or 2) a valuation technique that is stersi with the principles of Topic 820 of the
ASC (e.g. an income approach or market approacdll 2009-05 also clarifies that when estimatingfétievalue of a liability, a reporting
entity is not required to adjust to include inprekating to the existence of transfer restrictionghat liability. The adoption of this standard is
effective on October 1, 2009 for the Company ambisexpected to have an impact on the Companyisalmlated financial position or
results of operations; however, this standard maact the Company in future periods.
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In June 2009, the FASB issued guidance to replaeedlculation for determining which entities, fifya have a controlling financial interest in
a variable interest entity (“VIE") from a quantitat based risks and rewards calculation, to a taiale approach that focuses on identifying
which entities have the power to direct the adggibf a variable interest entity that most sigaifitly impact the entity’s economic
performance and, the obligation to absorb losséisenéntity or the right to receive benefits frdm entity. This standard also requires
ongoing assessments as to whether an enterpttse igimary beneficiary of a VIE (previously, resieration was only required upon the
occurrence of specific events), modifies the pregém of consolidated VIE assets and liabiliti@sd requires additional disclosures about a
company’s involvement in VIEs. This guidance wi éffective for the Company beginning January 1020/anagement is currently
evaluating the effect that adoption of this staddaitl have on the Compang’consolidated financial position and results afrations when |
becomes effective in 2010.

Recently Adopted Accounting Standards

On July 1, 2009, the Company adopted ASU 2009-ASE- Accounting Standards Codification.This guidance confirms that the FA
Accounting Standards Codification (the “Codificatip becomes the single official source of authoritatit&. GAAP (other than guidar
issued by the SEC), superseding existing FASB, AcarrAICPA, EITF, and related literature. After thimate, only one level of authoritat
U.S. GAAP will exist. All other literature will beonsidered nomuthoritative. The Codification does not change.lG8AP; instead,
introduces a new structure that is organized ieasily accessible, usérendly online research system. The adoption &f uidance did ni
have a material impact on the Company’s condensesiatidated financial statements.

On June 30, 2009, the adopted Company provisiol&SEE 825, “Financial Instrumentstyhich requires disclosures about fair valu
financial instruments for interim reporting pericafspublicly traded companies as well as in anfimaincial statements. The adoption of 2
825 did not have a material impact on the Compastgtement of operations, financial position, ahciows.

On June 30, 2009, the Company adopted ASC 855 stjutent Eventsywhich establishes general standards of accountidglasclosure fc
events that occur after the balance sheet datbdfate the financial statements are issued. Thetamoof ASC 855 did not have a mate
impact on the Company’s statements of operatianan€ial position, or cash flows.

On January 1, 2009, the Company adopted ASC 81grivatives and Hedging.The statement modifies and expands the discl
requirements for derivative instruments and hedgictivities. ASC 815 requires that objectives fsing derivative instruments be disclo
in terms of underlying risk and accounting desigimatind requires quantitative disclosures aboutvaiue amounts and gains and losse
derivative instruments. It also requires disclosuabout creditelated contingent features in derivative agreemertie adoption of ASC 8
did not have a material impact on the Company®stants of operations, financial position or cdstv$.

On January 1, 2009, the Company adopted ASC 8ldns@lidation."The statement establishes the accounting and negatandards for tt
noncontrolling interest in a subsidiary and for tleeonsolidation of a subsidiary. The adoption 8fCA810 did not have a material impac
the Companys statements of operations, financial positionashcflows as the Company does not have any normtiamdrinterests in othi
active companies.

On January 1, 2009, the Company adopted ASC 80%sifBss CombinationsThe statement establishes principles and requirenienhow
the acquirer recognizes and measures the ideméifiadsets acquired, the goodwill acquired, theliies assumed and any noncontroll
interest in the acquiree and determines what indtion to disclose to enable users of the finansiatements to evaluate the nature
financial effects of the business combination. Wiendard did not have immediate impact upon adogiy the Company, but will result
items such as transaction and acquisition relegstiucturing costs with respect to business coatinins closing after December 31, 2
being charged to expense when incurred. The Compdhgpply this ASC when evaluating potential frteutransactions to which it wot

apply.
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2. FAIR VALUE MEASUREMENTS

In accordance with ASC 820, “Fair Value Measuremmemd Disclosures,” a fair value measurement isrdehed based on the assumptions
that a market participant would use in pricing ased or liability. ASC 820 also established a tkiersd hierarchy that draws a distinction
between market participant assumptions based ab¢Brvable inputs such as quoted prices in aoiadets (Level 1), (ii) inputs other than
guoted prices in active markets that are obsenititer directly or indirectly (Level 2) and (iiijnobservable inputs that require the Company
to use present value and other valuation techniguéi® determination of fair value (Level 3).

The following table represents our financial asseis liabilities measured at fair value on a rdaogrbasis and the basis for that measuren

Fair Value Measurement at September 30, 2009 U
Quoted Price in Significant

Active Markets Other Significant
for Identical Observable Unobservable
Total Fair Value Assets Inputs Inputs
Measuremer (Level 1) (Level 2) (Level 3)
Put warrants $ 1,465,08. $ — $ 1,465,08. $ —

The Company values the put warrants using the B&ddtoles model with the following assumptions:

Exercise price $0.078 & $0.085
Underlying common stock pric $0.0¢
Volatility 123.2%
Contractual tern 6.41 year
Risk free interest rai 2.9%%
Common stock dividend ra 0%
Dilution factor 22.€%

In accordance with ASC 815, the Company has claddifie fair value of the warrants as a liabilihdachanges in the fair value of the
warrants are recognized in the earnings of the Gmyjas long as the warrants remain classifiedliabiity.

The Company’s financial instruments also includehcand cash equivalents, accounts receivable, atxpayable, note payable - line of
credit, and mandatorily redeemable preferred stdhk.fair values of cash and cash equivalents,uatsaeceivable, accounts payable and
note payable - line of credit approximated theyiag values based on market interest rates antinttesto maturity. The mandatorily
redeemable preferred stock was initially valueshg@she discounted cash flow method based on thghtexi average cost of capital of 29%,
and subsequently accreted to the redemption amusimy the effective interest method. At Septemi®e2B09, the estimated fair values and
carrying amounts of the mandatorily redeemablegprefl stock was $4.8 million.

3. ACCOUNTS RECEIVABLE
Accounts receivable consists of billed and unbilkedbunts under contracts in progress with govertahenits, principally, the Office of the
Comptroller of the Currency, the Department of &tand the Internal Revenue Service. The compoériscounts receivable are as

follows:

September 30, December 31,

2009 2008
Billed receivable: $ 2,227,26! $ 3,826,51:
Unbilled receivables 2,985,67. 3,094,25.
Total accounts receivable — contracts, net $ 521293 $ 6,920,76!
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All receivables are expected to be collected withmnext twelve months and are pledged to SVBoliateral for the Loan and Security
Agreement with SVB. The Company's unbilled receleatare comprised of contract costs that covectinent service period and are
normally billed in the following month and do natlude the offset of any advances received. Inggnfer cost-plus and time and material
contracts, invoicing of the unbilled receivablesurs when contractual obligations or milestoneswee Invoicing for firm fixed price
contracts occurs on delivery and acceptance. Thmep@ny's unbilled receivables at September 30, 2@0%t contain retainage. All advance
payments received, if any, are recorded as defeenezhue.

The Company establishes an allowance for doubtithants based upon factors surrounding the histiariends and other information of the
government agencies it conducts business with. fissles have been within management's expectafibesCompany reserved $20,733 as
an allowance for doubtful accounts related to aertastomers at September 30, 2009 and Decemb&088,

4. PREPAID EXPENSES

Prepaid expenses consist of the following:

September 30, December 31,

2009 2008
Prepaid insurance, rent and software maintenanesagnt: $ 122,36! $ 136,35
Contrac-related prepaid expens 214,99( 618,43¢
Other prepaid expenses 408,33( 279,04.
Total prepaid expenses $ 745,68° $ 1,033,83

5. PROPERTY AND EQUIPMENT
Property and equipments are as follows:

September 30, December 31,

2009 2008
Furniture and fixture $ 92,41: $ 109,44!
Equipment 740,61 778,12:
Software 563,08: 528,76¢
Leasehold improvement 31,97¢ 43,194
Total property and equipme 1,428,08! 1,459,52
Accumulated depreciation (1,295,261 (1,275,91)
Property and equipment, net $ 132,82 $ 183,61.

Depreciation and amortization expense includecktlting), general and administrative expenses inatt@ompanying condensed consolid
statements of operations for the three and ninglmscgnded September 30, 2009 was $22,901 and $68g&dectively, and depreciation
amortization expense for the three and nine mosrled September 30, 2008 was $56,026 and $2083G®& ctively.
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6. DEFERRED FINANCING COSTS
Deferred financing costs are as follows:

September 30, December 31,

2009 2008
Financing cost $ 1,175,070 $ —
Accumulated amortization (226,66() —
Net carrying amour $ 948,41¢ $ —

Financing costs incurred are amortized over tleedffthe associated financing arrangements usmegffiective interest rate method.
Amortization expense included in interest expenghé accompanying condensed consolidated statsraaperations for the three and nine
months ended September 30, 2009 was $98,230 ait6BeR respectively. There was no amortization egpdor the three and nine months
ended September 30, 2008. Anticipated future dmatidn is as follows:

For the remaining three months ending Decembe? @19 $ 100,12-
For the years ending December

2010 404,97(
2011 399,87(
2012 43,45

7. INTANGIBLE ASSETS
Intangible assets are as follows:

September 30, December 31,

2009 2008
Contract backloy $ 1,810,000 $ 1,810,001
Accumulated amortization (825,869 (565,409
Net carrying amour $ 984,13t $ 1,244,59.

The Company recorded $1.8 million of contract bagldssociated with the Trinity and CTS acquisitidifeese intangible assets are being
amortized over a period of five years and haveestdual value at the end of their useful lives. Atiaation expense included in selling,
general and administrative expenses in the accoypnmaoondensed consolidated statements of opesatiorthe three and nine months en
September 30, 2009 was $86,819 and $260,455, tasgdgcand amortization expense for the three @iné months ended September 30,
2008 was $86,818 and $260,455, respectively. Theg2ay estimates that it will incur the following artization expense for the future
periods indicated below.

For the remaining three months ending Decembe2@19 $ 86,81¢
For the years ending December

2010 347,27:
2011 347,27:
2012 202,77.
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8. ACCOUNTS PAYABLE AND ACCRUED EXPENSES

Accounts payable and accrued expenses are as $ollow

Accounts payabl
Accrued expenses

Total accounts payable and accrued expenses

9. DEBT

At September 30, 2009 and December 31, 2008, odlistg. debts consisted of the following:

Current debts

Note payable line of credit

Note payable promissory nott

Mandatorily redeemable preferred stock, currentipor
Total current debt

Long-term debts
Mandatorily redeemable preferred stc
Accretion of preferred stoc
Less: unamortized discount

Carrying amoun
Less: current portion
Mandatorily redeemable preferred stock, net ofanirportion
Put warrants
Total long-term debt, net of current portion

Note Payable — Line of Credit

September 30, December 31,
2009 2008

$ 1,660,551 $ 2,969,26:

494,64 529,42¢

$ 2,155,19. $ 3,498,691

September 30, December 31,
2009 2008

$ 3,096,85. $ 5,949,98

— 2,000,001

350,00( —

$ 3,446,85. $ 7,949,98.

$ 6,206,000 $ —

283,37( —

(1,655,44) —

4,833,92. —

(350,00() —

$ 4,483,92. $ —

$ 1,465,08. $ =

$ 5,949,000 $ —

On March 13, 2007, the Company entered into twanlarad Security Agreements with SVB, one of whictvpted for a revolving credit
facility of up to $10 million and the other of whigrovided for a working capital line of creditub to $12 million. SVB and the Company
have agreed that the revolving credit facility hasfurther force or effect. The Company continuesge the working capital line of credit to
borrow funds for working capital and general cogtermpurposes. References to the Loan and Secugigefent in this description refer to
the working capital line of credit agreement. Tleah and Security Agreement is secured by a fiistipr perfected security interest in any
and all properties, rights and assets of the Compaherever located, whether now owned or thereaftgquired or arising and all proceeds

and products thereof as described in the Loan acdrily Agreement.
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Under the Loan and Security Agreement, the lineredlit is due on demand and interest is payablehhohased on a floating per annum 1
equal to the aggregate of the Prime Rate plusppkcable spread which ranges from 1.00% to 2.0884yell as other fees and expenses as
set forth more fully in the agreements. The Loath Sacurity Agreement requires the Company to mairtiartain EBITDA covenants as
specified in the Loan and Security Agreement. Beeahe Company was not in compliance with the EBATddvenant at June 30, 2008, the
Company and SVB amended the Loan and Security Aggaeto waive the covenant compliance for the plsriended June 30 and July 31,
2008. On March 18, 2009, the Company and SVB edtiate a Second Loan Modification Agreement. Thee&hd Loan Modification
Agreement amended the Loan and Security Agreernemttend the maturity date to May 12, 2009 and fgdtlie funds available under the
working capital line of credit facility to not exe@ $4.5 million and the total funds available untther Loan and Security Agreement to a
maximum amount of $5.625 million. The interest sedad EBITDA covenant are consistent with the pmeviagreement for the remainder of
the extension period. On May 4, 2009, the Companty@VB entered into a Third Loan Modification Agneent. This Third Loan
Modification Agreement amended the Loan and Secédfreement to extend the maturity date to June2@Q9.

On July 2, 2009, the Company and SVB entered iftfowath Loan Modification Agreement. This FourthaooModification Agreement,
among other things, (i) modifies the collateral diang fee payable by the Company, (ii) revisesaiarbf the Company’s representations and
warranties, (iii) increases the charge to the Camar certain inspections and audits from $750pg@son per day to $850 per person per
day, (iv) revises the Company’s financial covenafwprevises the negative covenant regarding thmg@any’s ability to pay dividends or
make any distribution or payment or redeem, retireepurchase any capital stock without the prarsent of SVB to allow for such
payments (subject to certain restrictions) to éefalders of the Company’s Series A-1 Senior RreteStock, (vi) amends the definitions of
“Prime Rate”, “Applicable Rate” and “EBITDA” and ify extends the maturity date to June 11, 2010. Chmpany was in compliance with
the EBITDA covenant set forth in Section 6.7(b}lté Loan and Security Agreement as of the threettmperiod ended September 30, 2009.
As of September 30, 2009, the Company had $3.lomitlutstanding, and $1.4 million additional avbildy, under its working capital line «
credit with SVB.

The Loan and Security Agreement contains evendief#ult that include among other things, non-paytoéprincipal, interest or fees,
violation of covenants, inaccuracy of representetiand warranties, cross default to certain otiégbtedness, bankruptcy and insolvency
events, change of control and material judgmenp@nibccurrence of an event of default, SVB is latito, among other things, accelerats
obligations of the Company and sell the Comparssets to satisfy the Company's obligations undettan and Security Agreement. As of
September 30, 2009, no events of default had cedurr

Note Payable — Promissory Note
On April 9, 2007, the Company issued a $4.0 millwamissory note to the former shareholders ofifyrito finance the acquisition of Trini

Under the terms of the promissory note, the Compeary required to repay the principal plus intes¢édhe annual rate of 7.75% of the ung
balance pursuant to the following terms:

(a) $500 thousand was required to be paid within thresness days of April 9, 2007;

(b) $1.5 million (the "Second Amount") was required®paid on June 30, 2007; &
(c) the remainder amount (the "Remainder Amount") 00$gillion was required be paid on October 31, 2008

Effective as of October 31, 2008, the Company natgat an amendment to the promissory note thahdgtbthe payment date of the
Remainder Amount from October 31, 2008 to Decembe008 in exchange for a cash fee of $40,000atarued and unpaid interest ba
on the original terms. If the Company failed to plag Remainder Amount by December 15, 2008, thegaomwas required to pay an
amount equal to $60,000 plus all accrued and uripteédest through December 15, 2008. If the Compaitgd to pay the amounts owed
under the promissory note by December 15, 2008rést was to accrue, at a rate equal to 12% pemanon such amounts. The Company
did not pay the Reminder Amount prior to Decembligr2D08. The failure by the Company to pay the Rede Amount on or before
December 15, 2008 did not constitute a default utidepromissory note. The Company and Christiaaskéwski (the Company’s Vice
President (Trinity, IMS)) separately agreed that$i.0 million portion of the promissory note pagato Mr. Kleszewski was to be due in
January 2009. The Company used a portion of thegeids from the private placement described belgeayathe note in full on February 27,
2009.
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Mandatorily Redeemable Preferred Stock and Warrants

On February 27, 2009, the Company completed aterplacement to a group of investors led by Halgit@bPartners, LP (“the Purchasers”)
for gross proceed of $6.2 million. The Company ésk6,206 shares of Series A-1 Preferred Stock,iwiéar an annual dividend of 12.5%.
Each share of Series A-1 Preferred Stock has #alisiated value of $1,000 per share (the “Stataide”). The private placement included 7-
year Class A Warrants to purchase an aggregat®,607,604 shares of Common Stock at an exercise pfi$0.0780 per share ar-year
Class B Warrants to purchase an aggregate of 62482hares of Common Stock at an exercise pri§®.0858 per share (collectively, the
“Warrants”). We refer to the Class A Warrants, @lass B Warrants and the Series A-1 Preferred Stoltkctively as the “Securities”.
Except for the exercise price and number of shair€ommon Stock subject to the Warrants, the terhike Class A Warrants and the Class
B Warrants are substantially similar. In additidre Class A Warrants are subject to extensionri@ditional seven years if the Company
has not met certain milestones. The Warrants maxbgrcised for cash or on a cashless exercise GémsWVarrants are subject to full ratchet
anti-dilution provisions and other customary ariliibn provisions as described therein. The Wasdnrther provide that in the event of
certain fundamental transactions or the occurrehem event of default under the Certificate of iDrations that the holder of the Warrants
may cause the Company to repurchase such Waraaritsef purchase price specified therein. Amongugeof proceeds, $2.1 million was
used to pay off the promissory note issued in cotme with our acquisition of Trinity, we paid feagad transaction costs of approximately
$1.1 million and we used the remaining $3.0 milliorpay down debt and for general working capitappses.

Voting

The holders of Series A-1 Preferred Shares ardezhtd vote together with the common stock omvadtters and in the same manner. Each
share of the Series A Preferred Stock shall erttigeholders to the number of votes equal to thebar of shares of the common stock
issuable upon exercise of all Class A Warrants hglduch holder as of the record date for the vote.

Dividends

The holders of the Series A-1 Preferred Stock atiéled to receive cumulative dividends at the @fté2.5% per annum, accruing on a daily
basis and compounding monthly, with 40% of suchddinds payable in cash and 60% of such dividengahpa by adding such amount to
the Stated Value per share of the Series A-1 Reafe8tock. The dividend shall be paid on a moniialgis to the holders of Series A-1
Preferred Stock entitled to receive such dividends.

Liquidation

Upon the occurrence of a liquidation event (inchgdcertain fundamental transactions), the holdétseoSeries A-1 Preferred Stock are
entitled to receive prior and in preference toghgment of any amounts to the holders of any aljeity securities of the Company (the
“Junior Securities”) (i) 125% of the Stated Valddlee outstanding shares of Series A-1 PreferredkS((ii) all accrued but unpaid cash
dividends with respect to such shares of SeriesPkeferred Stock and the (iii) specified repurchasees with respect to all Warrants (as
defined below) held by such holders.

Redemption

The Certificate of Designations of the Series Aréf@rred Stock provides that any shares of SeriésPheferred Stock outstanding as of
February 9, 2012 are to be redeemed by the Confpariyeir Stated Value plus all accrued but unpish dividends on such shares (the
“Redemption Price”). In addition, on the last ddyeach calendar month beginning February 2009 titr@nd including February 2010, the
Company is required to redeem the number of stwdr8sries A-1 Preferred Stock obtained by dividli@§% of all Excess Cash Flow (as
defined in the Certificate of Designations) witlspect to such month by the Redemption Price afpéda the shares to be redeemed.
Further, on the last day of each month beginningchl2010 through and including January 2012, then@amy shall redeem the number of
shares of Series A-Preferred Stock obtained by dividing the sum5#,800 plus 50% of the Excess Cash Flow with respesuch month b
the Redemption Price applicable to the shares ted®emed. At anytime prior to February 9, 2018 Gompany may redeem shares of Si
A-1 Preferred Stock for 125% of the Stated Valuswth shares plus all accrued but unpaid cashetidil for such shares. If at anytime a
Purchaser realizes cash proceeds with respecet t8etburities or common stock received upon exedfifiee Warrants equal to or greater t
the aggregate amount paid by the Purchaser fd@ebarities plus 200% of such amount then the Cognpaa the option to repurchase all
outstanding shares of Series A-1 Preferred Stoltkthethat Purchaser for no additional consideratio
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Covenants

The Preferred Stock Purchase Agreement and thé&iCxte of Designations also contain certain affitime and negative covenants. The
negative covenants require the prior approval dékapital, for so long as (i) an aggregate oflass than 15% of the shares of Series A-1
Preferred Stock purchased on February 27, 2008ustanding, (i) Warrants to purchase an aggregfatet less than 20% of the shares
issuable pursuant to the Warrants on February@I9 are outstanding or (iii) the Purchasers, irgipgregate, own not less than 15% of the
common stock issuable upon exercise of all Warrantgebruary 27, 2009 (we refer to (i), (ii) and @s the “Ownership Threshold”) in
order for the Company to take certain actions uditlg, among others, (i) amending the Company’scked of Incorporation or other charter
documents, (ii) liquidating, dissolving or windingp- the Company, (iii) merging with, consolidatinglwor acquiring or being acquired by, or
selling all or substantially all of its assetsday person, (iv) selling, licensing or transferranyy capital stock or assets with a value,
individually or in the aggregate, of $100,000 orendv) undergoing certain fundamental transacti@ri} certain issuances of capital stock,
(vii) certain redemptions or dividend paymentsii\the creation, incurrence or assumption of dartgpes of indebtedness or liens, (ix)
increasing or decreasing the size of the ComaBgard of Directors and (x) appointing, hiringsgending or terminating the employmen
materially modifying the compensation of any exaaubfficer.

The Company accounts for its preferred stock bapet the guidance enumerated in ASC 480, “Distisigjiag Liabilities from Equity.” The
Series A-1 Preferred Stock is mandatorily redeemahlFebruary 9, 2012 and therefore is classifsed léability instrument on the date of
issuance. The mandatorily redeemable preferred stas initially valued using the discounted casiwfinethod based on the weighted
average cost of capital of 29%, and subsequentiyeted to the redemption amount using the effedtiterest method. Interest expense
related to the mandatorily redeemable preferreckstrcluded in other expense in the accompanyimglensed consolidated statements of
operations for the three and nine months endece8dgatr 30, 2009 was $418 thousand and $950 thousespdctively. There was no interest
expense related to the mandatorily redeemablenpeefstock for the three and nine months endedeSdmr 30, 2008. The Warrants issue
connection with the Series A-1 Preferred Stock jgl®hat the holders of the Warrants may caus€tirapany to repurchase such Warrants
for the purchase price in the event of certain &medntal transactions or the occurrence of an edfaddfault. The Company evaluated the
Warrants pursuant to ASC 815-40 and determinedtieatVarrants should be classified as liabilitiesduse they contain a provision that
could require cash settlement and that event sidrithe control of the Company. The warrants shbalmeasured at fair value, with char
in fair value reported in earnings as long as taerants remain classified as a liability. The alifiroceeds allocated to preferred shares and
warrants were $4,299,274 and $1,906,726, respéctive

The Company is amortizing the warrant discountgisive effective interest rate method over the tigeser term of the Series A-1 Preferred
Stock. Although the stated interest rate of theeSek-1 Preferred Stock is 12.5%, as a result efdiscount recorded for the warrants, the
effective interest rate is 26.79%. The Company gdsorred $1,175,078 of costs in relation to thémsaction, which were recorded as
deferred financing costs to be amortized over ¢he tof the Series A-1 Preferred Stock.

The Company calculated the fair value of the wasramthe date of issuance using the Black-Schagéen pricing model. The change in fair
value of the Warrants issued in connection withSkees Al Preferred stock from the date of issuance toebeipér 30, 2009, was a decre
of approximately $0.4 million from $1.9 million a$ February 27, 2009 to $1.5 million as of Septeng@f: 2009. This change of fair value of
the Warrants was reflected as a component of etkgense within the statement of operations. Fotittee and nine months ended Septer
30, 2009, the change of fair value of the Warrargs $1.5 million and ($0.5) million, respectively.

10. INCOME TAXES

The Company accounts for income taxes in accordartbeASC 740, “Income Taxes.” Under ASC 740, then@pany recognizes deferred
income taxes for all temporary differences betwiberfinancial statement basis and the tax basssséts and liabilities at currently enacted
income tax rates.

Deferred income taxes are recognized for the taseguences in future years of differences betweetak bases of assets and liabilities and
their financial reporting amounts at each yearleagkd on enacted tax laws and statutory tax rpggigable to the periods in which the
differences are expected to affect taxable earniagkiation allowances are established when necetsaeduce deferred tax assets to the
amount more likely than not to be realized.
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ASC 740 clarifies the accounting for uncertaintyricome taxes recognized in an enterprise's firdstatements and prescribes a recognition
threshold and measurement process for financidmatnt recognition and measurement of a tax pasitiken or expected to be taken in a
return. ASC 740 also provides guidance on deretiogniclassification, interest and penalties, actimg in interim periods, disclosure and
transition.

The Company concluded that there are no signifioanértain tax positions requiring recognitiontie financial statements based on an
evaluation performed for the tax years ended Deeer®b, 2006, 2007, 2008 and 2009, the tax yearshai@imain subject to examination by
major tax jurisdictions as of September 30, 2009.

The Company may from time to time be assessedeistter penalties by major tax jurisdictions, althlowny such assessments historically
have been immaterial to the financial results. ASeptember 30, 2009, the Company had recorded feriabinterest and penalties
associated with the filing of the 2008 tax retuansl no unrecognized tax benefits that would haveffact on the effective tax rate. The
Company elected to continue to report interestgamilties as income taxes.

The Company recorded a current income tax berefif &eptember 30, 2009 of $89 thousand. The Coyngeguects to utilize this benefit to
off-set taxable income from the remaining three therending December 31, 2009.

11. NET INCOME (LOSS) PER COMMON SHARE

Net income (loss) per common share is computedwiglidg net income (loss) by the weighted averagsber of common shar:

outstanding during the reported period. Sharegasluring the period and shares reacquired duniegériod are weighted for the portion of
the period in which the shares were outstandinit&d net income (loss) per common share has bm@puted in a manner consistent with
that of basic net income (loss) per common shaiiewfkving effect to all potentially dilutive commashares that were outstanding during
each period. The following table reflects the cotafian of the Company's basic and diluted net ine¢lmss) per common share for the three
and nine months ended September 30, 2009 and 2008.

Three Months Ende Nine months Ende
September 3( September 3( September 3( September 3(
2009 2008 2009 2008

Basic net income (loss) per common sh
Net income (loss $ 957,67¢ $ (224,14 $ (1,140,66) $ (627,31))
Dividends on preferred stock — 45,00( 78,87( 135,00(
Net income (loss) attributable to common stockbrd

- basic 957,67¢ (269,14)) (1,219,53)) (762,31))
Change in fair value of put warrants, net of incame (1,282,96)) — — —
Net loss attributable to common stockholc- diluted $ (325,289 $ (269,14) $ (1,219,53) $ (762,31))
Weighted average common shares outstan

- basic 41,243,02 19,148,15 36,299,72 19,148,15
Treasury effect of put warrants 38,019,80 — — —
Total weighted average common shg

outstanding- diluted 79,262,83 19,148,15 36,299,72 19,148,15
Basic net income (loss) per common st $ 0.0z $ (0.0 $ (0.09) $ (0.09)
Diluted net loss per common shi $ (0.00) $ (0.01) $ (0.09 $ (0.09)

Common stock equivalents of 116,655,347 and 12142%3were not included in the computation of didliteet income (loss) per common
share for the three and nine months ended Septe30b2009, respectively, and common stock equivaleh7,203,407 and 5,658,517 were
not included in the computation of diluted net ime(loss) per common share for the three and norghns ended September 30, 2008, as the
inclusion of these common stock equivalents woadbti-dilutive.
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12. STOCK INCENTIVE PLAN

On August 3, 2006, the Board of Directors and dtotders approved the 2006 Stock Incentive Plan‘(@han”). A total of 2,500,000 shar
of common stock were initially reserved for issuaniader the Plan. At September 30, 2009, 3,758 88s of common stock were rese
for issuance under the Plan. The shares of comrumk seserved for issuance under the Plan are ditiad to approximately 1,044,6
shares of common stock which have been reservedsdaance related to standalone stock optionswvilka¢ granted by the Company
employees and directors on December 15, 2005 and1da2006. As of September 30, 2009, 2,925,000eshaf restricted common stc
and options to purchase 507,000 shares of commnack bve been issued under the Plan and optigmsrehase 2,622,000 shares of com
stock have been granted outside of the Plan. lddaliawards under the Plan may take the form dadntice stock options and nonqualif
stock options. To date, only nonqualified stockiamdé have been granted under the Plan. These awardgally vest over three years
continuous service.

The Compensation Committee administers the Plaectsehe individuals who will receive awards asthblishes the terms and condition:
those awards. Shares of common stock subject tedavttaat have expired, terminated, or been canaeléatfeited are available for issuance
or use in connection with future awards.

Stock Options

The following table summarizes the Company's stiation activity.

Weighted
Weighted Average
Average Aggregate Remaining
Number of Exercise Intrinsic Contractua
Options Price Value Life
(in years)
Outstanding at December 31, 2( 1,578,000 $ 0.2¢ $ — 7.€
Granted — —
Exercisec — —
Canceled (28,000 0.2€
Outstanding at September 30, 2009 1,550,000 $ 0.2¢ $ — 6.8
Exercisable at December 31, 2( 1,081,66 $ 0.3C 7.3
Exercisable at September 30, 2009 1,309,33. $ 0.3C $ — 6.€

Aggregate intrinsic value is calculated by multiptythe excess of the closing market price of $@0September 30, 2009 over the exercise
price by the number of “in-the money” options oatgting.

Share-based compensation expense included ingsedmeral and administrative expenses in the aganying condensed consolidated
statements of operations for the three and ninetisamded September 30, 2009 was $23 thousandl&0di$ousand and share-based
compensation for the three and nine months endptt®ber 30, 2008 was $80 thousand and $240 thousesmbctively.

The Company did not grant any stock options fortkinee and nine months ended September 30, 20@airhvalue of the options granted

during fiscal 2008 was $20 thousand and is incluekedart of additional paid-in capital as vesteslofASeptember 30, 2009, the Company
had $63 thousand of total unrecognized option caorsgEon costs, which will be recognized over a g average period of 1 year.
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Restricted Common Stock

On May 3, 2007, the Board of Directors of the Compgranted restricted shares of common stock, alaev$0.01 per share, to certain
individuals. The restricted shares will vest onulag 2, 2012 and have no interim vesting periodsOBtober 21, 2008, the Board of
Directors of the Company granted restricted shafeesmmon stock, par value $0.01 per share, tatemdividuals. The restricted shares
will vest on January 2, 2013 and have no interisting periods. During the quarter ended June 309 2800,000 shares of restricted stock
vested due to the resignation of two members oCthimpany’s Board of Directors and the vesting waekerated and the remaining
compensation expense was recognized as of that date

The restricted shares were issued from the Plamtvit intent of providing a longer-term employmegiention mechanism to key
management and board members.

The following table summarizes the Company's retgtti common stock activity.

Weighted
Number of Weighted Average
Restricted Average Remaining
Common Aggregate Vesting Vesting
Stock Fair Value Periods Periods
(in years) (in years)
Outstanding at December 31, 2( 2,925,000 $ 1,425,00 4.4 3.3
Granted —
Vested (300,000 180,00(
Outstanding at September 30, 2009 2,625,000 $ 1,245,00i 4.4 2.€

Share-based compensation expense for the restsiieki was included in selling, general and adrrgiive expenses in the accompanying
condensed consolidated statements of operatiomscdinpensation expense recognized for the threaiardnonths ended September 30,
2009 was $68 thousand and $327 thousand, respgctivel the compensation expense recognized fahtiee and nine months ended
September 30, 2008 was $60 thousand and $180 thabhusspectively.

The total fair value of the restricted stock grantefiscal 2008 and 2007 was $0.3 million and $illion, respectively, calculated by
multiplying the number of shares of restricted camrstock granted and the closing market price &@0n October 21, 2008 and $0.80 on
May 3, 2007, respectively, and will be includedbast of additional paid-in capital over the vestpegiod. As of September 30, 2009, the
unrecognized compensation costs related to theingmganonvested restricted stock was $0.7 milliwhjch will be recognized over a
weighted average period of 2.6 years.

13. STOCKHOLDERS’ EQUITY
Series A Preferred Stock

On July 25, 2007, the Company completed a privistegment led by members of the Company's senioagement and Board of Directors
for gross proceeds of $1.8 million. The Companyésk1,800 shares of convertible preferred stockr{eS A Preferred StockWith par value
of $0.01 per share, which bore an annual dividdriD&6 and were convertible into 1.5 million shaoéshe Company's common stock at an
average of $1.20 per common share. The privateplant included 5-year warrants to purchase appweiyn 149,400 shares of common
stock at $1.20 per share. Proceeds from this affesiere used for general working capital and adiiprsfinancing. The investors included
certain of the officers and directors of the Compan

In connection with the private placement on Febr@at, 2009, the Company exchanged 1,700 sharé®d&ompany’s outstanding Series A

Preferred Stock for an aggregate of approximatelg inillion shares of common stock and repurchd€€dshares of Series A Preferred
Stock for a cash payment to certain shareholdeas @iggregate of approximately $107,000, excludjpgroximately $4,000 of dividends.
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Warrants

In connection with the Series A Preferred Stockasse on July 25, 2007, the Company issued thénpsecs of the Series A Preferred Stock
5-year warrants to purchase an aggregate of appately 149,400 shares of common stock at $1.2@e. The Company also issued
warrants to the placement agent to purchase 88@3®8non shares of the Company at $1.20 per shaesw@lrants were classified as equity
in accordance with ASC 815-40 primarily becausénsuarrants do not provide for net cash settlem#farrants issued were valued at $139
thousand, using the Black Scholes model, and recoad part of additional paid-in capital using Bit@ck Scholes model.

14. CONTRACT STATUS
Provisional Indirect Cost Rates

Billings under cost-plus government contracts aleuated using provisional rates which permit keey of indirect costs. These rates are
subject to audit on an annual basis by governmewnidit agencies. The cost audits will result inriegotiation and determination of the final
indirect cost rates which the Company may usetHemperiod(s) audited. The final rates, if differéim the provisional, may create an
additional receivable or liability.

As of September 30, 2009, the Company has hachabdettlements on indirect rates. The Companygdally reviews its cost estimates
and experience rates and adjustments, if neededpade and reflected in the period in which thereges are revised. In the opinion of
management, redetermination of any cost-basedamatfor the open years will not have any matefigct on the Company's financial
position or results of operations.

The Company has authorized but uncompleted costmactvhich work is in progress at September 30928pproximately, as follows:

Total contract prices of initial contract awardg;luding exercised options and approved change®fdeodifications $133,770,97
Completed to date 114,463,49
Authorized backlog $ 19,307,47

The foregoing contracts contain unfunded and ursés@al options not reflected in the above amountppfoximately $72,700,000.
As of September 30, 2009, none of the Company&iegicontracts is subject to renegotiation duthmgremainder of 2009.
15. LITIGATION AND CLAIMS

On April 8, 2009, Samuel Caldwell and Zulema Calttiviermer owners of Caldwell Technology Solutioh,C (“CTS”), initiated an action
against the Company in Montgomery County Circwiti€, Maryland, alleging claims arising out of empany’s purchase of CTS in July
2007. Specifically, the complaint alleges that@mnpany breached the Purchase Agreement dated,J2067 among the Company, CTS
and Mr. and Mrs. Caldwell (the “Purchase Agreemgeby’failing to pay “earn-out” compensation pursuimthe terms of the Purchase
Agreement. The complaint alleges that if certairerie and profits metrics had been met by CTSarfitht 12 months following its
acquisition by the Company, Mr. and Mrs. Caldwediuld have been entitled to receive the maximum-eatrcompensation of $2,540,000
(which the Purchase Agreement provides was payalgash and shares of the Company’s common stowgnthe Purchase Agreement as
opposed to the $165,000 in cash and $254,000 meslodthe Company’s common stock paid to Mr. and.Maldwell by the Company. The
complaint further alleges that such metrics weréanevould have been met had it not been for ieterice by the Company and non-GAAP-
based accounting on the part of the Company.
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In addition to the breach of contract claim, thenptaint also includes (i) a claim of fraud, basedlte allegation that the Company made
misrepresentations when it entered into the Puechageement regarding the accounting that wouldrd@he payment of the earn-out; (ii) a
request for a legal “accounting” of the Companyseks; (iii) a request for pre-judgment attachmdrthe Company’s assets in the State of
Maryland and (iv) a request that the court issded@aratory judgment invalidating a non-competitamreement entered into by Mr. Caldwell
as part of the CTS transaction. In addition toaheged contract damages of $2,540,000 (less amuetiously paid to Mr. and Mrs.
Caldwell as earn-out compensation), under theud@aim, Mr. and Mrs. Caldwell seek $6,000,00@umitive damages.

The Company has filed its answer and a countemdar breach of contract and fraud for undisclod®d liabilities, accounts receivable,
disclosure of proprietary information, conversidri®S checks and corporate credit cards, and uejusthment relating to certain payments
made by the Company on behalf of the plaintiffsammounts to be determined at trial. Plaintiffs agiste the Company’s counterclaim was
filed in early October. A schedule has been sahbycourt with a deadline for completing discovefyebruary 11, 2010. The Company
intends to vigorously defend the allegations indbmplaint and pursue its counter-claims; howeités, difficult to predict the final outcome
of the respective claims of the parties.

16. SUBSEQUENT EVENTS
The Company has evaluated subsequent events tr&bhbaurred through November 11, 2009, the dafmaficial statement issuance and

there are no reportable subsequent events.
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PARADIGM HOLDINGS, INC.
MANAGEMENT’'S DISCUSSION AND ANALYSIS OF FINANCIAL C ONDITION
AND RESULTS OF OPERATIONS

This quarterly report contains forwalabking statements. These statements relate toefewents or our future financial performance.dms
cases, you can identify forward-looking statemdytserminology such as “may,” “will,” “should,” “agld,” “forecasts,” “expects,” “plans,”
“anticipates,” “believes,” “estimates,” “predictsipotential,” “see,” “target,” “projects,” “positin,” or “continue” or the negative of such
terms and other comparable terminology. Theserataies reflect our current expectations, estimated,projections. These statements ar
guarantees of future performance and involve rigsksgertainties, and assumptions that are difficufiredict. Actual events or results may
differ materially from what is expressed or forgedsin these forward-looking statements. We distlany intention or obligation to update
any forward-looking statement.

ITEM 2: MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS
OVERVIEW

Paradigm Holdings, Inc. (the “Company” or “Paradiyprovides information technology (“IT”), informiin assurance, and business
continuity solutions, primarily to U.S. Federal Gomment customers. Headquartered in Rockville, lMary, the Company was founded
based upon strong commitment to high standarderddpnance, integrity, customer satisfaction, amgpleyee development.

With an established core of experienced executihesCompany has grown from six employees in 189674 personnel (full time, part tirr
and consultants) at September 30, 2009. The 200%ahrun-rate of revenue is approximately $33 milJibased on revenue for the nine
months ended September 30, 2009. The resultsdéantarim periods are not necessarily indicativéhefresults to be expected for the fiscal
year.

As of September 30, 2009, Paradigm had three wioeliyed subsidiaries, Paradigm Solutions Corp. (“BS&hich was incorporated in 19
to deliver IT services to federal agencies, Trihl5, Inc. (“Trinity”), which was acquired on Apr@, 2007 to deliver IT solutions into the
national security marketplace and Caldwell Techggl8olutions, LLC (“CTS”) which was acquired onyl@l, 2007 to provide advanced IT
solutions in support of National Security programithin the intelligence community.

We derive substantially all of our revenue fromsféer IT solutions and services. We generate these from contracts with various payrr
arrangements, including time and materials corgrdoted-price contracts and cqdtss contracts. We typically issue invoices monttd
manage outstanding accounts receivable balancese®dgnize revenue on time and materials contethe services are provided. For
quarter ended September 30, 2009, our businessamdsrised of 56% fixed price and 44% time and niateontracts.

For the quarter ended September 30, 2009, contrétttshe federal government and contracts witimgrcontractors of the federal
government accounted for 100% of our revenue. utiat same period, our three largest clientagdhcies within the federal government,
generated approximately 78% of our revenue. In rabtese engagements, we retain full responsilfdit the end-client relationship and
direct and manage the activities of our contraadf st

Our most significant expense is direct costs, wismhsist primarily of direct labor, subcontractarsterials, equipment, travel and an

allocation of indirect costs including fringe beitefThe number of subcontract and consulting eggss assigned to a project will vary
according to the size, complexity, duration and aeds of the project.
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Selling, general and administrative expenses cbpsimarily of costs associated with executive ng@maent, finance and administrai
groups, human resources, marketing and businessofenent resources, employee training, occupansyscoesearch and developn
expenses, depreciation and amortization, travel alrother corporate costs.

Other income and expense consists primarily ofrésteincome earned on cash and cash equivaletegesh payable on our revolving cre
facility, interest expense related to the manditoeideemable preferred stock and the changerivéie of put warrants.

CRITICAL ACCOUNTING POLICIES

Management’s Discussion and Analysis of Financ@hdition and Results of Operations discusses thdased consolidated financial
statements, which have been prepared in accordgtitaccounting principles generally accepted m thmited States of America (“GAAP”).
The preparation of these condensed consolidataddial statements requires management to makeatstirand judgments that affect the
reported amount of assets and liabilities and tbel@sure of contingent assets and liabilitiehatdate of the condensed consolidated
financial statements and the reported amountsvefmges and expenses during the reporting perio&drmgoing basis, management
evaluates its estimates including those relatembtbingent liabilities, revenue recognition, antestintangible assets. Management bases its
estimates on historical experience and on varitlusrdactors that are believed to be reasonalileedime the estimates are made. Actual
results may differ from these estimates under diffeassumptions or conditions.

The following critical accounting policies requineanagemens' judgment and estimation, where such estimates hawaterial effect on t
condensed consolidated financial statements:

« accounting for revenue recognition

« accounting for cost of revenue

« accounting for goodwill and intangible assets

« accounting for impairment of long-lived assets

« accounting for share-based compensation

« accounting for valuation of warrants

« accounting for income taxes

« accounting for segment reporting

For a description of these critical accounting ek except for the accounting for valuation of naats, refer to “ManagemestDiscussio
and Analysis of Financial Condition and ResultsQgerations” in Paradigm’s Annual Report on FormKl@er the fiscal year end:
December 31, 2008.

Valuation of Warrants

The Company accounts for the issuance of commak gtorchase warrants in accordance with the prowgsbf ASC 81%40. The Class
Warrants and Class B Warrants issued in connegtitinthe sale of the Company’s SerieslASenior Preferred Stock, par value $0.01
share (the “Series A-1 Preferred Stocl¢dntain a provision that could require cash seglamand that event is outside the control o
Company, and therefore are classified as a ligihdlg of September 30, 2009. The Company assessssfichtion of put warrants at e
reporting date to determine whether a change wsiflaation is required. The Company values putraras using the Blackcholes valuatic

model. Put warrants are valued upon issuance,eamalued at each financial statement reporting datg.change in value is charged to o
income or expense during the period.
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RECENT ACCOUNTING STANDARDS

New accounting standards that have a current ardypotential impact on Paradi’s condensed consolidated financial statementss
follows:

In June 2009, the FASB issued guidance to repleeedlculation for determining which entities, ifyahave a controlling financial interest in
a variable interest entity (“VIE") from a quantitat based risks and rewards calculation, to a taiale approach that focuses on identifying
which entities have the power to direct the adggibf a variable interest entity that most sigaifitly impact the entity’s economic
performance and, the obligation to absorb losséiseoéntity or the right to receive benefits frdm entity. This standard also requires
ongoing assessments as to whether an enterptlse jgimary beneficiary of a VIE (previously, resaateration was only required upon the
occurrence of specific events), modifies the pregém of consolidated VIE assets and liabiliti@sd requires additional disclosures about a
company’s involvement in VIEs. This guidance w# éffective for the Company beginning January 1020/anagement is currently
evaluating the effect, if any, that adoption okthtandard will have on the Company’s consolidéitexhcial position and results of operations
when it becomes effective in 2010.

Recently Adopted Accounting Standards

On July 1, 2009, the Company adopted SFAS No. ‘68 FASB Accounting Standards CodificatiBhand the Hierarchy of Generally
Accepted Accounting Principles—a replacement of BASatement No. 162.” This statement confirms thatFASB Accounting Standards
Codification (the “Codification”) becomes the siagifficial source of authoritative U.S. GAAP (othban guidance issued by the SEC),
superseding existing FASB, American AICPA, EITFdaalated literature. After that date, only oneclesf authoritative U.S. GAAP will
exist. All other literature will be considered nanthoritative. The Codification does not change. G8AP; instead, it introduces a new
structure that is organized in an easily accesgitsler-friendly online research system. The adomifcSFAS 168 did not have a material
impact on the Company’s condensed consolidateddinbstatements.

On June 30, 2009, the adopted Company provisioASaf 825, “Financial Instruments”, which requirésalbsures about fair value of
financial instruments for interim reporting periaafspublicly traded companies as well as in anfiinaincial statements. The adoption of ASC
825 did not have a material impact on the Compastgtement of operations, financial position, ahclows.

On June 30, 2009, the Company adopted ASC 855 s&uent Events,” which establishes general stasadraccounting and disclosure for
events that occur after the balance sheet datediote the financial statements are issued. Thptamoof ASC 855 did not have a material
impact on the Company’s statements of operatianan€ial position, or cash flows.

On January 1, 2009, the Company adopted ASC 81éx,Vatives and Hedging.” This ASC modifies and exgmthe disclosure requirements
for derivative instruments and hedging activiti®SC 815 requires that objectives for using derixatnstruments be disclosed in terms of
underlying risk and accounting designation and ireguguantitative disclosures about fair value am®and gains and losses on derivative
instruments. It also requires disclosures aboutitrelated contingent features in derivative agrerts. The adoption of ASC 815 did not
have a material impact on the Company’s statenmadrgperations, financial position or cash flows.

On January 1, 2009, the Company adopted ASC 8ldnsdlidation.” This ASC establishes the accounéing reporting standards for the
noncontrolling interest in a subsidiary and for tleeonsolidation of a subsidiary. The adoption 82810 did not have a material impact on
the Company’s statements of operations, finan@altjpn or cash flows.

On January 1, 2009, the Company adopted ASC 80sifi8ss Combinations.” This ASC establishes prlasipnd requirements for how the
acquirer recognizes and measures the identifisdslets acquired, the goodwill acquired, the ligbsiassumed and any noncontrolling interest
in the acquiree and determines what informatiodigolose to enable users of the financial statesnen¢valuate the nature and financial
effects of the business combination. The adoptfohSC 805 did not have a material impact on the @any’s statements of operations,
financial position or cash flows. The Company wjply ASC 805 to its future acquisitions, if any.
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RESULTS OF OPERATIONS

The following discussion and analysis should bel i@aconjunction with Paradigra’condensed consolidated financial statements elaté
notes included elsewhere in this Quarterly ReparfForm 10-Q and with Paradigmtonsolidated financial statements and the infGon
under the heading “Management’s Discussion and ysimalof Financial Condition and Results of Openradid which are included i
Paradigm’s Annual Report on Form 10-K for the flsezar ended December 31, 2008.

The following table sets forth certain items froor gondensed consolidated statements of operdtornise periods indicated.

Three Months Ended September Nine months Ended September

(Dollars in thousands) 2009 2008 2009 2008 2009 2008 2009 2008
Revenue $ 8037 $ 9,564 100.(% 100.% $ 24,41¢ $ 30,98: 100.(% 100.(%
Cost of revenue 6,15¢ 7,54¢ 76.€ 78.€ 19,15¢ 24,81: 78.t 80.1
Gross margir 1,87¢ 2,01¢ 23.4 21.1 5,26( 6,17( 21.t 19.¢
Selling, general &

administrative 1,712 2,11¢ 21.: 22.1 5,56¢ 6,31¢ 22.¢ 20.4
Income (loss) from

operations 16€ (99 2.1 (2.0 (30€) (149 1.3 (0.5
Other income (expens 927 (230 11. (2.9 (929 (734 (3.9 (2.3
Provision (benefit) for

income taxes 13t (10E) 1.7 (1.2) (88) (25€) (0.9 (0.9
Net income (loss $ 95¢ $ (224) 11.%% (2.2%) $ (1,14) $ (627) (4.7%) (2.C%)

The table below sets forth, for the periods indidahe service mix in revenue with related peragdaf total revenue.

Three Months Ended September Nine months Ended September
(Dollars in thousands) 2009 2008 2009 2008 2009 2008 2009 2008
Federal service contrac $ 571¢ $  7,07¢ 71.1% 74.(% $ 17,18( $ 21,38¢ 70.4% 69.(%
Federal repair &
maintenance contracts 2,32: 2,48¢ 28.¢ 26.C 7,23¢€ 9,59: 29.€ 31.C
Total revenue $ 8037 $ 9,564 100.(% 100.(% $ 24,41¢ $ 30,98: 100.(% 100.(%

The Companys revenues and operating results may be subjesigiificant variation from quarter to quarter degey on a number
factors, including the progress of contracts, reesnearned on contracts, the number of billables diaya quarter, the timing of the pass-
through of other direct costs, the commencement aordpletion of contracts during any particular dgegrthe schedule of governm
agencies for awarding contracts, the term of eamttract that has been awarded and general econmmititions. Because a signific
portion of total expenses, such as personnel ailitifss costs, are fixed in the short term, susé@scontract performance and variation in
volume of activity as well as in the number of daots commenced or completed during any quarter caage significant variations
operating results from quarter to quarter.

The Federal Governmestfiscal year ends September 30. If a budget ferrbxt fiscal year has not been approved by thed, dhe
Companys clients may have to suspend engagements thai garegress until a budget has been approved. Suspensions may cause
Company to realize lower revenues in the fourthriguaf the year. Further, a change in presideatiahinistrations and in senior governn
officials may negatively affect the rate at whitle f~ederal Government purchases technology.
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As a result of the factors above, period-to-peothparisons of Paradigmtevenues and operating results may not be mdahifgader
should not rely on these comparisons as indicatbfsture performance as no assurances can be giaeguarterly results will not fluctua
causing a possible material adverse effect on Raresloperating results and financial condition.

COMPARISON OF THE THREE MONTHS ENDED SEPTEMBER 2009 AND 2008

Revenue. For the three months ended Septembe080, Bevenue decreased 16.0% to $8.0 million fréné $nillion for the same period
2008. The decrease in revenue is attributabledactimpletion of two of our federal service contsagtiring the second half of 2008 ar
decrease in our federal repair and maintenancerasastbusiness. The decrease in repair and mamtenausiness is attributable t
reduction in revenue on one federal contract dwereduction in scope. We expect our current laweenue run-rate to be reflective of near-
term anticipated results.

Cost of Revenue. Cost of revenue includes dirdxirlanaterials, subcontractors and an allocatioinidirect costs. Generally, changes in
of revenue correlate to fluctuations in revenueeasurces are consumed in the production of thatree. For the three months ended
September 30, 2009, cost of revenue decreased.§%018 $6.2 million from $7.5 million for the sameriod in 2008. The decrease in cos
revenue was primarily attributable to the corresjiog decrease in revenue on the repair and mainéenzontracts. As a percentage of
revenue, cost of revenue was 76.6% for the thregthiseended September 30, 2009 as compared to T8rG%e same period in 2008. The
decrease in cost as a percentage of revenue waarplyi due to better contract management and bpttditability on our existing contract
mix.

Gross Margin. For the three months ended SepteBhe2009, gross margin decreased 6.8% to $1.9omiffiom $2.0 million for the sar
period in 2008. Gross margin as a percentage @hey increased to 23.4% for the three months eS8detember 30, 2009 from 21.1%
the same period in 2008. Gross margin as a pegemfarevenue increased due to higher gross margour time and material contracts
better contract management on our fixed price eotdr Gross margin, as it relates to the serviedracts, decreased 22.5% to $1.4 mil
from $1.7 million for the same period in 2008. Tdecrease in services gross margin is due to thepletion of two of our federal servi
contracts during the second half of 2008. Grosggnaas it relates to the maintenance contractseased 98.5% to $0.5 million from $
million for the same period in 2008. The increasenaintenance gross margin is attributable to betintract management.

Selling, General & Administrative Expenses. Forttineee months ended September 30, 2009, sellimgrgkand administrative ("SG&A")
expenses decreased 19.1% to $1.7 million from B@libon for the same period in 2008. As a perceatafjrevenue, SG&A expenses
decreased to 21.3% for the three months endedr8bpte30, 2009 from 22.1% for the same period inB20lie decrease in SG&A expenses
is due to the Company'’s cost reduction efforts. &pgement will continue monitoring SG&A expensesdtahce the impact resulting from
decreased revenues.

Other Income. For the three months ended SepteBihe@009, other income increased to an income 27 $Bousand from an expense of
$231 thousand for the same period in 2008. Theeas® in other income was primarily attributabléhogain from the change in fair value of
the warrants which is partially offset by higheteirest expense recorded on the mandatorily reddemedferred stock issued on February
2009 via a private placement discussed below.

Income Taxes. For the three months ended Septe3@h@009, income tax provision increased to a iowiof $135 thousand from a benefit
of $105 thousand for the same period in 2008. Thm@any’s tax provision for the three months endept&nber 30, 2009 and 2008
represents an estimated annual effective tax eatduding discrete items, of 12.3% and 32.2%, rethpaly. The decrease in estimated annual
effective tax rate is due to the interest expemsthe mandatorily redeemable preferred stock aadgh in fair value of warrants which are
not deductible under applicable tax laws.

Net Loss. For the three months ended Septemb&089, net income increased to $958 thousand fraet foss of $224 thousand for 1

same period in 2008. The net income was due tgahrefrom the change in fair value of put warraams lower SG&A expenses which is
partially offset by lower revenue and higher ingtrexpense as discussed above.
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COMPARISON OF THE NINE MONTHS ENDED SEPTEMBER 3@ AND 2008

Revenue. For the nine months ended September 80, B8/enue decreased 21.2% to $24.4 million fr@8mEmillion for the same period in
2008. The decrease in revenue is attributableg@dimpletion of two of our federal service contsatiring the second half of 2008 and a
decrease in our federal repair and maintenanceamistousiness. The decrease in repair and mairdermisiness is attributable to a
reduction in revenue on one federal contract dwereduction in scope. We expect our current laweenue run-rate to be reflective of near-
term anticipated results.

Cost of Revenue. Cost of revenue includes dirdxdirlamaterials, subcontractors and an allocatiomidirect costs. Generally, changes in
cost of revenue correlate to fluctuations in reveeas resources are consumed in the productiorabfdékienue. For the nine months ended
September 30, 2009, cost of revenue decreased 28.8%9.2 million from $24.8 million for the samerd in 2008. The decrease in cost of
revenue was primarily attributable to the corregiiog decrease in revenue. As a percentage of reyeost of revenue was 78.5% for the
nine months ended September 30, 2009 as compa88dli# for the same period in 2008. The decreaseshas a percentage of revenue
primarily due to better contract management antkébptofitability on our existing contract mix.

Gross Margin. For the nine months ended Septenthe2(9, gross margin decreased 14.7% to $5.3omiltom $6.2 million for the same
period in 2008. Gross margin as a percentage efwey increased to 21.5% for the nine months endpte®ber 30, 2009 from 19.9% for !
same period in 2008. Gross margin as a percenfageenue increased due to higher gross margiruotime and material contracts and
better contract management on our fixed price emtdr Gross margin as it relates to the servickaots decreased 21.2% to $3.9 million
from $5.0 million for the same period in 2008. Tdecrease in services gross margin is due to th@letion of two of our federal service
contracts during the second half of 2008. Grosgymaas it relates to the maintenance contractseased 12.7% to $1.3 million from $1.2
million for the same period in 2008. The increasenaintenance gross margin is attributable to betietract management.

Selling, General & Administrative Expenses. For tiree months ended September 30, 2009, SG&A expatesmeased 11.9% to $5.6 mill
from $6.3 million for the same period in 2008. Apaacentage of revenue, SG&A expenses increasez?.886 for the nine months ended
September 30, 2009 from 20.4 % for the same pémi@08. The increase in percentage is directhjbaitiable to the decrease in revenues.
Management will continue monitoring SG&A expensebalance the impact resulting from decreased reaen

Other Expense. For the nine months ended Septe3fb@009, other expense increased to $923 thodsamdb734 thousand for the same
period in 2008. As a percentage of revenue, otkeerese increased to 3.8% for the nine months eS8dptember 30, 2009 from 2.4% for the
same period in 2008. The increase in other expeaserimarily attributable to interest expense rded on the mandatorily redeemable
preferred stock issued on February 27, 2009 vidvate placement which is partially offset by thergfrom the change in fair value of the
warrants issued.

Income Taxes. For the nine months ended Septenfh@089, income tax benefit decreased to $88 thmmlisam $256 thousand for the same
period in 2008. The Comparss/tax provision for the nine months ended SepterBde2009 and 2008 represents an estimated anffiective
tax rate, excluding discrete items, of 12.3% an@% respectively. The decrease in estimated areffetive tax rate is due to the interest
expense on the mandatorily redeemable preferrett stwd change in fair value of warrants which aedeductible under applicable tax la

Net Loss. For the nine months ended September0®®, 2iet loss increased to $1.1 million from $0iBion for the same period in 2008. T

net loss was due to lower revenue and higher isitesgpenses, partially offset by the gain fromahange in fair value of put warrants as
discussed above.
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Liquidity and Capital Resources

Our primary liquidity needs are financing our coSbperations, capital expenditures, servicingaelit and paying dividends and redemption
payments on our preferred stock. Our sources oidity are existing cash, cash generated from dipers, and cash available from
borrowings under our working capital line of crealitd the cash realized from the private placemreRebruary 2009. We have historically
financed our operations through our existing caaBh generated from operations and cash availaisteliorrowings under our working
capital line of credit. Based upon the current I@f@perations, we believe that cash flow from gpiens, together with borrowings available
from our working capital line of credit with SVB dithe combination of in-process cost reductions véladequate to meet future liquidity
needs for the next twelve months.

For the nine months ended September 30, 2009, dhgény generated $82 thousand in cash and casihaénis compared to the used of $6
thousand of cash for the same period in 2008.

Cash flow from operating activities provided by toning operations was $57 thousand for the ninath®ended September 30, 2009
compared to $1.0 million of cash provided for theng period in 2008. Cash flow from operating desedarimarily due to a decrease in
accounts payable. As of September 30, 2009, thep@oynhad $135 thousand of cash on hand and a vgockipital deficit of $0.8 million.

Net loss was $1.1 million for the nine months en8egtember 30, 2009 compared to $0.6 million fershme period in 2008. The higher
loss was primarily due to lower revenue and hightarest expenses, partially offset by the gaimftbe change in fair value of put warrants.

Accounts receivable decreased by $1.7 millionfiernine months ended September 30, 2009 compaf&&dtanillion for the same period in
2008. The decrease in the accounts receivabledmmfan2009 is attributable to lower revenue anderfocused billings and collection
efforts.

Accounts payable decreased by $1.3 million forrtime months ended September 30, 2009 compareddoraase of $0.2 million for the
same period in 2008. The decrease during the norehm ended September 30, 2009 is primarily réfleaf decreased cost of revenue and
the payment of certain payables with a portiorhefgiroceeds from the private placement on Febi2iar2009.

Net cash used in investing activities was $31 thoddor the nine months ended September 30, 200@a&e@d to $108 thousand for the se
period in 2008. Cash used in investing activitie2009 was for purchases of property and equipn@agh used in investing activities in
2008 was primarily due to the cash payment of eatnzompensation earned by the members of CTS Readmber 31, 2008.

Net cash provided by financing activities was $s@usand for the nine months ended September 309, @@pared to $0.9 million used 1
the same period in 2008. The increase in net cashded by financing activities is due to proce&asn the private placement completed on
February 27, 2009 which were partially offset bypants made to pay down the Company’s line of treith SVB and to pay off the
promissory note issued in connection with the Camyfsaacquisition of Trinity. Cash provided by findng activities in 2008 was due to
proceeds from the line of credit to fund operations

Private Placement

On February 27, 2009, the Company completed tlee gk private placement transaction, of 6,20@eshaf Series A-1 Senior Preferred
Stock (the “Series A-1 Preferred Stock”), Class Arvsints to purchase up to an aggregate of appréedynz9.6 million shares of common
stock with an exercise price equal to $0.0780 pares(the “Class A Warrants”) and Class B Warrémisurchase up to an aggregate of
approximately 69.1 million shares of common stoc&raexercise price of $0.0858 per share (the “CBagVarrants” and together with the
Class A Warrants and the Series A-1 Preferred $Stbek’Securities”) to a group of investors, ledHigle Capital (the “Purchasers”). The
Series A-1 Preferred Stock bears an annual dividéid@.5%. Each share of Series A-1 Preferred Staskan initial stated value of $1,000
per share (the “Stated Value”). Paradigm receivedgproceeds of approximately $6.2 million frora frivate placement. Among the use of
proceeds, $2.1 million was used to pay off the pssory note issued in connection with the Compaagguisition of Trinity, the Company
paid fees and transaction costs of approximatel¥ 8illion and the remaining $3.0 million was usegay down debt and for general
working capital purposes.
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The annual dividend on the SerieslRreferred Stock accrues on a daily basis and eongs monthly, with 40% of such dividend payabl
cash and 60% of such dividend payable by adding aowunt to the Stated Value per share of the Série Preferred Stock. The Company
is generally required to make cash dividend paymmariging from $26,000 to $29,000 a month.

Any shares of Series A-Preferred Stock outstanding as of February 92 20& to be redeemed by the Company for their S¥#due plus a
accrued but unpaid cash dividends on such shares‘lRedemption Price”)n addition, on the last day of each calendar mdi@dinning
February 2009 through and including February 28i€,Company is required to redeem the number aeshaf Series A Preferred Stoc
obtained by dividing 100% of all Excess Cash Flaw defined in the Certificate of Designations afi€eA-1 Senior Preferred Stock the (
“Certificate of Designations”)jvith respect to such month by the Redemption Rypgalicable to the shares to be redeemed. Furtheheolas
day of each month beginning March 2010 throughianolliding January 2012, the Company shall redeeamtimber of shares of SerieslA-
Preferred Stock obtained by dividing the sum of 880 plus 50% of the Excess Cash Flow with resfgesuch month by the Redempt
Price applicable to the shares to be redeemednyinae prior to February 9, 2012, the Company negdeem shares of SerieslAPreferre
Stock for 125% of the Stated Value of such shahes all accrued but unpaid cash dividends for sldres. If at anytime a Purchaser rea
cash proceeds with respect to the Securities onmmmmrstock received upon exercise of the Class Aréviés and Class B Warrants (toget
the “Warrants”)equal to or greater than the aggregate amountipaithe Purchaser for the Securities plus 200% ohsamount then tl
Company has the option to repurchase all outstgndhmares of Series A-Preferred Stock held by that Purchaser for noitiaddl
consideration.

For so long as (i) an aggregate of not less th&h dbthe shares of Series A-1 Preferred Stock @meethi on February 27, 2009 are
outstanding, (ii) Warrants to purchase an aggregfatet less than 20% of the shares issuable pntsaahe Warrants on February 27, 2009
are outstanding or (iii) the Purchasers, in theegate, own not less than 15% of the common st&mikable upon exercise of all Warrants on
February 27, 2009 (we refer to (i), (i) and (a8 the “Ownership Threshold”), the Preferred Steakchase Agreement between the Company
and the Purchasers (the “Preferred Stock Purchgeeefent”) limits the Company’s ability to offer sll certain evidences of indebtedness
or equity or equity equivalent securities (othertltertain excluded securities and permitted issgrwithout the prior consent of Hale
Capital. Other than with respect to the issuanaeedfiin excluded securities by the Company, tleéelfied Stock Purchase Agreement fur
grants the Purchasers a right of first refusaluicpase certain evidences of indebtedness, equityquity equivalent securities sold by the
Company. The Company is further required to usertiqn of the proceeds it receives from a subsegplacement of its securities to
repurchase shares of Series A-1 Preferred Stockiaita and/or shares of common stock from the Risets.

The Preferred Stock Purchase Agreement and thé&iCxte of Designations also contain certain affitime and negative covenants. The
negative covenants require the prior approval déapital, for so long as the Ownership Thresliwitet, in order for the Company to take
certain actions, including, among others, (i) aniregdhe Company’s Articles of Incorporation or atlebarter documents, (i) liquidating,
dissolving or winding-up the Company, (iii) mergimith, consolidating with or acquiring or being aggd by, or selling all or substantially
all of its assets to, any person, (iv) sellingetising or transferring any capital stock or asséts a value, individually or in the aggregate, of
$100,000 or more, (v) undergoing certain fundamerdasactions, (vi) certain issuances of capiiatls (vii) certain redemptions or divide
payments, (viii) the creation, incurrence or asstimnpof certain types of indebtedness or liens), ifikreasing or decreasing the size of the
Company’s Board of Directors and (x) appointingirg, suspending or terminating the employment atemally modifying the
compensation of any executive officer.

The Certificate of Designations further provideatthpon the occurrence of certain defined eventietHult each holder of Series A-1
Preferred Stock may elect to require the Compamgparchase any outstanding shares of Series AferiPed Stock held by such holder for
125% of the Stated Value of such shares plus atbad but unpaid cash dividends for such sharealpayat the holder’s election, in cash or
Common Stock. In addition, upon the occurrencsugh event of default, the number of directors g the Company’s Board of
Directors will automatically increase by a numbeua to the number of directors then constitutimg Board of Directors plus one and the
holders of the Series A-1 Preferred Stock areledtib elect such additional directors.

The Warrants provide that in the event of certaimdfimental transactions or the occurrence of ant@falefault, the holder of the Warrants
may cause the Company to repurchase such Warmarttsef purchase price specified therein (the “Relpase Price”).
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In addition, upon the occurrence of a liquidatioer (including certain fundamental transactiotis3, holders of the Series A-1 Preferred
Stock are entitled to receive prior and in prefeesto the payment of any amounts to the holdeamgfother equity securities of the Comp:
(the “Junior Securities”) (i) 125% of the StatedMaof the outstanding shares of Series A-1 PrefieBtock, (ii) all accrued but unpaid cash
dividends with respect to such shares of SeriesPkeferred Stock and the (iii) Repurchase Prich véspect to all Warrants held by such
holders.

In connection with the private placement, the Conyppaid Noble International Investments, Inc. (“Ngh $100,000 and issued Nobl
warrant to purchase up to 1,602,565 shares of tmep@ny’s common stock for an exercise price of $800per share.

The Company accounts for its preferred stock baget the guidance enumerated in ASC 480, “Distisigjiag Liabilities from Equity.” The
Series A-1 Preferred Stock is mandatorily redeemahlFebruary 9, 2012 and therefore is classiféed lgability instrument on the date of
issuance. The Warrants issued in connection wétSeries A-1 Preferred Stock provide that the heldéthe Warrants may cause the
Company to repurchase such Warrants for the RepsecRrice in the event of certain fundamental &retisns or the occurrence of an event
of default. The Company evaluated the Warrantsyaunsto ASC 815-40 and determined that the Warrstmisild be classified as liabilities
because they contain a provision that could requash settlement and that event is outside thealaftthe Company. The Warrants should
be measured at fair value, with changes in fameaéported in earnings as long as the Warrantaireohassified as liabilities. The initial
proceeds allocated to shares of Series A-1 Pref&teck and the Warrants were $4,299,274 and $1;266respectively

The Company is amortizing the warrant discount gisire effective interest rate method over the tlyesr term of the Series A-Preferre
Stock. Although the stated interest rate of theeSeh-1 Preferred Stock is 12.5%, as a result of theodistrecorded for the Warrants,
effective interest rate is 26.79%. The Company &sorred approximately $1,175,000 of costs intrefato this transaction, which we
recorded as deferred financing costs to be amdrtizer the term of the Series A-1 Preferred Stock.

The Company calculated the fair value of the Wasramhthe date of issuance using the Bl&ckoles option pricing model. The change in
value of the Warrants issued in connection withSkees Al Preferred Stock from the date of issuance toebeiper 30, 2009, was a decre
of approximately $0.4 million from $1.9 million @& February 27, 2009 to $1.5 million as of Septen8f: 2009. This change of fair value
the Warrants was reflected as a component of etkgense within the statement of operations. Fothiee and nine months ended Septe!
30, 2009, the change of fair value of the Warravds $1.5 million and ($0.5) million, respectively

Loan and Security Agreement

On March 13, 2007, the Company entered into twonLaad Security Agreements with SVB, one of whicbviided for a revolving crec
facility of up to $10 million and the other of whigrovided for a working capital line of credit @ to $12 million. SVB and the Comps
have agreed that the revolving credit facility hasfurther force or effect. The Company continwesige the working capital line of credi
borrow funds for working capital and general cogterpurposes. References to the Loan and Secuwjitgefnent in this description refel
the working capital line of credit agreement. Th@ah and Security Agreement is secured by a filistipr perfected security interest in ¢
and all properties, rights and assets of the Compaherever located, whether now owned or thereaftguired or arising and all proce
and products thereof as described in the Loan aedr8y Agreement. Under the Loan and Security Agrent, the line of credit is due
demand and interest is payable monthly based @ratify per annum rate equal to the aggregateeoPtime Rate plus the applicable sp
which ranges from 1.00% to 2.00%, as well as ofhes and expenses as set forth more fully in thheemgents. The Loan and Sect
Agreement, requires the Company to maintain cef@BhTDA covenants as specified in the Loan and 8gcégreement. Because 1
Company was not in compliance with the EBITDA comenat June 30, 2008, the Company and SVB amerded.dan and Secur
Agreement to waive the covenant compliance forpeods ended June 30 and July 31, 2008. On Ma8¢l2d09, the Company and S
entered into a Second Loan Modification Agreemeéhts Second Loan Modification Agreement amendedLiben and Security Agreem
to extend the maturity date to May 12, 2009 andifgdtle funds available under the working capitaklof credit facility to not exceed $:
million and the total funds available under the h@ad Security Agreement to a maximum amount o623 million. The interest rates ¢
EBITDA covenant are consistent with the previouseament for the remainder of the extension pet@u.May 4, 2009, the Company ¢
SVB entered into a Third Loan Modification Agreerherhis Third Loan Modification Agreement amendbd toan and Security Agreem
to extend the maturity date to June 12, 2009.
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On July 2, 2009, the Company and SVB entered irkowath Loan Modification Agreement. This FourthanoModification Agreement,
among other things, (i) modifies the collateral diang fee payable by the Company, (ii) revisesaiarbf the Company’s representations and
warranties, (iii) increases the charge to the Camar certain inspections and audits from $750p@son per day to $850 per person per
day, (iv) revises the Company’s financial covenaf#psrevises the negative covenant regarding th@any’s ability to pay dividends or
make any distribution or payment or redeem, retireepurchase any capital stock without the pramrsent of SVB to allow for such
payments (subject to certain restrictions) to éefalders of the Company’s Series A-1 Senior RreteStock, (vi) amends the definitions of
“Prime Rate”, “Applicable Rate” and “EBITDA” and ify extends the maturity date to June 11, 2010.

The Loan and Security Agreement contains evendief#ult that include among other things, non-payteéprincipal, interest or fees,
violation of covenants, inaccuracy of representetiand warranties, cross default to certain otigbtedness, bankruptcy and insolvency
events, change of control and material judgmenp@nibccurrence of an event of default, SVB is latito, among other things, accelerats
obligations of the Company and sell the Compang&ets to satisfy the Company’s obligations undeiLitan and Security Agreement.

The Company was in compliance with the EBITDA ccevatrset forth in Section 6.7(b) of the Loan andusigc Agreement as of the three
month period ended September 30, 2009. As of SdyeteB0, 2009, the Company had $3.1 million outstamdand $1.4 million additional
availability, under its working capital line of di¢with SVB.

As of September 30, 2009, 38% of the total assetge \n the form of accounts receivable, thus, tbem@any depends on the collection o
receivables to generate cash flow, provide workiapgital, pay down debt and continue its businessaijpns. As of September 30, 2009,
Company had unbilled receivables of $3.0 milliooliled in the total accounts receivable for whicis awaiting authorization to invoice.
the federal government, any of the Compangther clients or any prime contractor for whore thbompany is a subcontractor does
authorize the Company to invoice or fails to payelays the payment of the Company’s outstandimgioes for any reason, the Company’
business and financial condition may be materiatlyersely affected. The government may fail to patstanding invoices for a numbel
reasons, including a reduction in appropriated iiugpdack of appropriated funds or lack of an appbudget.

In the event cash flows are not sufficient to fuperations at the present level and the Compaungable to obtain additional financing, it
would attempt to take appropriate actions to tatactivities to its available financing, incladj reducing its business operations through
additional cost cutting measures and revisinglsress strategy. However, there can be no asag#mat the Company’s attempts to take
such actions will be successful.

ITEM 3: QUANTITATIVE AND QUALITATIVE DISCLOSURES AB  OUT MARKET RISK

Not applicable

ITEM 4: CONTROLS AND PROCEDURES

Not applicable
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ITEM 4T: CONTROLS AND PROCEDURES
Evaluation of Disclosure Controls and Procedures

The Company's management, with the participatiath@iCompany's Chief Executive Officer and Chiefdricial Officer, has evaluated the
effectiveness of the Company's disclosure conamtsprocedures (as such term is defined in Rulaslbg) and 15d-15(e) under the
Securities Exchange Act of 1934, as amended (tkeH&nge Act"), as of the quarter ended Septemhe2@I®. Based on such evaluation,
Company's Chief Executive Officer and Chief FinahGfficer have concluded that, as of SeptembefB09, the Company's disclosure
controls and procedures are effective in ensuhiag information required to be disclosed by the @any in reports that it files or submits
under the Exchange Act is recorded, processed, suimed and reported within the time periods spedifiy the SEC's rules and forms, and
accumulated and communicated to the Company's reamad, including the Company's Chief Executive €ffiand Chief Financial Officer,
as appropriate to allow timely decisions regardiguired disclosure.

Changes in Internal Control over Financial Reportirg
In connection with the evaluation required by paaa (d) of Rule 13a-15 under the Exchange Actgetlvas no change identified in the

Company's internal control over financial reportthgt occurred during the three months ended Sdqae80, 2009 that has materially
affected, or is reasonably likely to materiallyesff, the Company's internal control over finanoéglorting.
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PART II: OTHER INFORMATION
ITEM 1: LEGAL PROCEEDINGS

On April 8, 2009, Samuel Caldwell and Zulema Calliiwermer owners of Caldwell Technology Solutiom$,C (“CTS"), initiated an actio
against the Company in Montgomery County Circwuf, Maryland, alleging claims arising out of f@@empanys purchase of CTS in Ji
2007. Specifically, the complaint alleges that @@mpany breached the Purchase Agreement datedsJ@0®7 among the Company, C
and Mr. and Mrs. Caldwell (the “Purchase Agreemgby failing to pay “earn-outtompensation pursuant to the terms of the Pun
Agreement. The complaint alleges that if certaimermie and profits metrics had been met by CTS énfitst 12 months following i
acquisition by the Company, Mr. and Mrs. Caldwetiuld have been entitled to receive the maximum-eatrcompensation of $2,540,(
(which the Purchase Agreement provides was payaliash and shares of the Compangdmmon stock) under the Purchase Agreem
opposed to the $165,000 in cash and $254,000 reslud the Compang’common stock paid to Mr. and Mrs. Caldwell by @@mpany. Th
complaint further alleges that such metrics weré¢ enevould have been met had it not been for ieterice by the Company and non-GAAP-
based accounting on the part of the Company.

In addition to the breach of contract claim, thenptaint also includes (i) a claim of fraud, basedlwe allegation that the Company made
misrepresentations when it entered into the Puechageement regarding the accounting that wouldrd@he payment of the earn-out; (ii) a
request for a legal “accounting” of the Companyosks; (iii) a request for pre-judgment attachmdrthe Company’s assets in the State of
Maryland and (iv) a request that the court issded@aratory judgment invalidating a non-competitamreement entered into by Mr. Caldwell

as part of the CTS transaction. In addition toaheged contract damages of $2,540,000 (less amuetiously paid to Mr. and Mrs.
Caldwell as earn-out compensation), under theurdrelaim, Mr. and Mrs. Caldwell seek $6,000,00@umitive damages.

The Company has filed its answer and a countemdar breach of contract and fraud for undisclod®d liabilities, accounts receivable,
disclosure of proprietary information, conversidri®S checks and corporate credit cards, and uejusthment relating to certain payments
made by the Company on behalf of the plaintiffsaimmounts to be determined at trial. Plaintiffsveersto the Company’s counterclaim was
filed in early October. A schedule has been sahbycourt with a deadline for completing discovefyebruary 10, 2010. The Company
intends to vigorously defend the allegations indbmplaint and pursue its counter-claims; howeités, difficult to predict the final outcome
of the respective claims of the parties.

ITEM 1A: RISK FACTORS

Smaller reporting companies are not required teigethe information required by this item.

ITEM 2: UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS

None.

ITEM 3: DEFAULTS UPON SENIOR SECURITIES

None.

ITEM 4: SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

None.

ITEM 5: OTHER INFORMATION

None.
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ITEM 6: EXHIBITS

EXHIBIT
NO. DESCRIPTION

10.1 Fourth Loan Modification Agreement dated July 202@mong Silicon Valley Bank, Paradigm Holdings,. JiParadigm
Solutions Corporation, Caldwell Technology Solutidri. C and Trinity Information Management Serviceeeviously filed as
an exhibit to the Form-K filed on July 8, 2009 and incorporated hereirréfgrence

31.1 Certification of CEO pursuant to Rule 13a-14(a)d-13(a), as adopted pursuant to Section 302 db#nbanes-Oxley Act of
2002

31.2 Certification of CFO pursuant to Rule 13a-14(a)d-1%l(a), as adopted pursuant to Section 302 dbérbanes-Oxley Act of
2002

32.1 Certification of CEO pursuant to 18 U.S.C. Sectl@50, as adopted pursuant to Section 906 of tHeaBa-Oxley Act of 200z

32.2 Certification of CFO pursuant to 18 U.S.C. Sectl@50, as adopted pursuant to Section 906 of theaBa-Oxley Act of 200z
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SIGNATURES

Pursuant to the requirements of the Securities &xgl Act of 1934, the registrant has duly causisdéport to be signed on its behalf by the
undersigned thereunto duly authorized.

PARADIGM HOLDINGS, INC.
(Registrant

Date: November 11, 20( By: /s/ Peter B. LaMontagne

Peter B. LaMontagn
President and Chief Executive Offic

Date: November 11, 20( By: /s/ Richard Sawchak

Richard Sawcha
Senior Vice President and
Chief Financial Officel
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EXHIBIT 31.1
CERTIFICATIONS
I, Peter B. LaMontagne, certify that:
1. I have reviewed this Quarterly Report on FornQLfbr the quarterly period ended September 309200Paradigm Holdings, Inc.;

2. Based on my knowledge, this report does notadoriny untrue statement of a material fact or dmnéttate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nistatdisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statememid,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amgtfe@ periods presented in this report;

4. The registrant’s other certifying officer(s) anare responsible for establishing and maintaimiisglosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)154nd internal control over financial reportif@g defined in Exchange Act Rules 13a-
15(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procsgdorecaused such disclosure controls and procedaoitge designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgibsidiaries, is made known to us by others
within those entities, particularly during the petin which this report is being prepared,;

(b) Designed such internal control over financegarting, or caused such internal control overrfaial reporting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of financial
statements for external purposes in accordancegeitlerally accepted accounting principles;

(c) Evaluated the effectiveness of the registeadisclosure controls and procedures and presentais report our conclusions abx
the effectiveness of the disclosure controls andeguiures, as of the end of the period coveredibyéport based on such evaluation; and

(d) Disclosed in this report any change in thegsegnt's internal control over financial reportitigat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fotigbal quarter in the case of an annual repog) tias materially affected, or is reasonably
likely to materially affect, the registrant’s intel control over financial reporting; and

5. The registrant’s other certifying officer(s) antave disclosed, based on our most recent evatuat internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

(a) All significant deficiencies and material weakses in the design or operation of internal cbotrer financial reporting which
are reasonably likely to adversely affect the regig’s ability to record, process, summarize aqbrt financial information; and

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a s@mifiole in the registrant’s
internal control over financial reporting.

Date: November 11, 2009 /sl Peter B. LaMontagr
Peter B. LaMontagn
President and Chief Executive Offic




EXHIBIT 31.2
CERTIFICATIONS
I, Richard Sawchak, certify that:
1. I have reviewed this Quarterly Report on FornQLfbr the quarterly period ended September 309200Paradigm Holdings, Inc.;

2. Based on my knowledge, this report does notadoriny untrue statement of a material fact or dmnéttate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nistatdisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statememid,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amgtfe@ periods presented in this report;

4. The registrant’s other certifying officer(s) anare responsible for establishing and maintaimiisglosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)154nd internal control over financial reportif@g defined in Exchange Act Rules 13a-
15(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procsgdorecaused such disclosure controls and procedaoitge designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgibsidiaries, is made known to us by others
within those entities, particularly during the petin which this report is being prepared,;

(b) Designed such internal control over financegarting, or caused such internal control overrfaial reporting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of financial
statements for external purposes in accordancegeitlerally accepted accounting principles;

(c) Evaluated the effectiveness of the registeadisclosure controls and procedures and presentais report our conclusions abx
the effectiveness of the disclosure controls andeguiures, as of the end of the period coveredibyéport based on such evaluation; and

(d) Disclosed in this report any change in thegsegnt's internal control over financial reportitigat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fotigbal quarter in the case of an annual repog) tias materially affected, or is reasonably
likely to materially affect, the registrant’s intel control over financial reporting; and

5. The registrant’s other certifying officer(s) andve disclosed, based on our most recent evatuat internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

(a) All significant deficiencies and material weakses in the design or operation of internal cbotrer financial reporting which
are reasonably likely to adversely affect the regig’s ability to record, process, summarize aqbrt financial information; and

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a s@mifiole in the registrant’s
internal control over financial reporting.

Date: November 11, 2009 /s/ Richard Sawcha
Richard Sawcha
Senior Vice President and Chief Financial Offi




EXHIBIT 32.1

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES OXLEY ACT OF 2002

In connection with the Quarterly Report on FormQ@f Paradigm Holdings, Inc. (the “Company”) foetquarterly period ended September
30, 2009 as filed with the Securities and ExchaBgemission on the date hereof (the “Report”), PBtdraMontagne, President and Chief
Executive Officer of the Company, hereby certifiessuant to 18 U.S.C. Section 1350, as adoptedipnt$o Section 906 of the Sarbanes-
Oxley Act of 2002, that to his knowledge:

1. The Report fully complies with the requirementsSefiction 13(a) or 15(d) of the Securities Exchangeoh1934; anc
2. The information contained in the Report fairly mets, in all material respects, the financial ctodiand results of operations of the

Company

Date: November 11, 2009 /sl Peter B. LaMontagr

Peter B. LaMontagn
President and Chief Executive Offic

A signed original of this written statement reqdit®y Section 906, or other document authenticaticgnowledging, or otherwise adopting
the signature that appears in typed form withingleetronic version of this written statement regdiby Section 906, has been provided to
Paradigm Holdings, Inc. and will be retained bya@iggm Holdings, Inc. and furnished to the Secwsitiad Exchange Commission or its staff
upon request.




EXHIBIT 32.2

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report on FormQ@f Paradigm Holdings, Inc. (the “Company”) foetquarterly period ended September
30, 2009 as filed with the Securities and ExchaBgmmission on the date hereof (the “Report”), Rididawchak, the Senior Vice President
and Chief Financial Officer of the Company, herebytifies pursuant to 18 U.S.C. Section 1350, aptedi pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002, that to his knowledge:

1. The Report fully complies with the requirementsSefiction 13(a) or 15(d) of the Securities Exchangeoh1934; anc
2. The information contained in the Report fairly mets, in all material respects, the financial ctodiand results of operations of the

Company

Date: November 11, 2009 /s/ Richard Sawcha
Richard Sawcha
Senior Vice President and Chief Financial Offi

A signed original of this written statement reqdifgy Section 906, or other document authenticatiegnowledging, or otherwise adopt
the signature that appears in typed form withindleetronic version of this written statement regdiby Section 906, has been provide
Paradigm Holdings, Inc. and will be retained bya@iggm Holdings, Inc. and furnished to the Secwsitad Exchange Commission or its ¢
upon request.




