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BUSINESS INFORMATION

Throughout this document, we occasionally distinguish SI International, Inc., as a company separate from its subsidiaries, and SI

International, Inc., as a company combined with its subsidiaries. In order to clarify which entity we are referring to in various discussions, we

use the terms  SI International, Inc. and SI International to refer to SI International, Inc. without its subsidiaries. All other references, including
SI,  the Company, we and us refer to SI International and its subsidiaries.

Some of the statements under Item 1. Business, Item 7. Management s Discussion and Analysis of Financial Condition and Results of
Operations, and elsewhere in this Form 10-K constitute forward looking statements. These statements involve known and unknown risks,
uncertainties, and other factors that may cause our actual results, levels of activity, performance or achievements to be materially different from
any future results, levels of activity, performance or achievements expressed or implied by such forward looking statements. In some cases, you
can identify these statements by forward looking words such as anticipate,  believe,  could,  estimate, expect, intend,  may,

plan,  potential,  should, will, and would or similar words. You should read statements that contain these words carefully because
they discuss our future expectations, contain projections of our future results of operations or of our financial position, or state other forward
looking information. We believe that it is important to communicate our future expectations to our investors. However, there may be events in
the future that we are not able to predict accurately or control. The factors listed in the section captioned Item 1A. Risk Factors, as well as
any cautionary language in this Form 10-K, provide examples of risks, uncertainties, and events that may cause our actual results to differ
materially from the expectations we describe in our forward looking statements.

Although we believe that the expectations reflected in the forward looking statements are reasonable, we cannot guarantee future results, levels
of activity, performance or achievements. You should not place undue reliance on these forward looking statements, which apply only as of the
date of this Form 10-K. Subsequent events and developments may cause our views to change. However, while we may elect to update these
forward looking statements at some point in the future, we specifically disclaim any obligation to do so.

PART I

Item 1. Business: SI International, Inc. was organized as a Delaware corporation under the name of SI International,
Incorporated on October 14, 1998. SI International conducts operations both in its own name and through subsidiaries,
each of which is located in the U.S. but some of which have international operations.

Recent Events

Subsidiary Consolidation. On December 15, 2006, SI International merged two of its wholly-owned subsidiaries, SI
International Engineering Inc., a Colorado corporation ( Engineering ) and SI International Telecom Corporation, a
Delaware corporation ( SI Telecom ), into SI International as part of an internal consolidation of legal entities. The
merger of Engineering and SI Telecom into the Company is not expected to impact business operations. Additionally,
there may be tax advantages to the consolidation effort. Furthermore, we may consolidate other subsidiaries into SI
International, when doing so would be convenient and would not impact our business operations.

Overview

We are a provider of mission critical information services, technology and network solutions primarily to the Federal Government. Our business
is guided by our experienced team of eight executive officers and over thirty other corporate officers who manage and are responsible for
successfully growing our business. As of the end of fiscal year 2006, we employed approximately 4,300 employees. Approximately 84% of our
employees hold Federal Government security clearances or have passed National Agency Checks.
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Approximately 14% of our employees hold Top Secret security clearances. A significant portion of our employees who hold Top Secret security
clearances also hold Sensitive Compartmental Information clearances, which permit us to bid on highly classified projects.

Our broad set of contract vehicles gives us extensive reach and enables us to deliver a full range of our services and solutions to the Federal
Government. The strength of our service offerings and information technology expertise allows us to maintain substantial relationships with
clients, some of whom have been clients of ours, or of one of our acquired businesses, for over 20 years. In fiscal 2006 and fiscal 2005, we
derived approximately 80% and 75%, respectively, of our revenue from contracts on which we acted as prime contractor. Acting as a prime
contractor provides us with stronger client relationships, as well as the visibility and access to new work that are not available when acting as a
subcontractor. Our total backlog as of December 30, 2006 was approximately $1,220 million, of which approximately $162 million was funded.
See  Backlog for a discussion of how we calculate backlog.

The Federal Government technology services market

The ongoing transformation of the Federal Government s information systems and communication networks is creating an increase in its demand
for information technology, or IT, services. According to INPUT, an independent market research firm, the federal market demand for
vendor-furnished information systems and services is projected to increase by $17.2 billion from $63.3 billion in government fiscal 2006 to

$80.5 billion in government fiscal 2011, a compound annual growth rate of approximately 5.0% over the five-year period. In addition, the
addressable IT spending, which is the amount that is contracted out, for the U.S. Air Force, our single largest client in terms of revenue for each
of the last four completed fiscal years, is projected by INPUT to grow from $5.6 billion in government fiscal 2006 to $7.3 billion in government
fiscal 2011, representing a compounded annual growth rate of 5.3%. The Department of Homeland Security addressable portion of the IT budget
is projected by INPUT to grow from $3.3 billion in government fiscal 2006 to $4.4 billion in government fiscal 2011, representing a

compounded annual growth rate of 6.1%.

We expect that the Federal Government s need for the types of IT services that we provide will continue to grow in the foreseeable future, as a
result of the high priority placed by the federal government on the transformation of its IT programs. INPUT forecasts that the percentage of IT
spending that is contracted out by the federal government will reach a high of over 86% of total IT spending in government fiscal 2011.

We believe the following industry trends will also continue to drive the Federal Government technology services market:

e Continued focus on mission-critical initiatives. Since the events of September 11, 2001, the Federal Government
has made the transformation of its IT infrastructure a major priority. According to INPUT, the Federal Government IT
services commercial segment, which is comprised of outsourcing, professional services, systems integration and
processing services, is projected to grow from $26.9 billion in government fiscal 2006 to $34.7 billion in government
fiscal 2011, representing a projected compounded annual growth rate of 5.2%.

e Increased Federal Government reliance on outsourcing. According to INPUT, outsourcing through the use of
outside providers to provide Federal Government services is projected to grow from $13.3 billion in government fiscal
2006 to $17.7 billion in government fiscal 2011, representing a projected compounded annual growth rate of 5.9%.

e Enterprise architectural planning initiatives continue to be emphasized. According to INPUT, the professional
services market, which is comprised of software development, design and consulting, education and training, and the
professional services associated with systems integration, is
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projected to grow from $13.3 billion in government fiscal 2006 to $16.5 billion in government fiscal 2011, representing a projected compounded
annual growth rate of 4.5%. Over the past few years, many major government programs, modernization, and reform initiatives, including
homeland security solutions, have depended on the use of professional services. INPUT expects this trend to continue over the next several
years. Enterprise architectural planning initiatives continue to be emphasized as Office of Management and Budget (OMB) looks for
opportunities to consolidate agency systems, expand information sharing, and improve government mission performance.

We believe that the Federal Government is increasingly turning to the IT industry to execute support processes and functions that were
traditionally performed by Federal Government employees. INPUT expects that Department of Defense (DoD) budgets will continue to grow
over the next several governmental fiscal years and anticipates that each of the defense agencies will move toward outsourcing more of the
information technology functions that are not core to the war-fighting mission. Business process outsourcing, or BPO, is a relationship in which
a contractor is responsible for performing an entire business operations function, including the information systems outsourcing that supports it.
INPUT projects that Federal Government BPO spending will grow from $577 million in government fiscal 2006 to $840 million in government
fiscal in 2011, which represents a compounded annual growth rate of 7.8%.

We believe that homeland security will have the greatest impact on three specific segments of the Federal Government IT market: information
security, communications and knowledge management. We believe that the rapid pace of technological innovations and the Federal
Government s increasing reliance on complex IT infrastructure, combined with a decline in the size of the Federal Government workforce, as
described above, make it increasingly difficult for many governmental agencies to operate and upgrade their IT systems. We expect that several
trends will contribute to the Federal Government s increased use of service providers to fulfill a larger portion of its IT responsibilities, and we
believe that we will continue to gain new engagements to the extent that the Federal Government increases its reliance on outsourcing for its IT
needs. These trends include:

e The aging of the Federal Government s workforce. According to INPUT, the government has estimated that
more than 42% of federal IT workers will be eligible for retirement by 2008, and the average age of Federal
Government employees increased from 42 years of age in 1990 to 50 years of age in 2006. This aging effect is
compounded by the upcoming baby-boomer retirement wave, which Input estimates to begin within the next three or
four years. According to the Washington Post in an article titled Job Shadowing Sheds Light on Defense Work on
February 5, 2007, the [defense] department has about 69,000 technology professionals in its civil service ranks, and
officials estimate that 10,000 will be eligible to retire at the end of this year. In April 2001, the Government
Accountability Office (GAO) concluded in a report that the Federal Government s human capital challenges are
adversely affecting the ability of many agencies to carry out their missions. Input believes that the expected decline in
personnel spending will increase the proportional spending for the outsourcing of IT products and services as IT
continues to play an expanding role in government. INPUT expects that the outsourcing trend to continue in the future
as OMB pushes agencies to transition services to shared services providers under its Line of Business initiatives.

o Increased Federal Government emphasis on competitive sourcing. The current administration has made
competitive sourcing a major initiative of its management agenda. According to the President s Management Agenda,
which was issued in 2001 and for which progress reports continue to be issued, including most recently during 2003,
nearly half of all Federal Government employees perform tasks that are available in the commercial marketplace. To
the extent that the size of the Federal Government workforce decreases, we believe that the Federal Government will
have an increased need for entities that offer the technical skills, familiarity with government processes and
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procedures and skilled personnel that are necessary to meet the diverse IT requirements of the various Federal Government agencies.
Increased spending on homeland security and intelligence.

In the wake of the terrorist attacks on September 11, 2001, there has been an increased emphasis on homeland security, intelligence and national
defense, including protecting critical infrastructure. According to INPUT, the total addressable IT budget for the Department of Homeland
Security is projected to grow from $3.3 billion in government fiscal 2006 to $4.4 billion in government fiscal 2011, representing a compound
annual growth rate of 6.1%.

Although the total amount to be spent for intelligence applications is classified, based on available information, INPUT estimated that the
addressable Federal Government IT spending in the intelligence community may have been as much as $8.8 billion in government fiscal 2006,
and may grow to $11.7 billion by government fiscal 2011 representing a compounded annual growth rate of 6.0%. We believe that there will
continue to be increases in spending on federal intelligence activities, which are expected to represent significant additional opportunities for us.

Increased simplicity of procurement.

Through changes that began with the Federal Acquisition Streamlining Act of 1994, or FASA 94, the Federal Government has developed a
variety of accelerated contracting methods. Federal governmental agencies have increasingly been able to rely on multiple contracting vehicles
to procure needed services in an expedient manner. According to INPUT, the average time to award was approximately 70 days in government
fiscal 2006 as compared to 278 days in government fiscal 1995.

Our Core Strengths

We strategically built our business to respond specifically to the federal IT marketplace. We believe that our core strengths position us to
respond to the long-term trends and changing demands of our market.

Our Experienced Management Team

Our President and Chief Executive Officer (CEO), S. Bradford Antle, who has been with us since 1999, brings more than 26 years of
management experience in our industry. Mr. Antle also serves as a member of the Board of Directors. Ray J. Oleson continues to serve as
Executive Chairman of the Board.

Additionally, to further support our growth, our eight business units are incorporated into the Strategic Programs Group, the IT Solutions Group,
and the Mission Services Group. Each of these Business Groups is headed by an Executive Vice President, who reports to Mr. Antle.

Mike Becraft is the Executive Vice President of the Mission Services Group. He is responsible for a major portion of work with the Department
of Homeland Security, Department of State, and U.S. Army. Mr. Becraft has more than 38 years of Federal civilian government and military
experience. He joined us in 2003 as Senior Vice President of Homeland Security.

Harry Gatanas is the Executive Vice President of the Strategic Programs Group, where he oversees a significant portion of our business with the
DoD and the Intelligence community. Mr. Gatanas is a retired U.S. Army general with over 33 years of experience in the military and
intelligence community, including serving as the Acquisition Executive at the National Security Agency, and as the Commanding General of the
U.S. Army White Sands Missile Range.

Marylynn Stowers is the Executive Vice President of the IT Solutions Group. She oversees a significant portion of business that addresses
federal IT modernization. Ms. Stowers has more than 25 years of experience providing IT services to the Federal Government, such as
Department of Homeland
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Security, Department of State, Department of Treasury, Internal Revenue Service, and the Intelligence community.
Our Corporate Culture

Our corporate culture is based on respect for clients, personnel, business partners and management. We view our commitment to this culture of
respect as a cornerstone of our company. We believe that our culture helps us build the relationships necessary to gain an in-depth understanding
of our clients needs, business practices and information technology and network systems. In addition, we believe our culture is a factor in
helping our employee turnover rate remain low compared to other companies in our industry, helping us to maintain client domain knowledge
and provide consistent service to our clients. Further, we believe that our commitment to respect, combined with quality of performance, is an
important factor in retaining clients and winning new referrals.

Focus on Information Technology Services

We deliver a full spectrum of IT services and solutions that address challenges common to many Federal Government agencies and commercial
companies. Our capabilities position us to capitalize on the Federal Government s increasing demand for IT services. We integrate our technical
areas of expertise into comprehensive solutions covering IT applications, systems engineering, network and telecommunications engineering and
outsourcing. Our focus on end-to-end information technology solutions allows us to leverage our knowledge and experience to provide best
practices across many Federal Government agencies and industries. Our key focus areas are:

e Federal IT Modernization. We define federal IT modernization to include designing, building and deploying
solutions that enable our clients to replace legacy applications and databases and allow effective information sharing
across agencies. We believe we have a proven track record of delivering true end-to-end solutions in this focus area
that encompass application and software development, systems engineering, network solutions, and information
security and performance support.

e Defense Transformation. We define defense transformation to include development of solutions intended to
enable the U.S. military to successfully adapt to the requirements of net-centric warfare through our deep capabilities
in space systems engineering, enterprise and operational architecture, command and control, logistics, and military
satellite communications. In the area of space systems modernization, we are supporting clients such as Air Force
Space Command, NORAD, Northern Command and U.S. Strategic Command.

e Homeland Defense. We define homeland defense as defense of the U.S. homeland, which includes the
development of large scale replicated databases, secure optical calls processing and identification systems, managing
records, and processing visas. We are working in this focus area to provide advanced information technology to assist
in meeting this challenge for clients that include Department of Homeland Security, Department of State, Northern
Command, Department of Energy, and Department of Agriculture.

e Mission-Critical Outsourcing. We define mission-critical outsourcing as assisting the Federal Government with
shortages of personnel, including for the purpose of permitting re-assignment to higher priority government
assignments, increasing operational efficiency, and improving the overall quality of service. We provide services in
this focus area to both civilian agencies and the DoD.
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In providing information technology and network solutions to our customers, our skilled employees use their advanced technological training
and extensive experience to implement our state-of-the-practice solutions. As of the end of fiscal year 2006, we employed approximately 4,300
employees, many of whom possess security clearances and National Agency Checks that allow us to bid on and perform classified work for the
Federal Government.

Knowledge of Federal Government Contracting and Federal Agencies

We believe that our in-depth knowledge of Federal Government contracting and the governmental agencies we serve and their procurement
processes allows us to provide better solutions for our clients needs. Our experienced team of executive officers and senior managers brings to
us their many years of experience and extensive contacts in the industry. They provide us with an understanding of our clients needs and
procedures, as well as valuable mission-specific information. We believe that the insight provided by our officers and managers allows us to
design solutions that are responsive to our clients mission-critical needs.

Successful Integration of Acquired Businesses

We believe that a critical component of our success is our ability to identify, acquire and integrate companies that build or expand our suite of
services to serve our clients needs more effectively. Members of our management team have substantial experience acquiring and successfully
integrating acquired entities. We believe that this experience provides a basis for our disciplined approach to identifying acquisition candidates
and integrating acquired companies. By integrating corporate infrastructures such as marketing and sales, accounting, human resources and
internal networks, we can save the expense of redundant functions. In addition, by integrating operations, we establish a corporate-wide mission
which can reduce internal competition and promote the cross-selling of newly augmented skill sets to increase our client base.

Within the 15-month period from January 1999 through March 2000, we identified, acquired and integrated four federal IT companies with
aggregate revenues of approximately $105 million, measured for the 12 months prior to their respective acquisition dates. In January, 2004, we
acquired Matcom International Corporation, or Matcom; in December 2004, we acquired Bridge Technology Corporation, or Bridge; in
February 2005, we acquired Shenandoah Electronic Intelligence, Inc., or SEI; in February 2006, we acquired Zen Technology, Inc., or Zen. We
successfully integrated each of these acquisitions into our organization; and, we built and expanded our services and solutions capabilities and
our client relationships. We applied our disciplined acquisition processes to integrate the acquired companies and successfully grew these
businesses.

Our Growth Strategy

We have implemented the following strategies in order to reach our goal of becoming a leading provider of information technology and network
solutions to our clients:

e Maintain and expand our existing client relationships. We maintain relationships with our existing clients by
adhering to our culture of respect and providing quality performance. We believe this helps us win renewals of our
engagements. In addition, we use our knowledge of our clients needs to identify additional opportunities and cross-sell
new services to them.

o Leverage our existing client base to win new clients. We believe satisfied clients are one of our most effective
marketing tools. Since FASA 94 went into effect, client referrals have become a crucial component of expedited
procurement processes and are key to our winning new contracts. Since we focus on technology infrastructure
improvement, we are able to transfer our skills readily from client to client. We plan to continue building a network of
clients and leveraging these relationships
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to gain access to new clients. We have launched a Major Programs initiative through which we intend to compete for large contracts over longer
procurement periods. We believe that favorable client referrals are strategically important to our winning these opportunities.

e Pursue strategic acquisitions. We plan to continue utilizing our disciplined methodology to identify, evaluate and
integrate strategic acquisitions. We have acquired and successfully integrated eight businesses since 1999. These
acquisitions have positioned us with strategically important technical skills in important client areas.

e Business Capabilities and Sales Integration. Our business units are now incorporated into the Strategic Programs
Group, the IT Solutions Group, and the Mission Services Group. Under our management structure (see above Our
Experienced Management Team for more information about our management), these three business groups are better
able to present integrated solutions through the cross-marketing and delivery of our business capabilities to new and
existing customers.

Our Areas of Practice

We provide IT and network solutions in the following eight practice areas to supplement the needs of our clients in the areas of Defense
Transformation, Homeland Defense, Mission Critical Outsourcing and Federal IT Modernization.

e Program Management & Acquisition Support The program management and acquisition support practice assists
clients with initiating, assembling, executing, and managing all sizes of acquisition programs. The practice area
provides acquisition strategies, government required documentation (DoD 5000), and solicitation packages, as well as,
source selections and contract management support. The practice area manages and oversees high-tech systems
development; interprets and synchronizes requirements with system architectures and integrated master plans; and,
identifies and tracks technical and programmatic interdependencies and interactions among requirements. The
technical staff is skilled in providing systems engineering technical assistance (SETA) support to client programs for
cost, schedule, performance, risk management, and contracting activities.

e Integrated Solutions Development The integrated solutions development practice focuses on the integration of
commercial-off-the-shelf products with custom software engineering. Integrated solutions are deployed using
structured Capability Maturity Model Integration (CMMI) practices to deliver services including feasibility studies
and systems planning, enterprise architecture design, rapid prototype development, detailed systems design,
implementation, independent verification and validation, testing, life-cycle documentation, and operations and
maintenance. This practice area specializes in legacy systems migration to enterprise-wide applications,
database-driven web applications (internet, extranet, and intranet), work flow systems implementation, enterprise
portal development, enterprise-wide IT integrated services, mobile and wireless solutions, business intelligence (data
warehouse and mining solutions) and Enterprise Resource Planning systems implementation.

e Information Security The information security practice delivers analyses, methods and technologies that enable
clients to secure their information against unauthorized access and service disruption. The solutions are designed to
protect and defend information systems against malicious actions, reduce the threat to system security and proactively
manage risk. The practice area provides security policy and procedure development, threat determination and risk
assessment, vulnerability analysis, system security engineering, network defense, secure document processing,
applications and web security, security evaluation and accreditation and training.
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e Records Management The records management practice specializes in application processing, data entry, case and
file management, large scale identification and credentialing systems, call center support, and analytical support
services. The practice area services include the management and operation of integrated file tracking systems,
electronic records management, large volume file processing, secure identity card production, scanning operations to
include documents and biometrics, storing and shipping of documents, quality control audits, secure file destruction,
and network installation.

e Learning Solutions The learning solutions practice focuses on the design, development and delivery of learning
and performance interventions to meet the client s individual and organizational performance needs and manage
change. The practice area provides front end analysis, blended solutions, web-based and instructor-led training,
electronic performance support systems (EPSS), human performance design, and learning standards and learning
infrastructure consulting. Our understanding and experience in the distance learning, e-Learning, and ever changing
Learning Management Systems/Learning Content Management Systems environments provides our clients rapid
design and deployment of solution-based programs to meet today s requirements and tomorrow s challenges.

o Systems Engineering The systems engineering practice delivers mission and requirements analysis,
enterprise/operational architecture modeling and development, system application and development, system design,
validation and verification, integrated logistics support, life cycle engineering, and complex simulation. The technical
staff is skilled in command, control, communications, computer and intelligence (C4I), engineering, object oriented
analysis and design, system testing, requirements traceability and specialty disciplines, including
reliability/maintainability/availability engineering and safety and sustaining engineering. Many of these skills are
focused on military space applications.

e Network Solutions The network solutions practice designs, engineers, deploys, and manages a full range of
networked communications and infrastructure solutions. The practice area provides IT and network requirements,
definition and analysis, detailed systems design, network and technology selection and procurement, global
end-to-end installation, and spectrum/bandwidth management. These solutions encompass voice, video, data,
narrowband, broadband and wireless technologies. Applications include large scale enterprise networks for
government, highly secure networks.

e Mission-critical Outsourcing The mission-critical outsourcing practice uses domain expertise to operate clients
systems and processes vital to their businesses. The practice area offers professional services to perform business
process and information technology outsourcing, sustaining engineering, logistics services, and call center operations.

Clients

We provide our services primarily to Federal Government clients such as the U.S. Air Force Space Command, the U.S. Army, U.S. Navy, the
Department of State, the Department of Homeland Security, Missile Defense Agency, Department of Agriculture, National Institutes of Health,
Federal Retirement Thrift Investment Board, and the defense intelligence community. In fiscal 2006, we derived approximately 99% of our total
revenue from Federal Governmental agencies and approximately 1% of our total revenue from commercial clients.

Our largest client is the DoD. We derived approximately 47% of our total revenue in fiscal 2006 and 2005 from the DoD and the Intelligence
community. In both fiscal years 2006 and 2005, work we performed under our Command, Control, Communications, Computer, Intelligence,
Information, Technology, Surveillance, and Reconnaissance contract vehicle (C412TSR) represented approximately 21% of our total revenue.
The primary customer under the C4I12TSR contract vehicle is the U.S. Air Force
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Space Command, however, other Federal government entities typically exercising independent decision making and funding authority use
C4I2TSR. We believe our contract base is well diversified. In fiscal 2006 and fiscal 2005, we derived approximately 80% and 75%, respectively,
of our revenue from contracts on which we acted as prime contractor and derived approximately 20% and 25%, respectively, of our revenue
from contracts on which we acted as a subcontractor.

We often subcontract portions of work to be performed under a contract or task order under which we are the prime contractor. Approximately
19% and 15%, respectively, of our total revenue in fiscal 2006 and fiscal 2005, respectively, was generated by work performed by
subcontractors. The subcontractors are sometimes responsible for critical portions of the contracted services. Our subcontracting arrangements
typically specify that all terms of the primary contract pass down to the subcontractor. We are not dependent upon any one subcontractor or
group of subcontractors to provide a substantial degree of work for us. In addition, it is typical that a subcontractor on one engagement may be a
competitor or a client in other situations. We believe that cultivating good relationships with our subcontractors is necessary to maintain our
competitive position as well as to facilitate meeting performance obligations under our contracts.

Backlog

Backlog is our estimate of the amount of revenue we expect to realize over the remaining life of awarded contracts and task orders we have in
hand as of the measurement date. Our total backlog consists of funded and unfunded backlog. We define funded backlog as estimated future
revenue under government contracts and task orders for which funding has been appropriated by Congress and authorized for expenditure by the
applicable agency, plus our estimate of the future revenue we expect to realize from our commercial contracts. Unfunded backlog is the
difference between total backlog and funded backlog. Unfunded backlog reflects our estimate of future revenue under awarded government
contracts and task orders for which either funding has not yet been appropriated or expenditure has not yet been authorized. Our total backlog
does not include estimates of revenue from government-wide acquisition contracts, or GWAC contracts, or General Services Administration, or
GSA, schedules beyond awarded or funded task orders, but our unfunded backlog does include estimates of revenue beyond awarded or funded
task orders for other types of indefinite delivery, indefinite quantity, or ID/IQ, contracts, such as our contract with the U.S. Air Force Space
Command.

Our total backlog as of December 30, 2006 was approximately $1,220 million, of which approximately $162 million was funded. There can be
no assurance that we will receive the amounts we have included in our backlog or that we will ultimately recognize the full amount of our
funded backlog as of December 30, 2006.

We believe that backlog is not necessarily indicative of the future revenue that we will actually receive from contract awards that are included in
calculating our backlog. We assess the potential value of contracts for purposes of backlog based upon several subjective factors. These
subjective factors include our judgments regarding historical trends (i.e., how much revenue we have received from similar contracts in the past),
competition (i.e., how likely are we to successfully keep all parts of the work to be performed under the contract) and budget availability (i.e.,
how likely is it that the entire contract will receive the necessary funding). If we do not accurately assess each of these factors, or if we do not
include all of the variables that affect the revenue that we recognize from our contracts, the potential value of our contracts, and accordingly, our
backlog, will not reflect the actual revenue received from contracts and task orders. As a result, there can be no assurance that we will receive
amounts included in our backlog or that monies will be appropriated by Congress or otherwise made available to finance contracts and task
orders included in our backlog. Many factors that affect the scheduling of projects could alter the actual timing of revenue on projects included
in backlog. There is always the possibility that the contracts could be adjusted or cancelled. We adjust our backlog on a quarterly basis to reflect
modifications to or renewals of existing
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contracts, awards of new contracts or approvals of expenditures. See Item 1A. Risk Factors The calculation of our backlog is subject to numerous
uncertainties, and we may not receive the full amounts of revenue estimated under the contracts included in our backlog, which could reduce our
revenue in future periods.

Employees

As of December 30, 2006, we had approximately 4,300 employees. Approximately 84% of our employees hold Federal Government security
clearances or have passed National Agency Checks. Approximately 14% of our employees hold Top Secret security clearances. A significant
portion of our employees who hold Top Secret security clearances also hold Sensitive Compartmental Information clearances, which permit us
to bid on highly classified projects. We have no unionized employees and do not have any collective bargaining agreements. However, current
contracts or contracts that we may pursue may require us to have unionized employees. We believe we have a good relationship with

our employees.

In addition to attracting and retaining qualified technical personnel, we believe that our success will depend on the continued employment of our
executive and senior management team and its ability to generate new business and execute projects successfully. We believe that the personal
reputations of our management team members and the business relationships between individual members of our management team and
governmental officials involved in the procurement process and related areas are critical elements of obtaining and maintaining client
engagements in our industry, particularly with agencies performing classified operations. To create and maintain these client relationships,
identify potential business opportunities and establish our reputation among our current and potential clients, we depend on our senior
management team. The loss of any of our senior executives could cause us to lose client relationships or new business opportunities, which
could materially adversely affect our business.

Competition

We compete for contracts in highly competitive markets against a large number of companies both large and small. Because of the large number
of companies competing in these markets, we do not repeatedly compete against the same companies. We may team with other companies to
perform work under contracts when we feel that our combined resources may create a competitive advantage. However, our competitors may
compete more effectively than we can for various reasons, including that they are larger than us, have greater financial and other resources, have
better or more extensive relationships with governmental officials involved in the procurement process, or have greater brand or name
recognition.

As a result of the diverse requirements of the Federal Government and our commercial clients, we frequently form teams with the companies in
our markets in order to compete for large procurements, while bidding against them in other situations.

In each of our practice areas, we generally bid against companies of varying sizes and specialties, from small businesses to multi-billion dollar
corporations. Because of the current industry trend toward consolidation, some of these companies may emerge better able to compete with us.
Therefore, it is essential that we differentiate ourselves from these companies. We believe that our technical abilities, client relationships, past
performance, cost containment, reputation and ability to provide quality personnel give us a strong presence in the markets we serve. In addition,
we believe that our culture of respect for and commitment to our clients and business partners greatly aids our business. While we believe these
factors help to set us apart from other companies in our markets, we may not be able to continue to maintain our competitive position, as new
companies enter the marketplace and alliances and consolidations among competitors emerge. Some companies in our markets have longer
operating histories, greater financial and technological capabilities, greater brand or name recognition and/or larger client bases than we have.
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Government Contracting and Regulatory Processes

For fiscal 2006, approximately 99% of our revenue was derived from work performed under Federal Government contracts. The government
contracting process differs in many ways from commercial contracting, and involves a high degree of Federal Government regulation and
oversight.

Historically, agencies of the Federal Government wishing to procure services from contractors have been required to prepare a request for
proposal, known as an RFP, or some similar form of solicitation. The RFP is typically an extensive document describing the services desired and
the terms and conditions that form the final agreement, including the criteria the soliciting agency will use to select the service provider.
Interested parties submit proposals in response to the RFP, which the agency evaluates, often requesting additional information and multiple
discussions with offerors prior to final award of the contract.

Over the years, the Federal Government has taken steps to streamline the procurement process. Federal Governmental agencies are now more
likely to use flexible contract vehicles that permit a number of firms to compete for specific orders. The General Services Administration
Multiple Award Schedule Program, or GSA MAS Program, is an example of a flexible contract vehicle employed by the Federal Government.
Under the GSA MAS Program, GSA contracts with multiple vendors to provide goods and services, at predetermined prices, to specified
authorized buyers. GSA schedules are listings of services and products, along with their respective prices, offered by approved contractors. The
schedules are maintained by the GSA for use by any federal agency or other authorized entity. A contractor must successfully complete a
pre-qualification process in order to be selected by the GSA for inclusion of the contractor s goods or services on a GSA Schedule. When an
agency selects services under a GSA schedule contract, the soliciting agency, or the GSA on its behalf, conducts a bidding process, limited to
qualified GSA schedule contractors. The process typically involves substantially less time and cost than the historical, non-GSA bidding
process.

In addition to the GSA MAS Program, we also hold other ID/IQ contracts with other individual agencies, which are generally known as task
order contracts. These are essentially umbrella contracts that set forth the basic terms and conditions under which the agency may order goods
and services from one, and in some cases, more than one, contractor. Contractors undergo a competitive pre-selection process to become eligible
to perform work under ID/IQ contracts. A procuring agency then issues task orders for goods or services to be performed or provided under a
contract. When task orders are issued under multiple award ID/IQ contracts, each awardee typically has an opportunity to be considered for the
task order. The agency desiring contract services may conduct a competition among the interested awardees, resulting in the issuance of a task
order to a single contractor. These contracts have increased competition and pricing pressure by concentrating work under fewer contracts, and
requiring competition both prior to the initial award of the contract and throughout the term of the contract in order to obtain task orders for the
services we provide, requiring that we make sustained post-award marketing efforts to realize revenue under each such contract. Moreover, even
if we are qualified to work on a particular new contract or a contract subject to renewal, we might not be awarded business because of the
Federal Government s policy and practice of procuring goods and services from multiple contractors in order to maintain a diverse base of
contractors. In addition, ID/IQ contracts do not obligate the Federal Government to purchase goods or services above the minimum levels set
forth in the contract.

A task order calls for a specific set of services to be delivered by the contractor to a particular client agency. In our experience, the key factors in
competing successfully for these task orders are technical merit, cost, relevant past performance considerations and client trust. From time to
time we are also a party to GWACs, which are ID/IQ contracts that permit the aggregation of multiple agencies requirements in a single
contract, in order to encourage contractors to offer the best possible prices and to reduce the costs associated with multiple acquisitions.
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For single-award large scale contracts, such as those targeted by our Major Program initiative, interested contractors submit information

indicating their desire to perform the required services. The agency then solicits competitive proposals or bids from qualified contractors by
providing them with a formal RFP or similar solicitation. The RFP typically describes the desired services, terms and conditions, and evaluation
criteria the agency will use. Offerors then submit proposals in response to the RFP, and the agency evaluates the proposals and makes the award
determination. Agencies are encouraged to award contracts on a best value basis. This means that the contractor selected for the award should, in
the agency s judgment, provide the greatest overall benefit in response to the requirement, including technical merit, cost and relevant past
performance considerations. The entire acquisition process can sometimes take a year or more.

The competitive process presents a number of risks, including the following:

e we expend substantial funds, managerial time and effort to prepare bids and proposals for contracts that we
may not win;

e we may be unable to estimate accurately the resources and cost that will be required to service any contract we
win, which could result in substantial cost overruns; and

e we may encounter expense and delay if our competitors protest or challenge awards of contracts to us in
competitive bidding, and any such protest or challenge could result in a requirement to resubmit proposals on
modified specifications or in the termination, reduction or modification of the awarded contract.

e we may be chosen as one of the contractors for a multiple award GWAC, ID/IQ or GSA Schedule contract, but
not be awarded a sufficient number of tasks under the contract to justify our time, effort, and expense in bidding on
the contract and subsequent task orders.

e the government may initially award a GWAC, ID/IQ, or GSA Schedule contract but fail to provide funding for the
number of task orders necessary to justify our time, effort, and expense in bidding on the contract and subsequent task
orders.

For additional information regarding the risks presented by the competitive process, please see Item 1A. Risk Factors below.

The government contracts for which we compete typically have multiple year terms, and if we are unable to win a particular contract, we
generally will be foreclosed from competing again for that contract until its expiration several years later. In addition, upon the expiration of a
contract, if the client requires further services of the type provided by the contract, there is frequently a competitive rebidding process.

Laws and Regulations Affecting Our Business

Federal Government contracts are subject to a number of federal laws and regulations, including the Federal Acquisition Regulation, or FAR,
and Cost Accounting Standards. These statutes and regulations contain several rules that may affect us significantly.

The Anti-Deficiency Act prohibits Federal Government employees from committing government funds, by contract or otherwise, in excess or in
advance of appropriations, unless authorized by a specific statute. Since Congress usually appropriates funds on a fiscal year basis, many of our
contracts are funded by the applicable agency annually as Congress makes appropriations for future fiscal years. In addition, since funds are
often allocated to agencies by the OMB, many of our contracts are incrementally funded.

Disappointed bidders and contractors excluded from competing for government contracts and task orders may submit a protest to a contracting
officer or the GAO within time limits specified under FAR and GAO bid protest rules. The U.S. Court of Federal Claims also has bid protest
jurisdiction. Performance under a contract being protested may be suspended while the protest is pending, and in cases where the contract is
found to have been improperly awarded, the contract may be terminated.

14

15



Edgar Filing: SI INTERNATIONAL INC - Form 10-K

Certain FAR clauses, such as the Limitation of Cost and Limitation of Funds clauses, limit the Federal Government s liability for expenditures or
obligations beyond those authorized by the applicable contract. In many cases, contracts are awarded for only one year with a number of
successive option years (in many cases, four). Agencies are not obligated to exercise these option years, but in our experience most renewal
options under our contracts have been exercised. In addition, certain FAR clauses allow the Federal Government to terminate contracts for
convenience (i.e., at will), although the Federal Government is obligated to pay for costs incurred.

Larger contracts may also be subject to the Truth in Negotiations Act and Cost Accounting Standards. The Truth in Negotiations Act requires us
to provide current, accurate and complete cost or pricing data in connection with the negotiation of a contract, modification or task order that is
not subject to full and open competition or other exceptions to the Act. Cost Accounting Standards are applicable to certain contracts and require
the contractor to apply consistent accounting practices and comply with specific cost accounting criteria. The FAR Contract Cost Principles and
Procedures sets forth the rules regarding the allocability and allowability of costs incurred in connection with Federal Government contracts.

The FAR restricts government contractors from participating in procurements when there is an Organizational Conflict of Interest, or OCI, and
establishes rules for avoiding, mitigating and neutralizing conflicts of interest in the issuance of contracts by the Federal Government. Virtually
all government contracts, including ours, are subject to the OCI rules. An OCI may arise because the nature of the work to be performed by a
contractor has the potential, absent some restriction on future activities, to result in an unfair competitive advantage to the contractor or impair
the contractor s objectivity in performing the contract or providing assistance or advice to the Federal Government. The government contracting
officer is responsible for resolving any significant potential OCIs before a contract award is made. Federal Government contractors have an
obligation to manage and, if necessary, report an OCI to the contracting officer. We have a company-wide policy regarding care in the
acceptance of and compliance with contractual OCI provisions, which includes awareness training programs and coordination and reporting
systems. We review new contracts and task orders at the time we receive them for potential OCI issues. Accordingly, we believe that as a result
of the systems we have in place, our backlog will not be affected by OCI issues.

Our books and records are subject to audit by the Defense Contract Audit Agency, or DCAA, and other governmental audit agencies to ensure
that the costs and hourly rates for which we invoice the Federal Government under cost reimbursable and time and materials contracts are in
compliance with the Cost Principles, Cost Accounting Standards and FAR invoicing regulations. Each fiscal year, we must submit final cost data
to the Federal Government indicating our actual costs incurred for the prior year, exclusive of certain costs that are not recoverable by Federal
Government contractors. This data is audited, and subject to adjustments by the auditing agency based upon established guidance, which

may affect our recovery on cost reimbursable contracts for prior fiscal years. These audits may also result in assessment of penalties, interest
costs and, in extreme cases, debarment. The Federal Government retains a portion of the fee earned by us under cost reimbursable contracts until
contract completion and audit by the DCAA. Audits of our business units by the DCAA have been completed for all fiscal years through 2001
without material adjustments. In the opinion of management, the audits for other fiscal years through fiscal year 2006 will not result in
adjustments that would have a material adverse effect on our financial position or results of operations; however, future material adjustments are
possible.

Our conduct and performance is also subject to the False Claims Act. The False Claims Act prohibits contractors from knowingly submitting
false or fraudulent claims to the Federal Government. We have established standards of conduct for our employees and a reporting mechanism
that any of our employees can use to report inappropriate or illegal activities.
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From time to time we may engage in activities that require us to comply with the various U.S. Government export control laws and regulations
administered by the U.S. Department of State, U.S. Department of Commerce, U.S. Treasury Office of Foreign Assets Control, and the Bureau
of Customs and Border Protection. We have dedicated personnel assigned to maintain and coordinate our compliance activities in this area.

Copies of our Annual Report on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on Form 8-K, and amendments to those reports
filed or furnished pursuant to Section 13(a) or 15(d) of the Exchange Act of 1934, as amended, are available free of charge on the Investor
Relations section of our website at www.si-intl.com as soon as reasonably practicable after we electronically file the material with, or furnish
the material to, the Securities and Exchange Commission, or SEC.

You may obtain a printed copy of any of the foregoing materials from us by writing to us at SI International, Inc., 12012 Sunset Hills Road,
Suite 800, Reston, Virginia 20190, Attention: Investor Relations.
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Item 1A. Risk Factors
Risks Related to Our Industry

We depend on contracts with the Federal Government for most of our revenue, and our business would be seriously harmed if the
government ceased doing business with us or significantly decreased the amount of business it does with us.

We derived approximately 99% and 98.1% of our total revenue in fiscal 2006 and in fiscal 2005, respectively, from Federal Government
contracts, either as a prime contractor or a subcontractor. This includes 46.6% and 46.9% of our total revenue in fiscal 2006 and in fiscal 2005,
respectively, that we derived, either as a prime contractor or a subcontractor, from contracts with agencies of the DoD and Intelligence
community. We expect that we will continue to derive most of our revenue for the foreseeable future from work performed under Federal
Government contracts. If we were suspended or otherwise prohibited from contracting with the Federal Government generally, or with any
significant agency of the DoD or the Intelligence community, or if our reputation or relationship with the Federal Government or any significant
agency of the DoD or the Intelligence community were impaired, or if any of the foregoing otherwise ceased doing business with us or
significantly decreased the amount of business it does with us, our business, prospects, financial condition and operating results would be
materially adversely affected.

The following chart provides certain information regarding our largest contracts (exclusive of GSA multiple award schedules) or individual task
orders (inclusive of task and delivery orders issued on GSA multiple award schedules) for fiscal years 2006 and 2005, in terms of revenues:

Percent of

Revenues in Expiration
Contract or Task Order Contracting Agency 2006 2005 Date
Command, Control, Communications, Computer, Intelligence, Information, U.S. Air Force Space Command 214 20.7 2013 *

Technology, Surveillance, and Reconnaissance (C4I2TSR) contract

* Includes option periods.

Although our contract with the Department of Homeland Security known as the Service Center Operations Team, or SCOT, contract represents
less than 10% of our revenues, it remains an important contract. The SCOT contract had a four-year term that, with the Federal Government s
exercise of the final option year, extended through June 2006. Since June 2006, the contract has been extended on an interim basis while the
contract is recompeted. If we fail to win the SCOT contract recompete, or any of our other significant contracts, our business would be
materially and adversely affected.

Our business could be adversely affected by changes in budgetary priorities of the Federal Government.

Because we derive a significant portion of our revenue from contracts with the Federal Government, we believe that the success and
development of our business will continue to depend on our successful participation in Federal Government contract programs. Changes in
Federal Government budgetary priorities could directly affect our financial performance. A significant decline in government expenditures, a
shift of expenditures away from programs that call for the types of services that we provide, or a change in Federal Government contracting
policies could cause Federal Governmental agencies to reduce their expenditures under contracts, to exercise their right to terminate contracts at
any time without penalty, not to exercise options to extend contracts, or to delay or not enter into new contracts. Any of those actions could
seriously harm our business, prospects, financial condition or operating results. Moreover, although our contracts with governmental agencies
often contemplate that our services will be performed over a period of several years, Congress usually must approve funds for a given program
each government fiscal year and may significantly reduce or eliminate funding for a program. Significant reductions in these
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appropriations by Congress could have a material adverse effect on our business. Additional factors that could have a serious adverse effect on
our Federal Government contracting business include:

e changes in Federal Government programs or requirements;

e budgetary priorities limiting or delaying Federal Government spending generally, or by specific departments or
agencies in particular, and changes in fiscal policies or available funding, including potential governmental
shutdowns;

e reduction in the Federal Government s use of technology solutions fir