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DLH HOLDINGS CORP. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF INCOME

(Amounts in thousands except per share amounts)

 

(unaudited)  (unaudited)

Three Months Ended  Six Months Ended

 
March 31,  March 31,

 
2015 2014  2015  2014

Revenue $ 15,893 $ 14,745  $ 31,575  $ 29,222
Direct expenses 13,163 12,546  26,312  24,911
Gross margin 2,730 2,199  5,263  4,311
General and administrative expenses 2,197 1,947  4,448  3,967
Depreciation and amortization 18 27  41  53

Income from operations 515 225  774  291
Other income (expense), net  (651)  (28)  (687)  39

Income (loss) before income taxes (136) 197  87  330
Income tax expense (benefit) (54) —  35  —

Net income (loss) $ (82) $ 197  $ 52  $ 330

    
         
Net income (loss) per share, basic and diluted $ (0.01) $ 0.02  $ 0.01  $ 0.03
Weighted average common shares outstanding         

Basic 9,588 9,603  9,595  9,548
Diluted 9,588 9,786  10,007  9,651

 
The accompanying notes are an integral part of these consolidated financial statements.
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DLH HOLDINGS CORP. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

(Amounts in thousands except par value of shares)
 

(unaudited)
March 31, 

2015
September 30, 

2014

ASSETS
  

Current assets:
  

Cash and cash equivalents $ 4,222 $ 3,908
Accounts receivable, net 3,231 12,372
Deferred taxes, net  84  84
Other current assets 489 510

Total current assets 8,026 16,874
Equipment and improvements, net 120  63
Deferred taxes, net  4,478  4,513
Goodwill 8,595 8,595
Other long-term assets 17 27

Total assets $ 21,236 $ 30,072

LIABILITIES AND SHAREHOLDERS’ EQUITY     
Current liabilities:     

Accrued payroll  $ 2,824  $ 11,465
Accounts payable, accrued expenses, and other current liabilities  4,332  4,746

Total current liabilities  7,156  16,211
Other long term liabilities  11  15
Total liabilities  7,167  16,226
Commitments and contingencies   
Shareholders' equity:   

Preferred stock, $.10 par value; authorized 5,000 shares, none issued and outstanding  —  —
Common stock, $.001 par value; authorized 40,000 shares; issued 9,554 at March 31, 2015 and 9,568
at September 30, 2014; outstanding 9,554 at March 31, 2015 and 9,566 at September 30, 2014  10  10
Additional paid-in capital  76,251  76,083
Accumulated deficit  (62,192)  (62,244)
Treasury stock, 0 shares at cost at March 31, 2015 and 3 shares at cost at September 30, 2014  —  (3)

Total shareholders’ equity  14,069  13,846

Total liabilities and shareholders' equity  $ 21,236  $ 30,072
 

The accompanying notes are an integral part of these consolidated financial statements.
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DLH HOLDINGS CORP. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

(Amounts in thousands)
 

  (unaudited)

  Six Months Ended

 

 March 31,

 

 2015  2014

Operating activities  
 

 
 

Net income  $ 52  $ 330
Adjustments to reconcile net income to net cash provided by operating activities:  

 

 
 

Depreciation and amortization including financing costs  41  63
Change in fair value of derivative financial instruments  —  (99)
Stock based compensation expense  346  295
Deferred taxes, net  35  —
Settlement of retroactive payment claim, net  629  —

Changes in operating assets and liabilities  
 

 
 

Accounts receivable  (165)  (545)
Other current assets  21  (73)
Other assets  —  1,030
Accounts payable, accrued payroll, accrued expenses and other current liabilities  (378)  (740)
Other long term assets/(liabilities)  6  (3)

Net cash provided by operating activities  587  258
     
Investing activities  

 

 
 

Purchase of equipment and improvements  (98)  (13)
Net cash used in investing activities  (98)  (13)

     
Financing activities  

 

 
 

Net payments on bank loan payable  —  (375)
Proceeds from stock purchase  —  52
Repayments of capital lease obligations  —  (22)
Net repayment on convertible debentures  —  (140)
Repurchased shares of common stock held as treasury stock  —  (21)
Repurchased shares of common stock subsequently canceled  (175)  —

Net cash used in financing activities  (175)  (506)
     

Net increase/(decrease) in cash and cash equivalents  314  (261)
Cash and cash equivalents at beginning of period  3,908  3,408

Cash and cash equivalents at end of period  $ 4,222  $ 3,147

     

Supplemental disclosures of cash flow information  
 

 
 

Cash paid during the period for interest  $ 19  $ 106

Cash paid during the period for income taxes  $ —  $ —
 

Supplemental disclosure for settlement of retroactive payment claim, net (See Note 5)     
Reduction of accounts receivable related to retroactive payment claim  $ (9,306)  $ —
Reduction of accrued payroll related to retroactive wage and benefit payments     8,677  —

The accompanying notes are an integral part of these consolidated financial statements.
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DLH HOLDINGS CORP. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

MARCH 31, 2015 (Unaudited)
 

1. Basis of Presentation 

The accompanying unaudited consolidated financial statements include the accounts of DLH and its subsidiaries, all of which are wholly owned. All
significant intercompany balances and transactions have been eliminated in consolidation. The accompanying financial statements have been prepared in
accordance with generally accepted accounting principles for interim financial information and with the instructions to Form 10-Q and Article 10 of
Regulation S-X. Accordingly, these statements do not include all of the information and footnotes required by generally accepted accounting principles
("GAAP") for complete financial statements. In the opinion of management, all adjustments (consisting of normal recurring accruals) considered necessary
for a fair presentation have been included. Operating results for the quarter ended March 31, 2015 are not necessarily indicative of the results that may be
expected for the year ending September 30, 2015. For further information, refer to the consolidated financial statements and footnotes thereto included in the
Company's Annual report on Form 10-K for the year ended September 30, 2014 filed on December 10, 2014.

2. Business Overview

For more than 25 years, DLH Holdings Corp. ("DLH"), has provided professional services to the U.S. Government. Headquartered in Atlanta, Georgia, DLH
employs over 1,200 skilled technicians, logisticians, engineers, healthcare and support personnel at more than 25 locations around the United States. DLH’s
operating subsidiary, DLH Solutions, Inc., is organized into two broad integrated revenue streams: Healthcare Delivery Solutions and Logistics & Technical
Services. Our customers, a majority of whom are within the Departments of Defense ("DoD") and Veterans Affairs ("DVA"), benefit from proven business
process management processes, technical excellence and differentiation, and cost management. The remaining portion of DLH's business is comprised of
customers within the Center for Disease Control and Prevention, Departments of Justice, Agriculture, Interior and Federal Emergency Management Agency,
at locations throughout the United States.

DLH Holdings Corp. (together with its subsidiaries, "DLH" or the "Company" and also referred to as "we," "us" and "our") manages its operations from its
principal executive offices at 1776 Peachtree Street, Atlanta, Georgia 30309.

Presently, the Company derives all of its revenue from agencies of the Federal government. A major customer is defined as a customer from whom the
Company derives at least 10% of its revenues. In each of the fiscal quarters ended March 31, 2015 and 2014, revenue from the U.S. Government accounted,
either directly or indirectly, for 100% of the Company’s total revenue. Within the U.S. Government, our largest customer continues to be the Department of
Veterans Affairs (DVA), at 96% and 97% of revenue for the six months ended March 31, 2015 and 2014, respectively. In addition, substantially all accounts
receivable, including unbilled accounts receivable, are from agencies of the U.S. Government as of March 31, 2015 and 2014. We believe that the credit risk
associated with our receivables is limited due to the creditworthiness of these customers. See Note 5, Supporting Financial Information-Accounts Receivable.

DLH remains dependent upon the continuation of its relationship with the DVA. As of March 31, 2015, awards from the DVA have anticipated periods of
performance ranging from approximately two to up to four years. These agreements are subject to the Federal Acquisition Regulations. While there can be no
assurance as to the actual amount of services that the Company will ultimately provide to the DVA under its current contracts, we believe that our strong
working relationship and our effective service delivery support ongoing performance for the contract term. The Company's results of operations, cash flows
and financial condition would be materially adversely affected in the event that we were unable to continue our relationship with the DVA.

3. New Accounting Pronouncements

In May 2014, the Financial Accounting Standards Board ("FASB") issued guidance outlining a single comprehensive model for entities to use in accounting
for revenue arising from contracts with customers that supersedes most current revenue recognition guidance. This guidance requires an entity to recognize
revenue when it transfers promised goods or services to customers in an amount that reflects the consideration to which the entity expects to be entitled in
exchange for those goods or services. Additionally, this guidance expands related disclosure requirements. The effective date of these revisions is for
reporting periods beginning after December 15, 2016, with early application not permitted. The Company is evaluating the impact of this guidance.

6



In June 2014, the FASB issued guidance related to accounting for share-based payments for certain performance stock awards. The effective date of this
guidance is for annual periods and interim periods within those periods beginning after December 15, 2015, with early adoption permitted. The Company is
evaluating the impact of this guidance.

In August 2014, the Financial Accounting Standards Board (FASB) issued guidance regarding management's going concern evaluations. The guidance
requires management to evaluate, at each interim and annual reporting period, whether there are conditions or events that raise substantial doubt about the
entity’s ability to continue as a going concern within one year after the date the financial statements are issued, and provide related disclosures. The guidance
is effective for all entities for annual periods ending after December 15, 2016, and for annual and interim periods thereafter, and early adoption is permitted.
We do not believe the standard will have a material impact on our financial statement disclosures.

4. Reclassifications

Certain reclassifications may be made to the prior period financial statements to conform to the current period presentation. Such reclassifications have no
effect on previously reported results of operations or accumulated deficit.

5. Supporting Financial Information

Accounts Receivable

      (in thousands)  
     March 31,  September 30,

   Ref   2015    2014  
Billed receivables      $ 2,695    $ 2,569  
            

Unbilled receivables-retroactive payment claim   (a)   —    9,306  
Unbilled receivables-other      536    497  
Total unbilled receivables      536    9,803  
            

Total accounts receivable      3,231    12,372  
Less: Allowance for doubtful accounts   (b)   —    —  

Accounts receivable, net      $ 3,231    $ 12,372  

Ref (a): As previously reported, during the fiscal year ended September 30, 2008, DLH Holdings Corp. (the “Company”) accrued salaries and benefits
of $10.1 million related to the estimated resolution of retroactive payment cases asserted by the Department of Labor (“DOL”). During the same
period, the Company recognized revenues of $10.8 million related to expected recovery of these costs, plus estimated indirect costs, under contractual
arrangements with the Department of Veterans Affairs (“DVA”). At September 30, 2014, the amount of the remaining accounts receivable with the
DVA approximated $9.3 million and accrued liabilities for salaries to employees and related benefits totaled $8.7 million. The $9.3 million in
accounts receivable was unbilled to the DVA at September 30, 2014.

In September 2014, we submitted a claim to the DVA seeking a final determination and resolution of this matter. During the current quarter, we were
advised that the DOL would not take further action with respect to the retroactive payment cases and that it would not object to the DVA’s resolution
of this matter with the Company. As a result, we will not have any obligation for the payment of these accrued salaries and benefits. Because no
retroactive wage payments will be required, we will not have any contractual recovery of costs from the DVA. Accordingly, in order to resolve this
matter, on March 30, 2015, we entered into a mutual release of claims with the DVA, pursuant to which both parties agreed to fully release each other
from any and all claims arising pursuant to this matter.

As a result of the closure of this issue, as a part of our reporting for the quarter ended March 31, 2015, we have removed the accruals of estimated
revenue and expense which were recorded in the year ended September 30, 2008. Further, we are reporting a reduction of $9.3 million in accounts
receivable, a reduction of $8.7 million in accrued liabilities for salaries to employees and related benefits, and a net charge to our earnings of
approximately $629 thousand the fiscal quarter ended March 31, 2015 relating to the resolution of this matter. The net expense related to this issue is
non-cash and not related to income from current operations.

Ref (b): Accounts receivable are non-interest bearing, unsecured and carried at fair value, which is net of an allowance for doubtful accounts. We
evaluate our receivables on a quarterly basis and determine whether an allowance is
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appropriate based on specific collection issues. Our allowance for doubtful accounts was zero at both March 31, 2015 and September 30, 2014.

Other Current Assets

      (in thousands)  
     March 31,  September 30,

   Ref   2015    2014  
Workers’ compensation receivable   (a)   $ 39    $ 199  
Prepaid insurance expense      42    176  
Prepaid benefits      278    —  
Other prepaid expenses      130    135  

Other current assets      $ 489    $ 510  

Ref (a): As part of the Company’s discontinued PEO operations, DLH had a workers’ compensation program with Zurich American Insurance
Company (“Zurich”) which covered the period from March 22, 2002 through November 16, 2003, inclusive. DLH estimates that the remaining
workers compensation receivable of approximately $39 thousand will be received within the next twelve months.

Equipment and improvements, net

      (in thousands)  
     March 31,  September 30,

   Ref   2015    2014  
Furniture and equipment      $ 139    $ 139  
Computer equipment      220    126  
Computer software      434    430  
Leasehold improvements      24    24  
Total fixed assets      817    719  
Less accumulated depreciation and amortization    (697)    (656)  

Equipment and improvements, net   (a)   $ 120    $ 63  

Ref (a): Equipment and improvements are stated at cost. Depreciation and amortization are provided using the straight-line method over the
estimated useful asset lives (3 to 5) and the shorter of the initial lease term or estimated useful life for leasehold improvements. Maintenance and
repair costs are expensed as incurred.

Accrued Payroll

      (in thousands)  
     March 31,  September 30,

   Ref   2015    2014  
Accrued payroll related to billed receivables      $ 2,469    $ 2,440  
            

Accrued payroll related to retroactive payment claim   (a)   —    8,677  
Accrued payroll related to unbilled accounts receivable      355    348  
Total accrued payroll related to unbilled accounts receivable     355    9,025  
            

Total accrued payroll      $ 2,824    $ 11,465  

Ref (a): Related to retroactive payment claim described above in “Accounts Receivable”.

Accounts Payable, Accrued Expenses, and Other Current Liabilities
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      (in thousands)  
     March 31,  September 30,

 Ref   2015    2014  
Accounts payable      $ 107    $ 779  
Accrued benefits      863    720  
Accrued bonus and incentive compensation     353    693  
Accrued workers compensation insurance      1,233    767  
Other accrued expenses      298    339  
Payroll tax accrual   (a)   1,478    1,448  
Accounts payable, accrued expenses, and
other current liabilities      $ 4,332    $ 4,746  

Ref (a): From 2006 through 2009, DLH received notices from the Internal Revenue Service (“IRS”) claiming taxes, interest and penalties due related
to payroll taxes. These notices are predominantly related to the former PEO operations which were sold in fiscal 2003. The liability includes
estimated accrued penalties and interest totaling approximately $659 thousand.

Other Income (Expense)

   (in thousands)  (in thousands)

   Three Months Ended  Six Months Ended

 

  March 31,  March 31,

 
Ref  2015  2014  2015  2014

Interest expense, net   $ (25)  $ (29)  $ (49)  $ (51)
Amortization of deferred financing costs   —  —  —  (10)
Change in value of financial instruments (a)  —  —  —  99
Miscellaneous other income (expense), net (b)  (626)  1  (638)  1

Other income (expense), net   (651)  (28)  (687)  39

Ref (a): Represents the adjustment to fair value of embedded conversion feature and warrants related to the Company's convertible debentures. Such
instruments did not meet the requirements for qualified hedge accounting under GAAP. See Note 12 regarding maturity and closure of the
convertible debentures.

Ref (b): Current fiscal year activity reflects $629 thousand charge related to retroactive payment claim described above in “Accounts Receivable.”
  
6. Liquidity 

At March 31, 2015, the Company had cash and cash equivalents of approximately $4.2 million, net working capital of approximately $0.9 million, and an
accumulated deficit of approximately $(62) million. For the six months ended March 31, 2015, the Company realized operating income of approximately
$774 thousand and net income of approximately $52 thousand, as compared to operating income and net income of $291 thousand and $330 thousand
respectively for the six months ended March 31, 2014.
 
The Company has a credit facility with a lending institution which provides a maximum amount of $6 million. The current term of the credit facility expires
on July 29, 2015 and thereafter shall automatically renew on each anniversary date thereof for subsequent twelve month terms unless terminated by either
party. Presently, the maximum availability under this loan facility is $3 million, subject to eligible accounts receivable.  The interest rate on both the Accounts
Receivable and Unbilled Accounts portion of the loan was 4.0% at March 31, 2015, and September 30, 2014.  At March 31, 2015, our unused loan
availability was approximately $2.6 million, comprised of a $1.4 million letter of credit reserve and $1.2 million of unused loan capacity. DLH required no
borrowing on the credit facility during second quarter ended March 31, 2015.

Management believes, at present, that: (a) cash and cash equivalents of approximately $4.2 million as of March 31, 2015; (b) the amount available under its
line of credit (which is limited to the amount of eligible assets); and (c) planned operating cash flow should be sufficient to support the Company's operations
for twelve months from the date of these financial statements.
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7. Significant Accounting Policies

Use of Estimates
 
The preparation of financial statements in conformity with accounting principles generally accepted in the United States requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial
statements and the reported amounts of revenues and expenses during the reporting period. Significant estimates include valuation of goodwill, expected
settlement amounts of accounts receivable, valuation allowances established against accounts receivable and deferred tax assets, and measurement of loss
development on workers’ compensation claims. Actual results could differ from those estimates. In particular, a material reduction in the fair value of
goodwill would have a material adverse effect on the Company’s financial position and results of operations.

Revenue Recognition
 
DLH’s revenue is derived from professional and other specialized service offerings to US Government agencies through a variety of contracts, some of which
are fixed-price in nature and/or sourced through Federal Supply Schedules administered by the General Services Administration (“GSA”) at fixed unit rates or
hourly arrangements. We generally operate as a prime contractor, but have also entered into contracts as a subcontractor. The recognition of revenue from
fixed rates is based upon objective criteria that generally do not require significant estimates that may change over time. DLH recognizes and records revenue
on government contracts when it is realized, or realizable, and earned. DLH considers these requirements met when: (a) persuasive evidence of an
arrangement exists; (b) the services have been delivered to the customer; (c) the sales price is fixed or determinable and free of contingencies or significant
uncertainties; and (d) collectibility is reasonably assured.

Goodwill
 
DLH continues to review its goodwill for possible impairment or loss of value at least annually or more frequently upon the occurrence of an event or when
circumstances indicate that a reporting unit’s carrying amount is greater than its fair value. At September 30, 2014, we performed a goodwill impairment
evaluation. We performed both a qualitative and quantitative assessment of factors to determine whether it was necessary to perform the goodwill impairment
test. Based on the results of the work performed, the Company has concluded that no impairment loss was warranted at September 30, 2014. Factors
including non-renewal of a major contract or other substantial changes in business conditions could have a material adverse effect on the valuation of
goodwill in future periods and the resulting charge could be material to future periods’ results of operations. For the six months ended March 31, 2015, the
Company determined that no change in business conditions occurred which would have a material adverse effect on the valuation of goodwill.  If an
impairment write off of all the goodwill became necessary in future periods, a charge of up to $8.6 million would be expensed in the Consolidated Statement
of Income. All remaining goodwill is attributable to the DLH Solutions operating subsidiary.

Income Taxes

DLH accounts for income taxes in accordance with the liability method, whereby deferred tax assets and liabilities are determined based on the difference
between the financial statement and tax bases of assets and liabilities, using enacted tax rates in effect for the year in which the differences are expected to
reverse. Deferred tax assets are reflected on the consolidated balance sheet when it is determined that it is more likely than not that the asset will be realized.
This guidance also requires that deferred tax assets be reduced by a valuation allowance if it is more likely than not that some or all of the deferred tax asset
will not be realized. We account for uncertain tax positions by recognizing the financial statement effects of a tax position only when, based upon the
technical merits, it is "more-likely-than-not" that the position will be sustained upon examination. We had no uncertain tax positions at either March 31, 2015
and 2014. We report interest and penalties as a component of income tax expense. In the fiscal quarters ending March 31, 2015 and 2014, we recognized no
interest and no penalties related to income taxes.

The Company has adequate net operating loss carryforwards to offset against any taxable income in the current period. The Company has deferred tax assets
before valuation allowance of $15.7 million and $15.7 million as of March 31, 2015 and September 30, 2014, respectively. We have recorded a valuation
allowance of $11.1 million as of March 31, 2015 and $11.1 million on September 30, 2014. Tax years open for examination are 2011 and forward.

Cash and Cash Equivalents
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We consider all highly liquid investments with an original maturity of three months or less when purchased to be cash equivalents. We maintain cash balances
at financial institutions that are insured by the Federal Deposit Insurance Corporation (“FDIC”) up to $250,000.  Deposits held with financial institutions may
exceed the $250,000 limit.

8. Stock-based compensation, equity grants, and warrants

Stock-based compensation expense
 
All grants of equity are presently made under the 2006 Long Term Incentive Plan. As of March 31, 2015, 0.9 million shares remained available for grant
under the Plan. Options issued under the Plan are designated as either an incentive stock or a non-statutory stock option. No option may be granted with a
term of more than 10 years from the date of grant. Exercisability of option awards may depend on achievement of certain performance measures determined
by the Compensation Committee of our Board. Shares issued upon option exercise are newly issued shares.

Stock-based compensation expense, shown in the table below, is recorded in general and administrative expenses included in our statement of income:

   (in thousands)  (in thousands)

   Three Months Ended  Six Months Ended

 
Ref  March 31,  March 31,

 

  2015  2014  2015  2014

DLH employees  $ 72  $ 78  $ 169  $ 186
Non-employee directors (a)  —  —  177  109

Total compensation expense   $ 72  $ 78  $ 346  $ 295

Ref (a): Equity grants of restricted stock, in accordance with DLH compensation policy for non-employee directors. The shares vested immediately
and stock expense was recognized accordingly.  

Unrecognized stock-based compensation expense

   (in thousands)

   Six Months Ended

 

  March 31,

 
Ref  2015  2014

Unrecognized expense for DLH employees (a)  $ 177  $ 273
Unrecognized expense for non-employee directors (b)  125  150

Total unrecognized expense   $ 302  $ 423

Ref (a): Compensation expense for the portion of equity awards for which the requisite service has not been rendered is recognized as the requisite
service is rendered. The compensation expense for that portion of awards has been based on the grant-date fair value of those awards as calculated
for recognition purposes under applicable guidance.

Ref (b): Unrecognized stock expense related to prior years equity grants of restricted stock to non-employee directors, based on performance criteria,
in accordance with DLH compensation policy for non-employee directors. The shares will vest and expense will be recorded upon future satisfaction
of specified performance.
  

Stock option activity for the six months ended March 31, 2015

The aggregate intrinsic value in the table below represents the total pretax intrinsic value (i.e., the difference between the Company’s closing stock price on
the last trading day of the period and the exercise price, times the number of shares) that would have been received by the option holders had all option
holders exercised their in the money options on those dates. This amount will change based on the fair market value of the Company’s stock.
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       (in years)   
       Weighted   
     Weighted  Average  (in thousands)

   (in thousands)  Average  Remaining  Aggregate

   Number of  Exercise  Contractual  Intrinsic

 Ref  Shares  Price  Term  Value

Options outstanding, September 30, 2014   2,380  $1.40  7.81  $ 1,589
Granted  —  —  

 

 
 

Canceled (a)  (44)  $1.40  
 

 
 

Options outstanding, March 31, 2015   2,336  $1.40  7.29  $ 1,587

Ref (a): Shares canceled upon termination of employment or expiration of period to complete performance conditions.
  

Stock options shares outstanding, vested and unvested for the period ended

   (in thousands)

   Number of Shares

 

  March 31,

 Ref  2015  2014

Vested and exercisable   968  463
Unvested (a)  1,368  1,692

Options outstanding   2,336  2,155

Ref (a): Certain awards vest upon satisfaction of certain performance criteria.

9. Fair Value of Financial Instruments
 
The Company has financial instruments, including accounts receivable, accounts payable, loan payable, notes payable, and accrued expense. Due to the short
term nature of these instruments, DLH estimates that the fair value of all financial instruments at March 31, 2015 and September 30, 2014 does not differ
materially from the aggregate carrying values of these financial instruments recorded in the accompanying consolidated balance sheets. 

10. Earnings (Loss) Per Share
 
Basic earnings per share is calculated by dividing income (loss) available to common shareholders by the weighted average number of common shares
outstanding and restricted stock grants that vested or are likely to vest during the period. Diluted earnings per share is calculated by dividing income (loss)
available to common shareholders by the weighted average number of basic common shares outstanding, adjusted to reflect potentially dilutive securities.
Diluted earnings per share is calculated using the treasury stock method.
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  (in thousands)

  Three Months Ended  Six Months Ended

  March 31,  March 31,

  2015  2014  2015  2014

Numerator:         
Net income (loss)  $ (82)  $ 197  $ 52  $ 330

Denominator:         
Denominator for basic net income (loss) per share - weighted-
average outstanding shares  9,588  9,603  9,595  9,548

Effect of dilutive securities:         
Stock options and restricted stock  —  183  412  103
Denominator for diluted net income (loss) per share - weighted-
average outstanding shares  9,588  9,786  10,007  9,651

         

Net income (loss) per share - basic  $ (0.01)  $ 0.02  $ 0.01  $ 0.03

Net income (loss) per share - diluted  $ (0.01)  $ 0.02  $ 0.01  $ 0.03

11. Commitments and Contingencies
 
Contractual Obligations

 

 
 

 Payments Due By Period

Obligations  
 

 Less than  1-3

(Amounts in thousands)  Total  1 Year  Years

Loan Payable (1)  $ —  $ —  $ —
Operating Leases  216  100  116

Total Obligations  $ 216  $ 100  $ 116
 
(1)     Represents the amounts recorded in respect of the loan payable due to Presidential Financial Corporation in accordance with the loan agreement. As of
March 31, 2015 there were no outstanding amounts.

Workers Compensation

We accrue workers compensation expense based on claims submitted, applying actuarial loss development factors to estimate the costs incurred but not yet
recorded. Our accrued liability for claims development for the periods ended March 31, 2015 and September 30, 2014 was $1.2 million and $0.8 million,
respectively.

Legal Proceedings
 
As a commercial enterprise and employer, the Company is subject to various claims and legal actions in the ordinary course of business. These matters can
include professional liability, employment-relations issues, workers’ compensation, tax, payroll and employee-related matters, other commercial disputes
arising in the course of its business, and inquiries and investigations by governmental agencies regarding our employment practices or other matters. The
Company is not aware of any pending or threatened litigation that it believes is reasonably likely to have a material adverse effect on its results of operations,
financial position or cash flows.

12.   Equity and Convertible Debentures Financing
 
Repurchases of Securities

On September 18, 2013, the Company announced that our Board of Directors authorized a stock repurchase program (the Program) under which we could
repurchase up to $350 thousand of shares of our common stock through open market transactions in compliance with Securities and Exchange Commission
Rule 10b-18, privately negotiated transactions, or other means. This repurchase program does not have an expiration date.
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During fiscal second quarter ended March 31, 2015, the Company repurchased a total of 76,600 shares of its common stock pursuant to a trading plan entered
into by the Company in September 2013. As of March 31, 2015 there is a total of $85 thousand remaining for repurchases under the program.

The following table provides certain information with respect to the status of our publicly announced stock repurchase program as of second quarter ended
March 31, 2015:

Period  
Total Number

of Shares
Purchased  

Average Price
Paid Per Share  

Total Number of
Shares Purchased As

Part of Publicly
Announced Programs  

($ in thousands) Value of
Shares that May Yet Be

Purchased Under the Plan
or Program

First quarter total  1,353  $ 1.98   1,353    $ 256  

January 2015  1,600  $ 2.01   1,600    $ 253  
February 2015  75,000  $ 2.25   75,000    $ 85  
March 2015  —  $ —   —    $ 85  

Second quarter total  76,600  $ 2.25   76,600    $ 85  

Convertible Debentures Financing

As has been previously disclosed, certain entities affiliated with Wynnefield Capital, Inc., the Company’s largest stockholder, owned convertible debentures in
an aggregate principal amount of $350,000 and warrants to purchase an aggregate of 53,846 shares of common stock. These instruments were issued pursuant
to a debenture purchase agreement in June 2011. The warrants were exercisable at a price of $0.96 until June 2016 and the conversion rate of the convertible
debentures was $1.25.

Upon maturity on October 28, 2013, the principal amount of $210,000 of convertible debentures was converted into 168,000 shares of common stock and the
principal amount of $140,000 on the remaining debenture was repaid in full. In addition, in October 2013, the holders of the Warrants exercised such
Warrants in full for 53,846 shares of common stock. A gain of $119 thousand was recognized, which represented the change in the fair value of the derivative
immediately prior to conversion. Additionally, expense of $20 thousand was recorded in the three months ended December 31, 2013, related to fair valuation
of the warrants. The accrued liability of $61 thousand with respect to the fair value of the warrants was reflected as additional paid in capital upon their
exercise. The shares of the Company’s common stock issued upon conversion of the debentures were issued in reliance on the exemption from registration
provided by Section 3(a)(9) of the Securities Act of 1933, as amended. The shares of the Company’s common stock issued upon exercise of the warrants were
issued in reliance on the exemption from registration provided by Section 4(a)(2) of the Securities Act of 1933, as amended.

13. Subsequent Events:

On April 6, 2015, the National Labor Relations Board affirmed the October 2014 election process in which employees at our Chicago location adopted union
representation for non-management employees.    The certification of the union and collective bargaining have not yet occurred but are expected to occur
shortly.  Management does not expect this event to materially impact results of operations in the future.

On April 27, 2015, the Company entered into a lease agreement (the “Lease”) with Piedmont Center, 1-4 LLC (the “Landlord”) for the premises known as
Suite 700 at Three Piedmont Center, 3565 Piedmont Road, N.E. Atlanta, Georgia 30305. The rentable floor area of the demised premises is 12,275 square
feet. The Lease expires 8.7 years following the “Rental Commencement Date”. The Rental Commencement Date will occur when the Landlord has
substantially completed the build-out of the demised premises, including any tenant improvements. The Company currently expects the Rent Commencement
Date to occur, and occupation of the demised premises to begin, during August 2015.

The Company will pay monthly base rental payments for the demised premises in the amount of $251,637.50 per annum (or $20,969.79 per month) during
the first year of the lease. The base rent due under the Lease shall increase yearly based on an agreed-upon annual rate of increase and in the final year of the
Lease, the monthly base rental payment will be $306,629.50 per annum (or $25,552.46 per month).
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Provided that the Company complies with its obligations under the Lease, the Landlord will excuse a total $265,209.99 in rent due during the initial two (2)
years of the Lease term. The monthly rent payments under the Lease include estimated operating expenses and real estate taxes, as such terms are defined in
the Lease. However, the Company will make an additional payment each year if actual operating expenses exceed the Landlord’s estimate.

The Company has a right, at its option and subject to the terms of the Lease, to extend the term of the Lease for one (1) five year period at a market rate. In
addition, the Landlord has agreed to provide the Company with a right of first refusal to lease additional space if the Landlord desires to lease a portion of
certain adjacent premises.

On April 29, 2015, the Company entered into an extension agreement (the “Extension”) with Zachary C. Parker, its Chief Executive Officer and President,
which provides for a 1 year extension of the term of his current employment agreement. Pursuant to the Extension, the Company and Mr. Parker agreed to
extend the term of his current employment agreement from September 30, 2015 to the new expiration date of September 30, 2016. Pursuant to the Extension,
and as contemplated by the Company’s current employment agreement with Mr. Parker, the Company agreed to pay a $50,000 cash bonus to Mr. Parker.
Other than as modified by the Extension, the provisions of Mr. Parker’s current employment agreement remain in full force and effect.

Management has evaluated subsequent events through the date that the Company's financial statements were issued. Based on this evaluation, the Company
has determined that no other subsequent events have occurred which require disclosure through the date that these financial statements were issued.

ITEM 2:  MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS
 
Forward Looking and Cautionary Statements
 
You should read the following discussion in conjunction with the Consolidated Financial Statements and the notes to those statements included elsewhere in
this Quarterly Report on Form 10-Q, as well as our Annual Report on Form 10-K for the year ended September 30, 2014. This Quarterly Report on Form 10-
Q contains certain statements that are forward-looking within the meaning of the Private Securities Litigation Reform Act of 1995. Certain statements
contained in this Management’s Discussion and Analysis are forward-looking statements that involve risks and uncertainties. In addition, any statements that
refer to expectations, projections or other characterizations of future events or circumstances are forward-looking statements. The forward-looking statements
are not historical facts, but rather are based on current expectations, estimates, assumptions and projections about our industry and business. Our actual results
could differ materially from the results contemplated by these forward-looking statements due to a number of factors, including those discussed in other
sections of this Quarterly Report on Form 10-Q and in our 2014 Annual Report on Form 10-K.
 
Forward Looking Strategic Overview

DLH’s strategic plan is to expand our proven health services and solutions within the growing Federal health field. Primary growth markets include mission-
critical DoD and VA services, such as:
 

• telehealth services;
• medication therapy management;
• health IT solutions;
• process management;
• clinical systems support; and
• healthcare delivery.

Our business expansion capture initiatives include:

• DLH differentiators: Leverage our differentiation tools and technology to deliver high-value performance in partnership with and in support of
customers, teams, and end-users including:

• DLH ePRAT™ – a web-based, open-architecture, secure system to manage expert delivery and resourcing of the “continuum of care
requirements” for combatants, veterans, and retirees. Designed to meet HIPAA, CCAC, CARF, FISMA, NIST requirements
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• DLH SPOT-m™ – a unique approach to integration of people, processes, and technology tools to measure, manage and optimize our
performance at project or enterprise levels.

• New contract vehicles: Expand our indefinite delivery/indefinite quantity (IDIQ) contract vehicles with the Federal government to capture an
increased share of Federal health spending. For example, DLH submitted a team-based bid on the opportunity to participate in the next generation of
the Department of Veterans Affairs’ Transformation Twenty-One Total Technology Program (T4NG). The T4NG IDIQ contract is focused mainly on
management of the VA’s IT systems, health IT and telecoms. Multiple vendors are expected to share in the contract award, with a five-year base and
optional five-year add-on. Winning a place on this contract would enable our team to bid on specific task orders as they are released by the DVA
under the T4NG contract. The final award announcements are slated for December 2015, with period of performance expected to begin in July 2016.

• Organic growth: Continue expansion through organic growth as a prime contractor by delivering quality services and cost effective solutions to our
existing customers.

• organic growth contributed to an 11% compound annual growth rate (CAGR) over the past two years, from $49.2 million for fiscal year 2012 to
$60.5 million for fiscal 2014.

• organic revenue growth continued during the first six months of FY2015, increasing 8.1% over the same prior year six-month period.

• Business development team: Continue to enhance our industry knowledge and expertise by adding resources with deep health industry experience.
This point of focus includes nominations to our Board, our business development leadership team, and our strategic advisers.

• Transformative growth: A longer-term initiative to selectively review and position ourselves for potential joint ventures or a strategic acquisition.

Business Overview

DLH provides services and solutions within two broad US Government markets: healthcare and logistics. Our offerings are segregated into two revenue
streams: Healthcare Delivery Solutions and Logistics & Technical Services. Our services are provided to government agencies including the Department of
Veteran Affairs, the Department of Defense, and other government clients.

The approximate percentage of revenue derived from our services and solutions are shown in the following table:

  Six Months Ended  Six Months Ended

Revenue Stream  March 31, 2015  March 31, 2014

Healthcare Delivery System  52%  52%
Logistics & Technical Services  48%  48%

Healthcare Delivery Solutions

Healthcare Delivery Solutions provide a broad continuum of care for our nation's servicemen/women and veterans in various settings and facilities. These
include Combat Trauma Centers (CTCs), Military Treatment Facilities (MTFs), Medical Centers, Community-based Outpatient Clinics (CBOCs), and
Pharmacy Distribution Centers (including VA Consolidated Mail-order Outpatient Pharmacy). We leverage our network of over 400 active clinicians and
other healthcare workers throughout selected regions in the US, applying differentiating tools, databases and technology (including e-PRAT and SPOT-m) to
deliver these services. For over a decade, DLH Solutions has been serving the DVA and DoD in providing qualified medical and other professionals in a
variety of positions. As more and more federal and DoD programs increase their performance-based requirements, DLH Solutions' workforce profile of
medical talent and credentials will help it to compete and differentiate itself in the market place. Our healthcare and medical service new business pipeline
adds important credentials strategically linked to diversifying and profitably growing our Healthcare Delivery Solutions business base. Professional services
have included case management, health and injury assessment, critical care, medical/surgical, emergency room/trauma center, counseling, behavioral health
and traumatic brain injury management, medical systems analysis, and medical logistics. While the DVA is

16



its largest customer in this business unit, the Company has focused on leveraging that experience in adjacent healthcare markets within DoD and other federal
agencies.

Logistics & Technical Services 

Logistics & Technical Services draws heavily upon our proven logistics expertise and processes. DLH resources possess expertise covering a wide range of
logistics, readiness and project engineering. The experience of DLH Solutions' project personnel is diverse from operational unit level to systems and
program office experience. Our core competencies include supply chain management, performance-based logistics, distribution center and inventory
management, statistical process control, packaging/handling/storage & transportation, configuration management, readiness planning, and supply support
operations. In addition, we provide program and project management, systems engineering and applicable information technology services, integrated
logistics support (including operational systems), readiness assessments, training, equipment maintenance, hazardous material management, facilities and
shipyard support services and more. DLH Solutions also provides professional staff to the federal government specializing in logistics, office administration,
IT, and facilities/warehouse management. Contingency staff augmentation provides disaster and emergency response services and civilian workforce
augmentation services.

Through competitively awarded contracts and task orders (including its LOGWORLD contract) DLH Solutions has developed a strong portfolio of logistics
processes, personnel and tools to help its clients achieve nationally recognized awards for customer satisfaction. While the DVA is its largest customer in this
area, the Company has taken steps to expand in adjacent logistics markets within DoD and other federal agencies.

Forward Looking Business Trends
 
Our strategic business capture initiatives emphasize military and veterans requirements for telehealth services, medication therapy management, health IT
solutions, process management, clinical systems support, and healthcare delivery. We believe these business development priorities allow us to expand within
what we consider to be top national priority programs and budget areas. We will continue to target programs and agencies that we believe are likely to
maintain a large addressable long-term market, in line with the following business trends:

Federal health insurance spending: According to the U.S. Department of Health & Human Services (HHS.gov), Centers for Medicare & Medicaid Services
(CMS.gov), national health insurance spending is expected to reach $5.16 trillion and comprise 19.3% of Gross Domestic Product (GDP) by 2023. The
Federal health expenditure projections are expected to reach $1.65 trillion by 2023, growing at a 5.0% compound annual growth rate (CAGR) from an
estimated $0.9 trillion in 2014.

Telehealth trends: In April, 2015, REACH Health, Inc. released their "2015 U.S. Telemedicine Industry Benchmark Survey" conducted during late 2014 and
early 2015. Among the two hundred and thirty three healthcare executives, physicians, nurses and other professionals who participated in the survey, they
found that: "With a growing population of aging and unhealthy individuals, coupled with increasing shortages of specialist physicians, telemedicine is
evolving from a specialty offering to a mainstream service. Nearly 60 percent of survey participants noted telemedicine as their top priority or one of their
highest priorities for their healthcare organizations."

Prescription drugs spending: The IMS Institute November 2014 study “Global Outlook for Medicines Through 2018”, states that global spending on
medicines is forecast to reach nearly $1.3 trillion by 2018, an increase of about 30% over the 2013 level, driven by population growth, an aging population,
and improved access in emerging markets. Of developed markets, the study indicates that the U.S. will see the largest per capita spending increase from 2013
to 2018.

Department of Veterans Affairs health spending trends:

DLH continues to see stability and growth within our sector of the federal government market. In March, 2015, the President of the United States proposed a
2016 Federal budget that includes:

• $169 billion for the Department of Veterans Affairs
• $73.5 billion in discretionary funding, largely for healthcare
• increase of $5.2 billion, or 7.5% above 2015 enacted level

• $1.2 billion to expand telehealth services
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In December 2014 Congress approved and the President signed the "Budget of the United States Government, Fiscal Year 2015." Funding for the Department
of Veterans Affairs (DVA) includes:

• $65.3 billion in discretionary funding to provide needed care and other benefits to veterans and their families. In addition, the Budget includes $3.1
billion in estimated medical care collections, for a total budget authority of approximately $68.4 billion;

• an additional $400 million investment in high priority capital projects to address critical safety issues, improve services, and meet increased demand
for veterans’ services; and

• addressing the VA claims backlog and improving the Department’s efficiency by investing $138.7 million in the Veterans Claims Intake Program,
continuing to implement the paperless claims system, and undertaking additional efforts to provide faster and more accurate benefits claims
processing and improve veterans’ access to benefits information.

This follows the Veterans Access, Choice, and Accountability Act of 2014 that was passed by both houses of Congress, and signed into law by President
Obama on August 7, 2014. According to the Congressional Budget Office, the bill would result in net spending of roughly $10 billion from 2014 through
2024. Portions of the bill cover our addressable market of providing services to facilitate access to and quality of care for veterans.

DLH is encouraged by recent bipartisan and Pentagon support for our strategic addressable markets within the DoD and Department of Veterans Affairs. The
DVA fiscal year 2014 - 2020 Strategic Plan includes the goal to enhance and develop trusted partnerships with the DoD and the private sector, among others.
We believe that our operational efficiency and expertise is well aligned with the DVA strategic goals to manage and improve VA operations to deliver
seamless and integrated support.

While there have been bipartisan calls to increase defense spending in 2015 and beyond, it remains likely that government discretionary spending will be
constrained for several years to come. As with other companies operating in the federal government market, the possibility remains that one or more of our
targeted programs could be cut back or terminated as a result of:

• federal government budget deficits and the growing U.S. national debt increasing pressure on the U.S. government to reduce federal spending across
all federal agencies together with associated uncertainty about the size and timing of those reductions;

• cost cutting and efficiency initiatives, current and future budget reductions, continued implementation of Congressionally mandated automatic
spending cuts, and other efforts to reduce U.S. government spending, which could cause clients to reduce or delay funding for orders for services;

• shift to greater use of lowest priced technically acceptable contracting award approaches by governmental agencies resulting in greater pressure on
margins; and

• changes in the relative mix of overall U.S. government spending and areas of spending growth, with lower spending on homeland security,
intelligence and defense-related programs as overseas operations end, and continued increased spending on cyber-security, advanced analytics,
technology integration and healthcare.

Results for the three months ended March 31, 2015 and March 31, 2014
 
The following table summarizes, for the periods indicated, consolidated statements of income data expressed in dollars in thousands except for per share
amounts, and as a percentage of revenue:

18



 

 Three Months Ended

Consolidated Statement of Income:  March 31, 2015  March 31, 2014  Change

Revenue  $15,893  100.0 %  14,745  100.0 %  $ 1,148  — %
Direct expenses  13,163  82.8 %  12,546  85.1 %  617  (2.3)%

Gross margin  2,730  17.2 %  2,199  14.9 %  531  2.3 %
General and administrative expenses  2,197  13.8 %  1,947  13.2 %  249  0.6 %
Depreciation and amortization  18  0.1 %  27  0.2 %  (9)  (0.1)%

Income from operations  515  3.2 %  225  1.5 %  290  1.7 %
Other income (expense), net  (651)  (4.1)%  (28)  (0.2)%  (623)  (3.9)%

Income (loss) before income taxes  (136)  (0.9)%  197  1.3 %  (333)  (2.2)%
Income tax expense (benefit)  (54)  (0.3)%  —  — %  (54)  (0.3)%

Net income (loss)  $ (82)  (0.5)%  $ 197  1.3 %  $ (279)  (1.8)%

             

Net income (loss) per share - basic  $ (0.01)    $ 0.02    $ (0.03)   
Net income (loss) per share - diluted  $ (0.01)    $ 0.02    $ (0.03)   

Revenues
 
Fiscal year 2015 second quarter revenue was $15.9 million, an increase of $1.1 million or 7.8% over prior year first quarter. The increase in revenue is due
primarily to contracts awarded in 2014 and expansion on existing contracts.
 
Direct Expenses
 
Direct expenses are generally comprised of direct labor (including benefits), taxes and insurance, workers compensation expense, and other direct costs.
Fiscal year 2015 second quarter direct expenses increased $0.6 million, or 4.9% over prior year second quarter on higher revenue. As a percentage of revenue,
direct expenses decreased (2.3)% due to improved contract performance.
  
Gross Margin
 
Fiscal year 2015 second quarter gross margin increased by $0.5 million, or 24.1%, over prior year. As a percentage of revenue, our gross margin rate of
17.2% improved 2.3% over prior year second quarter. Favorable margin results are due principally to improved contract performance and higher margins on
new business.
  
General and Administrative Expenses
 
General and administrative (“G&A”) expenses primarily relate to functions such as operations overhead, corporate management, legal, finance, accounting,
contracts administration, human resources, management information systems, and business development. Fiscal year 2015 second quarter G&A expenses
increased $0.2 million over prior year second quarter, due principally to planned expenses related to managing and growing our contract base. As a percent of
revenue, G&A expenses increased by 0.6% over prior year second quarter, and were within planned levels required to manage and continue to grow our
contract base.

Depreciation and Amortization
 
As a professional services organization, DLH has not required significant expenditures on capital equipment and other fixed assets.

Income from Operations
 
Fiscal year 2015 second quarter income from operations of approximately $0.5 million increased approximately $0.3 million over the prior year period due to
improved gross margin of $0.5 million offset by $0.2 million expenses as described above.
 
Other Income (Expense)
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Fiscal year 2015 second quarter other expense of approximately $(0.7) million was principally due to the settlement of the retroactive payment claim and
represents a variance of approximately $(0.6) million over the prior year period. For further information see "Retroactive Payment Claim" below.

Income Tax Expense (Benefit)

The Company recognized tax benefit in the current period at its projected annual effective tax rate. The tax benefit related to the current loss is expected to be
offset by taxes payable on operating income within the annual operating period.

Net Income (Loss)
 
Fiscal year 2015 second quarter net loss was approximately $(0.1) million, or $(0.01) per basic and diluted share, compared to net income of $0.2 million or
$0.02 per basic and diluted share in the prior year period due principally to the other expense in fiscal year 2015 second quarter. Excluding the non-cash, non-
operating charge of $0.6 million related to the settlement of the retroactive payment claim, fiscal year 2015 second quarter generated net income of $0.5
million, compared to net income of $0.2 million in the prior year period.

Results for the six months ended March 31, 2015 and March 31, 2014
 
The following table summarizes, for the periods indicated, consolidated statements of income data expressed in dollars in thousands except for per share
amounts, and as a percentage of revenue:

 

 Six Months Ended

Consolidated Statement of Income:  March 31, 2015  March 31, 2014  Change

Revenue  $31,575  100.0%  $ 29,222  100.0%  $ 2,353  — %
Direct expenses  26,312  83.3%  24,911  85.2%  1,401  (1.9)%

Gross margin  5,263  16.7%  4,311  14.8%  952  1.9 %
General and administrative expenses  4,448  14.1%  3,967  13.6%  481  0.5 %
Depreciation and amortization  41  0.1%  53  0.2%  (12)  (0.1)%

Income from operations  774  2.5%  291  1.0%  483  1.5 %
Other income (expense), net  (687)  —%  39  0.1%  (726)  (0.1)%

Income before income taxes  87  0.3%  330  1.1%  (243)  (0.8)%
Income tax expense  35  0.1%  —  —%  35  0.1 %

Net income  $ 52  0.2%  $ 330  1.1%  $ (278)  (0.9)%

             

Net income per share - basic  $ 0.01    $ 0.03    $ (0.02)   
Net income per share - diluted  $ 0.01    $ 0.03    $ (0.02)   

Revenues
 
Fiscal year 2015 revenue for the six months ended March 31, 2015 was $31.6 million, an increase of $2.4 million or 8.1% over prior year period. The
increase in revenue is due primarily to contracts awarded in 2014 and expansion on existing contracts.
 
Direct Expenses
 
Direct expenses are generally comprised of direct labor (including benefits), taxes and insurance, workers compensation expense, and other direct costs.
Fiscal year 2015 direct expenses for the six months ended March 31, 2015 were $26.3 million, an increase of $1.4 million, or 5.6% over prior year on higher
revenue. As a percentage of revenue, direct expenses decreased by (1.9)% due to improved contract performance.
  
Gross Margin
 
Gross margin for the six months ended March 31, 2015 was approximately $5.3 million, an increase of $1.0 million, or 22.1%, over prior year. As a
percentage of revenue, our gross margin rate of 16.7% for the six months ended March 31, 2015 improved
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by 1.9% over prior year period. Favorable margin results are due principally to improved contract performance and higher margins on new business.
  
General and Administrative Expenses
 
General and administrative (“G&A”) expenses primarily relate to functions such as operations overhead, corporate management, legal, finance, accounting,
contracts administration, human resources, management information systems, and business development. Fiscal year 2015 G&A expenses for the six months
ended March 31, 2015 were approximately $4.4 million, an increase of $0.5 million over prior year period, due principally to planned expenses related to
managing and growing our contract base. As a percent of revenue, G&A expenses increased by 0.5% over prior year period, and were within planned levels
required to manage and continue to grow our contract base.

Depreciation and Amortization
 
As a professional services organization, DLH has not required significant expenditures on capital equipment and other fixed assets.

Income from Operations
 
Income from operations for the six months ended March 31, 2015 was approximately $0.8 million, an increase of approximately $0.5 million over the prior
year period due to improved gross margin of $1.0 million offset by $0.5 million increased G&A expenses as described above.
 
Other Income (Expense)
 
For the six months ended March 31, 2015, other expense of approximately $(0.7) million was principally due to the settlement of the retroactive payment
claim and represents a variance of approximately $(0.7) million over the prior year period. For further information see "Retroactive Payment Claim" below.

Income Tax

The Company recognized tax expense in the current period at its projected annual effective tax rate. Taxes payable related to current income have been offset
by a portion of the deferred tax benefit derived from net operating losses carried forward.

Net Income
 
Net income for the six months ended March 31, 2015 was approximately $0.1 million, or $0.01 per basic and diluted share, compared to $0.3 million or $0.03
per basic and diluted share in the prior year period, due principally to the other expense in fiscal year 2015 second quarter. Excluding the non-cash, non-
operating charge of $0.6 million related to the settlement of the retroactive payment claim, the six months ended March 31, 2015 generated net income of
$0.7 million, compared to net income of $0.3 million in the prior year period.

Other Data
 
We use Earnings Before Interest Tax Depreciation and Amortization (“EBITDA”) adjusted for other non-cash charges (“Adjusted EBITDA”), as a
supplemental non-GAAP measure of our performance. We define Adjusted EBITDA as net income plus (i) interest and other expenses, net, (ii) provision for
or benefit from income taxes, if any, (iii) depreciation and amortization, and (iv) G&A expenses — equity grants. This non-GAAP measure of our
performance is used by management to conduct and evaluate its business during its regular review of operating results for the periods presented. Management
and the Company’s Board utilize this non-GAAP measure to make decisions about the use of the Company’s resources, analyze performance between
periods, develop internal projections and measure management performance. We believe that this non-GAAP measure is useful to investors in evaluating the
Company’s ongoing operating and financial results and understanding how such results compare with the Company’s historical performance. By providing
this non-GAAP measure, as a supplement to GAAP information, we believe we are enhancing investors’ understanding of our business and our results of
operations. This non-GAAP financial measure is limited in its usefulness and should be considered in addition to, and not in lieu of, US GAAP financial
measures. Further, this non-GAAP measure may be unique to the Company, as it may be different from the definition of non-GAAP measures used by other
companies. A reconciliation of Adjusted EBITDA with net income (loss) is as follows, shown in dollars in thousands: 
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  Three Months Ended  Six Months Ended  
  March 31,  March 31,  

 

 2015  2014  Change  2015  2014  Change  
Net income (loss)  $ (82)  $ 197  $ (279)  $ 52  $ 330  $ (278)  
(i) Interest and other (income) expenses (net)  651  28  623  687  (40)  727  
(ii) Provision for taxes  (54)  —  (54)  35  —  35  
(iii) Depreciation and amortization  18  27  (9)  41  53  (12)  
(iv) G&A expenses - equity grants  72  78  (6)  346  295  51  

 EBITDA adjusted for other non-cash charges  $ 605  $ 330  $ 275  $ 1,161  $ 638  $ 523  

EBITDA adjusted for other non-cash charges for the three and six months ended March 31, 2015 was approximately $0.6 million and $1.2 million,
respectively, an increase of approximately $0.3 million and $0.5 million over the prior year three and six months period, respectively. This increase is due
principally to increased revenue and gross margin as described in the preceding paragraphs.  
Liquidity and Capital Resources

Economic dependency 

Presently, the Company derives all of its revenue from agencies of the federal government. A major customer is defined as a customer from whom the
Company derives at least 10% of its revenues. In each of the fiscal quarters ended March 31, 2015 and 2014, revenue from the U.S. Government accounted,
either directly or indirectly, for 100% of the Company’s total revenue. Within the U.S. Government, our largest customer continues to be the Department of
Veterans Affairs (DVA), at 96% and 97% of revenue for the six months ended March 31, 2015 and 2014, respectively.

DLH remains dependent upon the continuation of its relationship with the DVA. As of March 31, 2015, awards from the DVA have anticipated periods of
performance ranging from approximately two to up to four years. These agreements are subject to the Federal Acquisition Regulations. While there can be no
assurance as to the actual amount of services that the Company will ultimately provide to the DVA under its current contract, we believe that our strong
working relationship and our effective service delivery support ongoing performance for the contract term. The Company's results of operations, cash flows
and financial condition would be materially adversely affected in the event that we were unable to continue our relationships with the DVA.

Cash position at March 31, 2015

For the six months ended March 31, 2015, the Company generated operating income of $774 thousand and net income of approximately $52 thousand. At
March 31, 2015, the Company had an accumulated deficit of approximately $(62) million.

Our cash position has significantly improved during the six months ended March 31, 2015. Selected sources and uses of cash are shown in the table below,
(amounts in millions):

   
Six Months

Ended

 Ref  03/31/15

Cash and cash equivalents (a)  $4.2
Borrowing on line of credit (b)  $0.0
Line of credit availability (c)  $2.6
Adjusted EBITDA (d)  $0.6
Cash flows from operating activities (e)  $0.6
Cash flows used in investing activities (f)  $(0.1)
Working capital (current assets minus current liabilities) (g)  $0.9

Ref (a): At March 31, 2015, the Company had cash deposits on hand of approximately $4.2 million.

Ref (b): The Company had no borrowing on our line of credit during the second quarter ended March 31, 2015.
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Ref (c): At March 31, 2015, our available loan reserves were approximately $2.6 million, comprised of approximately $1.4 million in stand by letter
of credit reserve and $1.2 million of unused loan capacity.

Ref (d): Adjusted EBITDA of approximately $0.6 million represents income from operations before reductions for non-cash operating expenses and
depreciation.

Ref (e): Cash flows from operating activities increased $0.6 million in second quarter 2015 due principally to adjusted EBITDA results.

Ref (f): Cash flows used in investing activities was approximately $(98) thousand for the six months ended March 31, 2015, due principally to
investments in IT infrastructure.

Ref (g): We had approximately $0.9 million in working capital at March 31, 2015, an improvement of $0.2 million for the six months ended
March 31, 2015 due principally to profitable operations.

Sources of cash and cash equivalents

The Company's immediate sources of liquidity include cash and cash equivalents, accounts receivable, and access to its asset-based credit facility. As
described in greater detail below, presently, this credit facility provides us with access of up to $3 million, with provisions to increase to $6 million, subject to
certain conditions. The Company's present operating liabilities are largely predictable and consist of vendor and payroll related obligations. The Company's
operations may require working capital to fund the future growth of its business model with cash required to commence new contracts, expanded business
development efforts, and planned capital expenditures to support a larger customer base. In recent years, the Company has sought to finance its growing
operations and capital expenditures through the sale of equity securities, convertible notes, and a rights offering. Such measures may be considered in the
future if needed to fund business growth initiatives.

Management's assessment of cash and cash equivalents at March 31, 2015

Management believes, at present, that: (a) cash and cash equivalents of approximately $4.2 million as of March 31, 2015; (b) the amount available under its
line of credit (which is limited to the amount of eligible assets); and (c) planned operating cash flow should be sufficient to support the Company's operations
for twelve months from the date of these financial statements.

Loan Facility

On July 29, 2010, DLH Solutions entered into a Loan and Security Agreement (the “Loan Agreement”), as amended, with Presidential Financial Corporation
(the “Lender”). Under the Loan Agreement, the Lender agreed to provide an initial two (2) year secured loan facility with renewal options to DLH Solutions.
The current term of the Loan Agreement expires on July 29, 2015 and thereafter shall automatically renew on each anniversary date thereof for subsequent
twelve month terms unless terminated by either party. The current available line of credit maximum amount is $6 million, with an unbilled accounts facility of
the Loan Agreement currently set at a maximum of $1 million. Presently, the maximum availability under this loan facility is $3 million, subject to eligible
accounts receivable. The Company’s ability to borrow against the increased available credit, however, is subject to the satisfaction of certain conditions,
including (i) the Company's (a) demonstrated need for the increase and (b) compliance with the Loan Agreement, and (ii) the Lender’s consent, in its sole
discretion, to increase the Initial Sublimit.

In December 2013, the Loan Agreement was further modified to permit letters of credit to be issued under the overall credit facility, subject to availability
provided by eligible billed and unbilled accounts receivable and further subject to a limit of $1.03 million. This limit was increased to $1.35 million effective
May 15, 2014, with an expiration date of May 15, 2015 that will automatically extend for additional one-year periods unless either party provides written
notice of non-renewal within 60 days of the annual expiration date. At March 31, 2015, available loan reserves were $2.6 million and there was no loan
amount outstanding.

In March 2014, the Company further amended the Loan Agreement (the “Sixth Amendment”) pursuant to which the Lender agreed to reduce the interest rate
and certain of the service fees and reduce the scope of the early termination fee.

DLH Solutions’ ability to request loan advances under the Loan Agreement is subject to (i) computation of DLH Solutions’ advance availability limit based
on “eligible accounts receivables” (as defined in the Loan Agreement) multiplied by the
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“Accounts Advance Rate” established by the Lender which initially shall be 85% and may be increased or decreased by the Lender in exercise of its
discretion; and (ii) compliance with the covenants and conditions of the loan. Unbilled accounts receivable are subject to a sub-facility limit of $1 million and
an advance rate of 75%. The loan is secured by a security interest and lien on all of DLH Solutions’ cash accounts, account deposits, letters of credit and
investment property, chattel paper, furniture, fixtures and equipment, instruments, investment property, general intangibles, deposit accounts, inventory, other
property, all proceeds and products of the foregoing (including proceeds of any insurance policies and claims against third parties for loss of any of the
foregoing) and all books and records related thereto. 

The Loan Agreement requires compliance with customary covenants and contains restrictions on the Company’s ability to engage in certain transactions.
Among other matters, under the loan agreement we may not, without consent of the Lender, (i) merge or consolidate with another entity, form any new
subsidiary or acquire any interest in a third party; (ii) acquire any assets except in the ordinary course of business; (iii) incur debt or enter into transactions
outside the ordinary course of business; (iv) sell or transfer collateral; (v) make any loans to, or investments in, any affiliate or enter into any transaction with
an affiliate other than on an arms-length basis; (vi) pay or declare any dividends or other distributions; or (vii) redeem, retire or purchase any of our equity
interests exceeding $50,000 or repay other outstanding indebtedness. Either party may terminate the Loan Agreement at any time upon 60 days written notice
and the Loan Agreement provides for customary events of default following which the Lender may, at its option, immediately terminate the loan agreement
and accelerate the repayment of any amount outstanding. At present, the Company has not experienced, and the financial institution has not declared, an event
of default.

Payroll Taxes
 
From 2006 through 2009, DLH received notices from the Internal Revenue Service (“IRS”) claiming taxes, interest and penalties due related to payroll taxes.
These notices are predominantly related to the former PEO operations which were sold in fiscal 2003. DLH has also received notices from the IRS reporting
overpayments of taxes. Management believes that these notices are predominantly the result of misapplication of payroll tax payments between its legal
entities. If not resolved favorably, the Company may incur interest and penalties. Until the sale of certain assets related to the former PEO operations, DLH
operated through 17 subsidiaries, and management believes that the IRS has not correctly identified payments made through certain of the different entities,
therefore leading to the notices. DLH has also received notices from the Social Security Administration claiming variances in wage reporting compared to
IRS transcripts. DLH believes the notices from the Social Security Administration are directly related to the IRS notices received. DLH believes that after the
IRS applies all the funds correctly, any significant interest and penalties will be abated; however, there can be no assurance that each of these matters will be
resolved favorably. In settling various years for specific subsidiaries with the IRS, the Company has received refunds for those specific periods; however, as
the process of settling and concluding on other periods and subsidiaries is not yet completed, the potential exists for related penalties and interest. The
remaining liability (approximately $1.5 million at March 31, 2015 and September 30, 2014) has been recorded in accrued expenses and other current
liabilities and includes estimated accrued penalties and interest totaling approximately $0.7 million.

The Company believes it has accrued for the entire estimated remaining liability, inclusive of interest and penalties through the date of the financial
statements. The Company may incur additional interest and may incur possible additional penalties through the future date that this obligation is settled,
however, it is not currently possible to estimate what, if any, additional amount(s) may be claimed in the future, given the uncertain timing and nature of any
future settlement negotiations. No payments were made in fiscal 2015 and 2014. Management believes that the ultimate resolution of these remaining payroll
tax matters will not have a significant adverse effect on its financial position or future results of operations. The Company's intention is that it will in due
course seek to negotiate a mutually satisfactory payment plan with the IRS, but there is no assurance that it would be successful in doing so and the
Company's future cash flows and liquidity could therefore be materially affected by this matter.

Retroactive Payment Claim

As previously reported, during the fiscal year ended September 30, 2008, DLH Holdings Corp. (the “Company”) accrued salaries and benefits of $10.1
million related to the estimated resolution of retroactive payment cases asserted by the Department of Labor (“DOL”). During the same period, the Company
recognized revenues of $10.8 million related to expected recovery of these costs, plus estimated indirect costs, under contractual arrangements with the
Department of Veterans Affairs (“DVA”). At September 30, 2014, the amount of the remaining accounts receivable with the DVA approximated $9.3 million
and accrued liabilities for salaries to employees and related benefits totaled $8.7 million. The $9.3 million in accounts receivable was unbilled to the DVA at
September 30, 2014.
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In September 2014, we submitted a claim to the DVA seeking a final determination and resolution of this matter. During the current quarter, we were advised
that the DOL would not take further action with respect to the retroactive payment cases and that it would not object to the DVA’s resolution of this matter
with the Company. As a result, we will not have any obligation for the payment of these accrued salaries and benefits. Because no retroactive wage payments
will be required, we will not have any contractual recovery of costs from the DVA. Accordingly, in order to resolve this matter, on March 30, 2015, we
entered into a mutual release of claims with the DVA, pursuant to which both parties agreed to fully release each other from any and all claims arising
pursuant to this matter.

As a result of the closure of this issue, as a part of our reporting for the quarter ended March 31, 2015, we have removed the accruals of estimated revenue
and expense which were recorded in the year ended September 30, 2008. Further, as shown in the table below, we are reporting a net charge to our earnings of
approximately $600,000 for the fiscal quarter ended March 31, 2015 relating to the net expense resulting from the resolution of this matter. The net expense
related to this issue is non-cash and not related to income from current operations. The pre-tax impact of these adjustments to our Consolidated Statement of
Income is summarized as:

  
(in thousands)

Reduction of accounts receivable related to retroactive payment claim  $ (9,306)
Reduction of accrued payroll related to retroactive wage and benefit payments     8,677
Net other (expense)  $ (629)

The unaudited pro forma financial information below reflects the impact of this event to our Consolidated Balance Sheet as of September 30, 2014, the
comparable period for balance sheets in the current fiscal year reporting periods.
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DLH HOLDINGS CORP. AND SUBSIDIARIES
PROFORMA CONSOLIDATED BALANCE SHEET

(Amounts in thousands except par value of shares)
 

  As Filed    Proforma

  
September 30, 

2014  
Current
Report  

September 30, 
2014

ASSETS      
 

Current assets:      
 

Cash and cash equivalents  $ 3,908    $ 3,908
Accounts receivable, net  12,372  $ (9,306)  3,066
Deferred taxes, net  84    84
Other current assets  510    510

Total current assets  16,874  (9,306)  7,568
Equipment and improvements, net  63    63
Deferred taxes, net  4,513    4,513
Goodwill  8,595    8,595
Other long-term assets  27    27

Total assets  $ 30,072  $ (9,306)  $ 20,766

LIABILITIES AND SHAREHOLDERS’ EQUITY       
Current liabilities:       

Accrued payroll  $ 11,465  $ (8,677)  $ 2,788
Accounts payable, accrued expenses, and other current liabilities  4,746    4,746

Total current liabilities  16,211  (8,677)  7,534
Other long term liabilities  15    15
Total liabilities  16,226  (8,677)  7,549
Commitments and contingencies       
Shareholders' equity:       

Preferred stock, $.10 par value; authorized 5,000 shares, none
issued and outstanding  —    —
Common stock, $.001 par value; authorized 40,000 shares; issued
9,568 and outstanding 9,566 at September 30, 2014  10    10
Additional paid-in capital  76,083    76,083
Accumulated deficit  (62,244)  (629)  (62,873)
Treasury stock, 2 shares at cost at September 30, 2014  (3)    (3)

Total shareholders’ equity  13,846  (629)  13,217

Total liabilities and shareholders' equity  $ 30,072  $ (9,306)  $ 20,766
 

Off-Balance Sheet Arrangements
 
The Company did not have any off-balance sheet arrangements subsequent to, or upon the filing of our consolidated financial statements in our Annual
Report as defined under SEC rules.
 
Contractual Obligations

Our outstanding contractual obligations are described in Note 11 to the Consolidated Financial Statements contained in this Quarterly Report on Form 10-Q.

Effects of Inflation
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Inflation and changing prices have not had a material effect on DLH’s net revenues and results of operations, as DLH has been able to modify its prices and
cost structure to respond to inflation and changing prices.
 
Critical Accounting Policies and Estimates
 
Our consolidated financial statements and accompanying notes are prepared in accordance with accounting principles generally accepted in the United States
of America. Preparation of our financial statements requires management to make estimates and assumptions that affect the reported amounts of assets,
liabilities, revenues, expenses, and the related disclosure of contingent liabilities. These assumptions, estimates and judgments are based on historical
experience and assumptions that are believed to be reasonable at the time. Actual results could differ from such estimates.  Critical policies and practices are
important to the portrayal of a company’s financial condition and results of operations, and may require management’s subjective judgments about the effects
of matters that are uncertain. See the information under Note 7 "Significant Accounting Policies" to the consolidated financial statements in DLH’s Annual
Report on Form 10-K for the year ended September 30, 2014, as well as the discussion under the caption “Critical Accounting Policies and Estimates”
beginning on page 29 therein for a discussion of our critical accounting policies and estimates. DLH senior management has reviewed these critical
accounting policies and related disclosures and determined that there were no significant changes in our critical accounting policies in the six months ended
March 31, 2015. Also, there were no significant changes in our estimates associated with those policies.

New Accounting Pronouncements
 
Refer to Note 3 under Item 1, Financial Statements, for a disclosure regarding new accounting pronouncements.

ITEM 3:         QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
 
DLH does not undertake trading practices in securities or other financial instruments and therefore does not have any material exposure to interest rate risk,
foreign currency exchange rate risk, commodity price risk or other similar risks, which might otherwise result from such practices. DLH is not materially
subject to fluctuations in foreign exchange rates, commodity prices or other market rates or prices from market sensitive instruments. DLH believes it does
not have a material interest rate risk with respect to our prior workers’ compensation programs, for which funds were deposited into trust for possible future
payments of claims. DLH does not believe the level of exposure to interest rate fluctuations on its debt instruments is material given the amount of debt
subject to variable interest rates and the prime rate interest rate floors of at least 3.25% applied by the Lender.

ITEM 4:         CONTROLS AND PROCEDURES
 
Evaluation of Disclosure Controls and Procedures
 
Our CEO and President and Chief Financial Officer, after evaluating the effectiveness of our disclosure controls and procedures (as defined in Rule 13a-
15(e) or 15d-15(e) under the Exchange Act) as of the end of the period covered by this report, has concluded that, based on the evaluation of these controls
and procedures, our disclosure controls and procedures were effective at the reasonable assurance level to ensure that information required to be disclosed by
us in the reports that we file or submit under the Exchange Act is recorded, processed, summarized and reported, within the time periods specified in the
SEC’s rules and forms and that such information is accumulated and communicated to our management, including our CEO and President and Chief Financial
Officer, to allow timely decisions regarding required disclosure.

 
Our management, including our CEO and President and Chief Financial Officer, does not expect that our disclosure controls and procedures or our internal
controls will prevent all errors and all fraud. A control system, no matter how well conceived and operated, can provide only reasonable, not absolute,
assurance that the objectives of the control system are met. Further, the design of a control system must reflect the fact that there are resource constraints, and
the benefits of controls must be considered relative to their costs. Because of the inherent limitations in all control systems, no evaluation of controls can
provide absolute assurance that all control issues and instances of fraud, if any, within our company have been detected. Our management, however, believes
our disclosure controls and procedures are in fact effective to provide reasonable assurance that the objectives of the control system are met.

 
Changes in Internal Controls
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There have been no changes in the Company’s internal control over financial reporting (as defined in Rule 13a-15(f) under the Exchange Act) that occurred
during the Company’s fiscal quarter ended March 31, 2015, that have materially affected, or are reasonably likely to materially affect, the Company’s internal
control over financial reporting.

Part II — OTHER INFORMATION 

ITEM 1:         LEGAL PROCEEDINGS

As a commercial enterprise and employer, the Company is subject to various claims and legal actions in the ordinary course of business. These matters can
include professional liability, employment-relations issues, workers’ compensation, tax, payroll and employee-related matters, other commercial disputes
arising in the course of its business, and inquiries and investigations by governmental agencies regarding our employment practices or other matters. The
Company is not aware of any pending or threatened litigation that it believes is reasonably likely to have a material adverse effect on its results of operations,
financial position or cash flows.

 
ITEM 1A:      RISK FACTORS
 
Our operating results and financial condition have varied in the past and may in the future vary significantly depending on a number of factors. In addition to
the other information set forth in this report, you should carefully consider the factors discussed in the “Risk Factors” section in our Annual Report on
Form 10-K for the year ended September 30, 2014 and in our other reports filed with the SEC for a discussion of the risks associated with our business,
financial condition and results of operations. These factors, among others, could have a material adverse effect upon our business, results of operations,
financial condition or liquidity and cause our actual results to differ materially from those contained in statements made in this report and presented elsewhere
by management from time to time. The risks identified by DLH in its reports are not the only risks facing us. Additional risks and uncertainties not currently
known to us or that we currently believe are immaterial also may materially adversely affect our business, results of operations, financial condition or
liquidity. We believe there have been no material changes in our risk factors from those disclosed in our Annual Report on Form 10-K for the fiscal year
ended September 30, 2014.

ITEM 2:         UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS
 
During the period covered by this report, the Company did not issue any securities that were not registered under the Securities Act of 1933, as amended,
except as has been reported in previous filings with the SEC or as set forth elsewhere herein.

Registrant Repurchases of Securities

On September 18, 2013, the Company announced that our Board of Directors authorized a stock repurchase program (the Program) under which we could
repurchase up to $350,000 of shares of our common stock through open market transactions in compliance with Securities and Exchange Commission Rule
10b-18, privately negotiated transactions, or other means. This repurchase program does not have an expiration date.

During fiscal second quarter ended March 31, 2015, the Company repurchased a total of 76,600 shares of its common stock pursuant to a trading plan entered
into by the Company in September 2013. As of March 31, 2015 there is a total of $85 thousand remaining for repurchases under the program.

The following table provides certain information with respect to the status of our publicly announced stock repurchase program as of second quarter ended
March 31, 2015:
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Period  
Total Number

of Shares
Purchased

Average Price
Paid Per Share  

Total Number of
Shares Purchased As

Part of Publicly
Announced Programs  

($ in thousands) Value of
Shares that May Yet Be

Purchased Under the Plan
or Program

First quarter total  1,353  $ 1.98   1,353    $ 256  

January 2015  1,600  $ 2.01   1,600    $ 253  
February 2015  75,000  $ 2.25   75,000    $ 85  
March 2015  —  $ —   —    $ 85  

Second quarter total  76,600  $ 2.25   76,600    $ 85  

ITEM 3:         DEFAULTS UPON SENIOR SECURITIES
 
None.

ITEM 4:         MINE SAFETY DISCLOSURES
 
Not applicable.

ITEM 5:         OTHER INFORMATION
 
None.
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ITEM 6:        EXHIBITS
 
Exhibits to this report which have previously been filed with the Commission are incorporated by reference to the document referenced in the following table.
 

Exhibit  
 

 Incorporated by Reference
 

Filed

Number  Exhibit Description  Form
 

Dated
 

Exhibit
 

Herewith

           
3.1  Certificate of Amendment to Amended and Restated Certificate of Incorporation  8-K  2/17/15  3.1   

           
31.1

 
Certification of Chief Executive Officer pursuant to Section 17 CFR 240.13a-
14(a) or 17 CFR 240.15d-14(a)  

 

 

 

 

 

 

X

           
31.2

 
Certification of Chief Financial Officer pursuant to Section 17 CFR 240.13a-
14(a) or 17 CFR 240.15d-14(a)  

 

 

 

 

 

 

X

           
32.1

 

Certification of Chief Executive Officer and Chief Financial Officer pursuant to 17
CFR 240.13a-14(b) or 17 CFR 240.15d-14(b) and Section 1350 of Chapter 63 of
Title 18 of the United States Code  

 

 

 

 

 

 

X

           
101

 

The following financial information from the DLH Holdings Corp. Quarterly Report
on Form 10-Q for the fiscal quarter ended March 31, 2015, formatted in XBRL
(eXtensible Business Reporting Language) and filed electronically herewith: (i) the
Consolidated Balance Sheets; (ii) the Consolidated Statements of Operations;
(iii) the Consolidated Statements of Cash Flows; and, (iv) the Notes to the
Consolidated Financial Statements.  

 

 

 

 

 

 

X

 _____________________________________________
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Signatures
 

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant has duly caused this Report to be signed on its
behalf by the undersigned, thereunto duly authorized.

 
  

DLH HOLDINGS CORP.
    
  

By: /s/ Zachary C. Parker
   

Zachary C. Parker
   

Chief Executive Officer
   

(Principal Executive Officer)
    
  

By: /s/ Kathryn M. JohnBull
   

Kathryn M. JohnBull
   

Chief Financial Officer
   

(Principal Accounting Officer)
    
Dated: May 6, 2015
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EXHIBIT 31.1

Certification

I, Zachary C. Parker, certify that:

1. I have reviewed this quarterly report on Form 10-Q of DLH Holdings Corp.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial
condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4. The registrant's other certifying officers and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange
Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant
and have:

a) designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure
that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly
during the period in which this report is being prepared;

b) designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our
supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles;

c) evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions about the effectiveness
of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

d) disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the registrant's most recent fiscal
quarter (the registrant's fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the
registrant's internal control over financial reporting; and

5. The registrant's other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the
registrant's auditors and the audit committee of the registrant's board of directors (or persons performing the equivalent functions):

a) all significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably
likely to adversely affect the registrant's ability to record, process, summarize and report financial information; and

b) any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant's internal control over
financial reporting.

Date: May 6, 2015

/s/ Zachary C. Parker
Zachary C. Parker
Chief Executive Officer
(Principal Executive Officer)   



EXHIBIT 31.2

Certification

I, Kathryn M. JohnBull, certify that:

1. I have reviewed this quarterly report on Form 10-Q of DLH Holdings Corp.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial
condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4. The registrant's other certifying officers and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange
Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant
and have:

a) designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure
that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly
during the period in which this report is being prepared;

b) designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our
supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles;

c) evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions about the effectiveness
of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

d) disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the registrant's most recent fiscal
quarter (the registrant's fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the
registrant's internal control over financial reporting; and

5. The registrant's other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the
registrant's auditors and the audit committee of the registrant's board of directors (or persons performing the equivalent functions):

a) all significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably
likely to adversely affect the registrant's ability to record, process, summarize and report financial information; and

b) any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant's internal control over
financial reporting.

Date: May 6, 2015

   

/s/ Kathryn M. JohnBull
Kathryn M. JohnBull
Chief Financial Officer
(Principal Accounting Officer)   



EXHIBIT 32.1

Certification of Chief Executive Officer and Chief Financial Officer

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 of DLH Holdings Corp. (the “Company”) on Form 10-Q for the period ended March 31, 2015 as filed with the
Securities and Exchange Commission on the date hereof (the “Report”), the undersigned, being, Zachary C. Parker, Chief Executive Officer, and Kathryn M.
JohnBull, Chief Financial Officer and Principal Accounting Officer, certify, pursuant to 18 U.S.C. ss.1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002, that:

(1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and
(2) The information contained in the Report fairly presents, in all material respects, the financial condition and result of operations of the Company.

Dated: May 6, 2015

   

/s/ ZACHARY C. PARKER
Zachary C. Parker

 Chief Executive Officer
(Principal Executive Officer)

 /s/ KATHRYN M. JOHNBULL
Kathryn M. JohnBull

 Chief Financial Officer
(Principal Accounting Officer)

________________________________________________________________________________________________________________________
________________________________________________________________________________________________________________________

A signed original of this written statement required by Section 906 has been provided to the Company and will be retained by the Company and
furnished to the Securities and Exchange Commission or its staff upon request.


