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CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS

References in this document to “the Registrant,” “Kforce,” “the Company,” “we,” “the Firm,” “management,
subsidiaries, except where the context otherwise requires or indicates.

This report, particularly Part I. Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations (“MD&A”) and
Part II. Item 1A. Risk Factors, and the documents we incorporate into this report contain certain statements that are, or may be deemed to be,
forward-looking statements within the meaning of that term in Section 27A of the Securities Act of 1933, as amended, and Section 21E of the
Securities Exchange Act of 1934, as amended (the “Exchange Act”), and are made in reliance upon the protections provided by such acts for
forward-looking statements. Such statements may include, but may not be limited to, projections of financial or operational performance, our
beliefs regarding potential government actions or changes in laws and regulations, anticipated costs and benefits of proposed acquisitions,
divestitures and investments, effects of interest rate variations, financing needs or plans, estimates concerning the effects of litigation or other
disputes, the occurrence of unanticipated expenses, estimates concerning our ability to collect on our trade accounts receivable, developments
within the staffing sector including, but not limited to, the penetration rate (the percentage of temporary staffing to total employment) and
growth in temporary staffing, a reduction in the supply of consultants and candidates or the Firm’s ability to attract such individuals, estimates
concerning goodwill impairment, delays or termination or the failure to obtain awards, task orders or funding under contracts, changes in client
demand for Firm services and our ability to adapt to such changes; the entry of new competitors in the market; the ability of the Firm to maintain
and attract clients in the face of changing economic or competitive conditions, as well as assumptions as to any of the foregoing and all
statements that are not based on historical fact but rather reflect our current expectations concerning future results and events. For a further list
and description of various risks, relevant factors and uncertainties that could cause future results or events to differ materially from those
expressed or implied in our forward-looking statements, refer to the Risk Factors and MD&A sections. In addition, when used in this discussion,
e will,” “may,” “likely,” “could,” “should,” “future” and variations ther

LLTs

our” or “us” refer to Kforce Inc. and its

9 29 < LIS

the terms “anticipate,” “assume,” “estimate,” “expect,” “intend,” “plan,” “believe,
expressions are intended to identify forward-looking statements.

Forward-looking statements are inherently subject to risks and uncertainties, some of which cannot be predicted. Future events and actual results
could differ materially from those set forth in or underlying the forward-looking statements. Readers are cautioned not to place undue reliance
on any forward-looking statements contained in this report, which speak only as of the date of this report. Kforce undertakes no obligation to
update any forward-looking statements.

2
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PART I - FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS.

KFORCE INC. AND SUBSIDIARIES

UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
AND COMPREHENSIVE INCOME

(IN THOUSANDS, EXCEPT PER SHARE AMOUNTS)

Nine Months Ended September

Three Months Ended September 30, 30
b

2018 2017 2018 2017
Revenue $ 355452 $ 341,053 $ 1,060,369 $ 1,015,354
Direct costs 251,071 236,678 748,317 709,925
Gross profit 104,381 104,375 312,052 305,429
Selling, general
and ~ 79,771 81,921 246,811 249,105
administrative
expenses
Depreciationand , ¢, 2,110 5,892 6,213
amortization
Income from ) s 20,344 59,349 50,111
operations
Other expense, 14 1,364 3,639 3,906
net
Income before
. 21,619 18,980 55,710 46,205
mcome taxes
Income tax 5,442 8,881 14,086 19,060
expense
Net income 16,177 10,099 41,624 27,145
Other
comprehensive
income (loss):
Change in fair
value of interest 60 307 (52)
rate swap, net of
tax
Defined benefit
pension plans, — (278) — (287)
net of tax
Comprehensive ¢ 16907 g 9,881 $ 42,431 $ 26,806
income
Earnings per 0.65 $ 0.40 $ 1.68 $ 1.07
share — basic
Earnings per 0.64 $ 0.40 $ 1.65 $ 1.06

share — diluted
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Weighted
average shares
outstanding —
basic

Weighted
average shares
outstanding —
diluted

Dividends
declared per $ 0.18 $ 0.12 $ 0.42
share

THE ACCOMPANYING NOTES ARE AN INTEGRAL PART OF THESE UNAUDITED
CONDENSED CONSOLIDATED FINANCIAL STATEMENTS.

24,730 25,296 24,746

25,366 25,535 25,252

3

25,264

25,565

0.36
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KFORCE INC. AND SUBSIDIARIES
UNAUDITED CONDENSED CONSOLIDATED BALANCE SHEETS

(IN THOUSANDS)

ASSETS
Current assets:

Cash and cash
equivalents

Trade receivables,
net of allowances of
$2,644 and $2,333,
respectively

Income tax refund
receivable

Prepaid expenses and
other current assets

Total current assets
Fixed assets, net
Other assets, net
Deferred tax assets,
net

Intangible assets, net
Goodwill

Total assets

LIABILITIES AND
STOCKHOLDERS’
EQUITY

Current liabilities:

Accounts payable
and other accrued
liabilities
Accrued payroll
costs

Other current
liabilities

Income taxes
payable

Total current
liabilities
Long-term debt —
credit facility

Long-term debt —
other

September 30, 2018

$ 466

237,613

305

13,620

252,004
37,011
41,565

12,066

3,038
45,968
$ 391,652

$ 37,766

48,863
1,766
6,445
94,840
79,300

1,752

December 31, 2017

$ 379

225,865

7,116

12,085

245,445
39,680
38,598

11,316

3,297
45,968
$ 384,304

$ 34,873

46,886

1,960

83,719

116,523

2,597
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Other long-term
liabilities

Total liabilities 227,705 250,027
Commitments and

contingencies (Note
D)

Stockholders’ equity:

51,813 47,188

Preferred stock,

$0.01 par; 15,000

shares authorized, — _
none issued and

outstanding

Common stock,

$0.01 par; 250,000

shares authorized,

71,544 and 71,494 716 715
issued and
outstanding,
respectively
Adc.htlonal paid-in 444762 437.394
capital

Accumulated other

comprehensive 907 100
income

Retained earnings 225,658 195,143
Treasury stock, at
cost; 45,483 and
45,167 shares,
respectively

Total stockholders’
equity

Total liabilities and
stockholders’ equity 391,652 $ 384,304

THE ACCOMPANYING NOTES ARE AN INTEGRAL PART OF THESE UNAUDITED
CONDENSED CONSOLIDATED FINANCIAL STATEMENTS.

(508,096) (499,075)

163,947 134,277
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KFORCE INC. AND SUBSIDIARIES

UNAUDITED CONDENSED CONSOLIDATED STATEMENT OF CHANGES IN STOCKHOLDERS’
EQUITY

(IN THOUSANDS)

Common Stock Additional Accumulated Treasury Stock Total
Other Stockholders’

Paid-In . i .
ShareAmount Capital Comprehensive Retained -, e Amount Equity

Income Earnings

Balance,
December71,494 715 $ 437,394 % 100 $ 195,143 45,167 $ (499,075% 134,277
31,2017

Net

: — — — — 41,624 — — 41,624
mcome

Cumulative
effect of

new

accounting
standard
(Note C),

net of tax

of $63

Issuance

for
stock-based
compensatjQn
o 5%
dividends,

net of
forfeitures

— — (179) — — (179)

525 — (526) - — _

Exercise

of stock 5 — 46 — — 1 (46) —
options

Stock-based

compensation — 6,558 — — — — 6,558
expense
Employee
stock
purchase
plan

Dividends
($0.42
per
share)
Change — — — 807 — — — 807
in fair

value of

interest

— — 239 — — (15) 166 405

S — — (10,404) — — (10,404)



rate
swap, net
of tax of
$275

Repurchases

of

common
stock

Balance,
September7 1,544
30, 2018

716 $
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444,762 $

907 $

330 (9,141)  (9,141)

225,658 45,483 $ (508,096%

THE ACCOMPANYING NOTES ARE AN INTEGRAL PART OF THESE UNAUDITED
CONDENSED CONSOLIDATED FINANCIAL STATEMENTS.

5

163,947

10
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KFORCE INC. AND SUBSIDIARIES
UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(IN THOUSANDS)

Nine Months Ended September 30,
2018 2017
Cash flows
from operating
activities:
Net income $ 41,624 $ 27,145

Adjustments to
reconcile net
income to cash
provided by
operating
activities:
Deferred
income tax (1,025) 3,978
provision, net
Provision for
bad debts

Depreciation

and 6,246 6,373
amortization

Stock-based

compensation 6,558 5,667
expense

Defined benefit

pension plans 1,366 692
expense

1,504 896

Loss on
deferred
compensation
plan
investments,
net

384 339

Gain on sale of
Global's assets

Other 288 745
(Increase)

decrease in

operating

assets

Trade
receivables, net

(3,148)

(13,252) (38,378)

Income tax
refund 6,811 (1,721)
receivable

11



Prepaid
expenses and
other current
assets

Other assets,
net

940

Increase
(decrease) in
operating
liabilities
Accounts
payable and
other accrued
liabilities

3,647

Accrued payroll

4,807
costs

Income taxes

payable 6,443

(.)thf:r. l.ong—term 367
liabilities

Cash provided

by operating 64,675
activities

Cash flows
from investing
activities:
Capital
expenditures
Proceeds from
sale of Global's 1,000
assets

Cash used in

investing (3,005)

activities
Cash flows

from financing
activities:
Proceeds from
credit facility
Payments on
credit facility

Payments on

other financing (1,491)

arrangements

Repurchases of
common stock

(2,535)

(4,005)

427,600

(464,823)

(12,465)
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(2,071)

(544)

(1,321)

8,506
265

(1,774)

5,649

(5,424)

1,000

(4,424)

887,293

(872,740)

(1,582)

(4,226)

12



Cash dividends (10,404)

Proceeds from
exercise of —
stock options

Payments of
loan financing —
fees

Cash used in

financing (61,583)
activities

Change in cash

and cash 87
equivalents

Cash and cash
equivalents at
beginning of
period

Cash and cash
equivalentsat $ 466
end of period

379
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(9,125)

72

(1,696)

(2,004)

(779)

1,482

$ 703

THE ACCOMPANYING NOTES ARE AN INTEGRAL PART OF THESE UNAUDITED
CONDENSED CONSOLIDATED FINANCIAL STATEMENTS.

6
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KFORCE INC. AND SUBSIDIARIES
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

Note A - Summary of Significant Accounting Policies

Unless otherwise noted below, there have been no material changes to the accounting policies presented in Note 1 -
“Summary of Significant Accounting Policies” of the Notes to Consolidated Financial Statements, included in Item 8.
Financial Statements and Supplementary Data of the 2017 Annual Report on Form 10-K.

Basis of Presentation

The unaudited condensed consolidated financial statements have been prepared pursuant to the rules and regulations
of the SEC regarding interim financial reporting. Accordingly, certain information and footnotes normally required by
GAAP for complete financial statements have been condensed or omitted pursuant to those rules and regulations,
although Kforce believes that the disclosures made are adequate to make the information not misleading. These
unaudited condensed consolidated financial statements should be read in conjunction with the consolidated financial
statements and notes thereto included in our 2017 Annual Report on Form 10-K. In management’s opinion, the
accompanying unaudited condensed consolidated financial statements reflect all adjustments considered necessary for
a fair presentation. The Unaudited Condensed Consolidated Balance Sheet as of December 31, 2017 was derived from
our audited Consolidated Balance Sheet as of December 31, 2017, as presented in our 2017 Annual Report on Form
10-K.

Our quarterly operating results are affected by the number of billing days in a particular quarter, the seasonality of our
clients’ businesses and increased holiday and vacation days taken. In addition, we typically experience an increase in
costs in the first quarter of each fiscal year as a result of certain U.S. state and federal employment tax resets, which
negatively impacts our gross profit and overall profitability. The results of operations for any interim period may be
impacted by these factors and are not necessarily indicative of, nor comparable to, the results of operations for a full
year.

Principles of Consolidation

The unaudited condensed consolidated financial statements include the accounts of Kforce Inc. and its subsidiaries.
All intercompany transactions and balances have been eliminated in consolidation. References in this document to
“Kforce,” “the Company,” “we,” “the Firm,” “management,” “our” or “us” refer to Kforce Inc. and its subsidiaries, except whe
context indicates otherwise.

Use of Estimates

The preparation of financial statements in conformity with GAAP 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.
The most important of these estimates and assumptions relate to the following: revenue transaction prices; allowance
for doubtful accounts; income taxes; self-insured liabilities for workers’ compensation and health insurance;
obligations for pension plans and goodwill and any related impairment. Although these and other estimates and
assumptions are based on the best available information, actual results could be materially different from these
estimates.

Earnings per Share

Basic earnings per share is computed as net income divided by the weighted average number of common shares
outstanding (“WASQO”) during the period. WASO excludes unvested shares of restricted stock. Diluted earnings per
share is computed by dividing net income by diluted WASO. Diluted WASO includes the dilutive effect of potentially
dilutive securities such as unvested shares of restricted stock using the treasury stock method, except where the effect
of including potential common shares would be anti-dilutive.

For the three and nine months ended September 30, 2018, there were 635 thousand and 505 thousand common stock
equivalents included in the diluted WASO, respectively. For the three and nine months ended September 30, 2017,
there were 239 thousand and 301 thousand common stock equivalents included in the diluted WASO, respectively.
For the three and nine months ended September 30, 2018 and 2017, there were insignificant anti-dilutive common
stock equivalents.

7
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New Accounting Standards

Recently Adopted Accounting Standards

In May 2014, the FASB issued authoritative guidance regarding revenue from contracts with customers, which
specifies that revenue should be recognized when control of the promised goods or services is transferred to our
customers at an amount that reflects the consideration to which we expect to be entitled to in exchange for those goods
or services. The amended guidance (“Topic 6067) is effective for annual and interim reporting periods beginning after
December 15, 2017. We adopted this new standard effective January 1, 2018, using the modified retrospective
transition method with a cumulative adjustment to the opening balance of retained earnings. The comparative
information continues to be reported under the accounting standards in effect for the period presented ("Topic

605"). Refer to Note C - "Revenue Recognition" for additional accounting policy and transition disclosures.
Accounting Standards Not Yet Adopted

In August 2018, the FASB issued authoritative guidance regarding customer's accounting for implementation costs
incurred in a cloud computing arrangement that is a service contract. These amendments align the requirements for
capitalizing implementation costs incurred in a hosting arrangement that is a service contract with the requirements for
capitalizing implementation costs incurred to develop or obtain internal-use software (and hosting arrangements that
include an internal-use software license). The guidance is effective for fiscal periods beginning after December 15,
2019. We are currently evaluating the potential impact on our consolidated financial statements.

In August 2018, the FASB issued authoritative guidance regarding changes to the disclosure requirement for defined
benefit plans including additions and deletions to certain disclosure requirements for employers that sponsor defined
benefit pension or other post-retirement plans. The guidance is effective for fiscal periods beginning after December
15, 2020. The adoption of this guidance will modify our disclosures but is not expected to have a material effect on
our consolidated financial statements.

In August 2018, the FASB issued authoritative guidance regarding changes to the disclosure requirements for fair
value measurement. The amendments on changes in unrealized gains and losses, the weighted average and range of
significant unobservable inputs used to develop Level 3 fair value measurements, and the narrative description of
measurement uncertainty should be applied prospectively for only the most recent interim or annual period presented
in the initial fiscal year of adoption. All other amendments should be applied retrospectively to all periods presented
upon their effective date. The guidance is effective for fiscal periods beginning after December 15, 2019. The
adoption of this guidance will modify our disclosures but is not expected to have a material effect on our consolidated
financial statements.

In February 2018, the FASB issued authoritative guidance regarding the reclassification of certain stranded tax effects
from accumulated other comprehensive income to retained earnings as a result of the change in tax rates related to the
Tax Cuts and Jobs Act. The guidance is effective for fiscal periods beginning after December 15, 2018 and should be
applied either in the period of adoption or retrospectively. Kforce will adopt on January 1, 2019. This guidance is not
expected to have a material impact on the consolidated financial statements.

In August 2017, the FASB issued authoritative guidance targeting improvements to accounting for hedging activities
by simplifying the rules around hedge accounting and improving the disclosure requirements. The guidance is
effective for annual periods beginning after December 15, 2018. The hedge accounting guidance should be
implemented using a modified retrospective approach for any hedges that exist on the date of adoption, while the
presentation and disclosure requirements must be applied prospectively. The adoption of this guidance will modify
our disclosures but is not expected to have a material effect on our consolidated financial statements.

In June 2016, the FASB issued authoritative guidance on accounting for credit losses on financial instruments,
including trade receivables. The guidance requires the application of a current expected credit loss model, which
measures credit losses based on relevant information about past events, including historical experience, current
conditions, and reasonable and supportable forecasts. The guidance is effective for annual periods beginning after
December 15, 2019. The guidance requires companies to apply the requirements using a modified retrospective
approach. We are currently evaluating the potential impact on our consolidated financial statements, especially with
respect our disclosures.

8
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In February 2016, the FASB issued authoritative guidance regarding the accounting for leases, and has since issued
subsequent updates to the initial guidance. The guidance requires the recognition of assets and liabilities for operating
leases with terms longer than 12 months. The guidance is effective for annual periods beginning after December 15,
2018 and we expect to utilize the optional transition method in the period of adoption without retrospective
application to previous periods. We continue to make progress with our implementation procedures, including
upgrading our lease accounting software, assessing accounting policy elections, evaluating the impact on internal
controls and analyzing our vendor contracts to determine the appropriate accounting treatment. While we are
continuing to assess the effect of adoption, we currently believe the most significant changes include the recognition
of right-of-use assets and lease liabilities on our balance sheets for real estate and office equipment operating leases as
well as the related financial statement disclosures.
Note B - Reportable Segments
Kforce provides services through the following segments: (1) Technology (“Tech”); (2) Finance and Accounting (“FA”);
and (3) Government Solutions (“GS”). Historically, and for the three and nine months ended September 30, 2018 and
2017, we have reported sales and gross profit information on a segment basis. Total assets, liabilities and operating
expenses are not reported separately by segment as our operations are largely combined.
For the nine months ended September 30, 2017, our Tech segment has included the results of operations for Kforce
Global Solutions, Inc., (“Global”). Kforce completed the sale of Global’s assets during the three months ended
September 30, 2017 and this sale did not meet the definition of discontinued operations. Kforce recorded a $3.3
million gain on sale of Global’s assets, which was recorded in Selling, general and administrative expenses within the
accompanying Unaudited Condensed Consolidated Statements of Operations and Comprehensive Income.
The following table provides information concerning the operations of our segments (in thousands):

Tech FA GS Total

Three

Months

Ended

September

30,

2018

Revenue $ 251,079 $ 75,505 $ 28,868 $ 355,452
Gross profit $§ 69,522 $ 26,523 $ 8,336 $ 104,381
Operating 82762
expenses

Income
before
income
taxes

2017

Revenue $ 229,281 $ 85225 $ 26,547 $ 341,053
Gross profit § 65,560 $ 29,709 $ 9,106 $ 104,375
Operating
expenses

$ 21,619

85,395

Income
before
income
taxes
Nine
Months

$ 18,980

18



Ended
September
30,

2018

Revenue $
Gross profit $
Operating
expenses

Income
before
income
taxes

2017

Revenue $
Gross profit $
Operating
expenses
Income

before

income

taxes

737,339
206,700

679,695
192,223
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236,221
82,074

260,786
89,666

86,309
23,278

74,873
23,540

256,342

259,224

1,060,369
312,052

55,710

1,015,354
305,429

46,205

19
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Note C - Revenue Recognition

We adopted Topic 606 using the modified retrospective transition method for all contracts that were not completed as
of January 1, 2018. The cumulative impact of adopting Topic 606 was recorded as a reduction to the opening balance
of retained earnings of $0.2 million, net of tax, as of January 1, 2018 with the offset recorded as a contract liability.
The adjustment is related to a change in the revenue recognition pattern for the performance obligations under certain
GS contracts including standard warranty revenues related to our product business and a contract that provides our
customer with a material right to a future discount. As of and for the nine months ended September 30, 2018, the
unaudited condensed consolidated financial statements were not materially impacted as a result of the application of
Topic 606 compared to Topic 605.

Revenue Recognition

All of our revenue and trade receivables are generated from contracts with customers and substantially all of our
revenues are derived from U.S. domestic operations. The following section describes the accounting policies that we
believe have significant judgment, or changes in judgment, as a result of adopting Topic 606.

Revenue is recognized when control of the promised goods or services is transferred to our customers at an amount
that reflects the consideration to which we expect to be entitled to in exchange for those goods or services. Revenue is
recorded net of sales or other transaction taxes collected from clients and remitted to taxing authorities.

For substantially all of our revenue transactions, we have determined that gross reporting of revenues as a principal
versus net as an agent is the appropriate accounting treatment because Kforce: (i) is primarily responsible for fulfilling
the promise to provide the specified good or service to the customer, (ii) has discretion in selecting and assigning the
temporary workers to particular jobs and establishing the bill rate, and (iii) bears the risk and rewards of the
transaction, including credit risk if the customer fails to pay for services performed.

Flex Revenue

Flex revenue is recognized over time as temporary staffing services are provided by our consultants at the
contractually established bill rates, net of applicable variable consideration. Reimbursements of travel and
out-of-pocket expenses ("billable expenses") are also recorded within Flex revenue when incurred and the equivalent
amount of expense is recorded in Direct costs in the Unaudited Condensed Consolidated Statements of Operations and
Comprehensive Income.

Certain temporary staffing services are provided under time-and-material and fixed-price arrangements. For
time-and-materials contracts, we recognize revenue in the amount of consideration to which we have the right to
invoice when it corresponds directly to the services transferred to the customer satisfied over time. For fixed-price
contracts, which are most frequently utilized in our GS segment, revenues are recognized over time using the input
method based on costs incurred as a proportion of estimated total costs. Incurred costs represent work performed,
which corresponds with, and thereby best depicts, the transfer of control to the customer. Management uses significant
judgments when estimating the total labor hours expected to complete the contract performance obligation.

Direct Hire Revenue

Direct Hire revenue is recognized at the agreed upon rate at the point in time when the performance obligation is
considered complete. Our policy requires the following criteria to be met in order for the performance obligation to be
considered complete: (i) the candidate accepted the position; (ii) the candidate resigned from their current employer;
and (iii) the agreed upon start date falls within the following month. Since the client has accepted the candidate and
can direct the use of and obtains the significant risk and rewards of the placement, we consider this point as the
transfer of control to our client.

Product Revenue

Revenue for our product business, which is a component of our GS segment, is recognized after the transfer of control
to the customer, which typically occurs upon delivery.

10
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Variable Consideration

Transaction prices for Flex revenue include variable consideration, such as customer rebates and

discounts. Management evaluates the facts and circumstances of each contract to estimate the variable consideration
using the most likely amount method which utilizes management’s expectation of the volume of services to be
provided over the applicable period. Direct Hire revenue is recorded net of a fallout reserve. Direct Hire fallouts occur
when a candidate does not remain employed with the client through the respective contingency period (typically 90
days or less). Management uses the expected value method to estimate the fallout reserve based on a combination of
past experience and current trends. Variable consideration reduces revenue, but may be constrained to the extent that it
is probable a significant reversal will not occur. These balances are recorded in Accounts payable and other accrued
liabilities in the Unaudited Condensed Consolidated Balance Sheets.

Under Topic 605, the Direct Hire fallout reserve was recorded as a Trade receivables allowance and under Topic 606,
it is recorded within Accounts payable and other accrued liabilities in the Unaudited Condensed Consolidated Balance
Sheets. As of September 30, 2018 and December 31, 2017, the Direct Hire fallout reserve was $0.6 million and $0.5
million, respectively.

Payment Terms

Our payment terms and conditions vary by arrangement, although terms are typically less than 90 days. Generally the
timing between the satisfaction of the performance obligation and the payment is not significant and we currently do
not have any significant financing components.

Cost of Services

Direct costs are composed of all related costs of employment for consultants, including compensation, payroll taxes,
certain fringe benefits and subcontractor costs. Direct costs exclude depreciation and amortization expense (except for
the product business), which is presented on a separate line in the accompanying Unaudited Condensed Consolidated
Statements of Operations and Comprehensive Income.

Associate and field management compensation, payroll taxes and fringe benefits are included in selling, general and
administrative expenses (“SG&A”), along with other customary costs such as administrative and corporate costs. We
generally expense sales commissions and any other incremental costs of obtaining a contract as incurred because the
amortization period would be less than one year.

Unsatisfied Performance Obligations

We do not disclose the value of unsatisfied performance obligations for contracts if either the original expected length
is one year or less or if revenue is recognized at the amount to which we have the right to invoice for services
performed.

11
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Disaggregation of Revenue

The following table provides information about disaggregated revenue by segment and revenue type for the three and

nine months ended September 30, 2018 and 2017 (in thousands):
Tech FA GS

Three

Months

Ended

September

30,

2018

Revenue by

type:

Flex

revenue

Direct Hire 3.925 6.557 o
revenue

Product
revenue
Total
Revenue

2017
Revenue by
type:

Flex
revenue

Direct Hire 5.133 7.016 o
revenue

Product
revenue
Total
Revenue
Nine
Months
Ended
September
30,

2018
Revenue by
type:

Flex
revenue
Direct Hire
revenue
Product
revenue

247,154 $ 68,948 $ 23,835

— — 5,033

251,079 $ 75,505 $ 28,868

224,148 $ 78,209 $ 23,978

— — 2,569

229,281 $ 85,225 $ 26,547

723,159 $ 215,988 $ 75,712
14,180 20,233 —

— — 11,097

Total

$ 339,937
10,482

5,033

$ 355,452
$ 326,335
12,149

2,569

$ 341,053
$ 1,014,859
34,413

11,097
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Total
Revenue
2017
Revenue by
type:

Flex
revenue

$ 737,339 $ 236,221 $ 86,809 $ 1,060,369

$ 663,778 $ 239,196 $ 66,708 $ 969,682

Direct Hire 15.917 21,590 _ 37,507
revenue

Product
revenue

Total
Revenue
GS Flex revenue includes 42.0% and 41.6% of revenue recognized from fixed-price contracts for the three and nine
months ended September 30, 2018, respectively. GS Flex revenue includes 35.8% and 32.0% of revenue recognized
from fixed-price contracts for the three and nine months ended September 30, 2017, respectively.

Contract Balances

We record accounts receivable when our right to consideration becomes unconditional. Other than our trade receivable
balance, we do not have any material contract assets as of January 1, 2018 and September 30, 2018.

We record a contract liability when we receive consideration from a customer prior to transferring goods or services to
the customer or if we have an unconditional right and services have been performed. We recognize the contract
liability as revenue after we have transferred control of the goods or services to the customer. Contract liabilities are
recorded within Accounts payable and other accrued liabilities if expected to be recognized in less than one year and
Other long-term liabilities, if over one year, in the Unaudited Condensed Consolidated Balance Sheets. We do not
have any material contract liabilities as of January 1, 2018 and September 30, 2018.

— — 8,165 8,165

$ 679,695 $ 260,786 $ 74,873 $ 1,015,354

12
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Note D - Commitments and Contingencies
Employment Agreements
Kforce has employment agreements with certain executives that provide for minimum compensation, salary and
continuation of certain benefits for a six-month to a three-year period after their employment ends under certain
circumstances. Certain of the agreements also provide for a severance payment ranging from one to three times annual
salary and one-half to three times average annual bonus if such an agreement is terminated without good cause by
Kforce or for good reason by the executive subject to certain post-employment restrictive covenants. At
September 30, 2018, our liability would be approximately $32.4 million if, following a change in control, all of the
executives under contract were terminated without good cause by the employer or if the executives resigned for good
reason and $13.4 million if, in the absence of a change in control, all of the executives under contract were terminated
by Kforce without good cause or if the executives resigned for good reason.
Litigation
We are involved in legal proceedings, claims and administrative matters that arise in the ordinary course of business.
We have made accruals with respect to certain of these matters, where appropriate, that are reflected in our unaudited
condensed consolidated financial statements but are not, individually or in the aggregate, considered material. For
other matters for which an accrual has not been made, we have not yet determined that a loss is probable or the
amount of loss cannot be reasonably estimated. While the ultimate outcome of the matters cannot be determined, we
currently do not expect that these proceedings and claims, individually or in the aggregate, will have a material effect
on our financial position, results of operations or cash flows. The outcome of any litigation is inherently uncertain,
however, and if decided adversely to us, or if we determine that settlement of particular litigation is appropriate, we
may be subject to liability that could have a material adverse effect on our financial position, results of operations or
cash flows. Kforce maintains liability insurance in amounts and with such coverage and deductibles as management
believes is reasonable. The principal liability risks that Kforce insures against are workers’ compensation, personal
injury, bodily injury, property damage, directors’ and officers’ liability, errors and omissions, cyber liability,
employment practices liability and fidelity losses. There can be no assurance that Kforce’s liability insurance will
cover all events or that the limits of coverage will be sufficient to fully cover all liabilities.
Note E - Accounts Payable and Other Accrued Liabilities
Accounts payable and other accrued liabilities consisted of the following (in thousands):

September 30, 2018 December 31, 2017

Accounts

payable $ 24,347 $ 21,591

Accrued
liabilities
Total
Accounts
payable and $
other

accrued
liabilities

13,419 13,282

37,766 $ 34,873

Our accounts payable balance includes vendor and independent contractor payables. Our accrued liabilities balance
includes the current portion of the deferred compensation plans liability, contract liabilities from contracts with
customers (such as rebates) and other accrued liabilities.

Note F - Accrued Payroll Costs

Accrued payroll costs consisted of the following (in thousands):

September 30, 2018 December 31, 2017
Payroll and
! $ 42,721 $ 37,788
benefits
3,265 2,596
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insurance

liabilities

Payroll taxes 1,861
Workers’
compensation 1,016
liabilities

Total Accrued

$ 48,863
payroll costs
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5,270

1,232

$

46,886
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Note G - Credit Facility

On May 25, 2017, the Firm entered into a credit agreement with Wells Fargo Bank, National Association, as
administrative agent, Wells Fargo Securities, LLC, as lead arranger and bookrunner, Bank of America, N.A., as
syndication agent, Regions Bank and BMO Harris Bank, N.A., as co-documentation agents, and the lenders referred
to therein (the “Credit Facility”). Under the Credit Facility, the Firm has a maximum borrowing capacity of $300.0
million, which may, subject to certain conditions and the participation of the lenders, be increased up to an aggregate
additional amount of $150.0 million (the “Commitment”), which will be available to the Firm in the form of revolving
credit loans, swingline loans and letters of credit. Letters of credit and swingline loans under the Credit Facility are
subject to sublimits of $10.0 million. The maturity date of the Credit Facility is May 25, 2022. Borrowings under the
Credit Facility are secured by substantially all of the tangible and intangible assets of the Firm, excluding the Firm’s
corporate headquarters and certain other designated executed collateral.

Revolving credit loans under the Credit Facility bear interest at a rate equal to (a) the Base Rate (as described below)
plus the Applicable Margin (as described below) or (b) the LIBOR Rate plus the Applicable Margin. Swingline loans
under the Credit Facility bear interest at a rate equal to the Base Rate plus the Applicable Margin. The Base Rate is the
highest of: (i) the Wells Fargo Bank, National Association prime rate, (ii) the federal funds rate plus 0.50% or (iii)
one-month LIBOR plus 1.00%, and the LIBOR Rate is reserve-adjusted LIBOR for the applicable interest period, but
not less than zero. The Applicable Margin is based on the Firm’s total leverage ratio. The Applicable Margin for Base
Rate loans ranges from 0.25% to 0.75% and the Applicable Margin for LIBOR Rate loans ranges from 1.25% to
1.75%. The Firm will pay a quarterly non-refundable commitment fee equal to the Applicable Margin on the average
daily unused portion of the Commitment (swingline loans do not constitute usage for this purpose). The Applicable
Margin for the commitment fee is based on the Firm’s total leverage ratio and ranges between 0.20% and 0.35%.

The Firm is subject to certain affirmative and negative covenants including (but not limited to), the maintenance of a
fixed charge coverage ratio of no less than 1.25 to 1.00 and the maintenance of a total leverage ratio of no greater than
3.25 to 1.00. The numerator in the fixed charge coverage ratio is defined pursuant to the Credit Facility as earnings
before interest expense, income taxes, depreciation and amortization, stock-based compensation expense and other
permitted items pursuant to our Credit Facility (disclosed as “Consolidated EBITDA”), less cash paid for capital
expenditures, income taxes and dividends. The denominator is defined as Kforce’s fixed charges such as interest
expense and principal payments paid or payable on outstanding debt other than borrowings under the Credit Facility.
The total leverage ratio is defined pursuant to the Credit Facility as total indebtedness divided by Consolidated
EBITDA. Our ability to make distributions or repurchases of equity securities could be limited if an event of default
has occurred. Furthermore, our ability to repurchase equity securities could be limited if (a) the total leverage ratio is
greater than 2.75 to 1.00 and (b) the Firm’s availability, inclusive of unrestricted cash, is less than $25.0 million. As of
September 30, 2018, Kforce was not limited in making distributions and executing repurchases of our equity
securities.

As of September 30, 2018 and December 31, 2017, $79.3 million and $116.5 million was outstanding, respectively.
Kforce had $3.2 million of outstanding letters of credit at September 30, 2018 and December 31, 2017 which,
pursuant to the Credit Facility, reduces the availability.

Note H - Employee Benefit Plans

Deferred Compensation Plans

The Firm maintains various non-qualified deferred compensation plans, pursuant to which eligible management and
highly compensated key employees, as defined by IRS regulations, may elect to defer all or part of their compensation
to later years. These amounts are classified in Accounts payable and other accrued liabilities if payable within the next
year or in Other long-term liabilities if payable after the next year or upon retirement or termination of employment in
the accompanying Unaudited Condensed Consolidated Balance Sheets. At September 30, 2018 and December 31,
2017, amounts related to the deferred compensation plans included in Accounts payable and other accrued liabilities
were $2.3 million and $2.9 million, respectively, and $31.8 million and $28.9 million were included in Other
long-term liabilities, respectively, in the Unaudited Condensed Consolidated Balance Sheets.

Kforce maintains a Rabbi Trust and holds life insurance policies on certain individuals to assist in the funding of the
deferred compensation liability. If necessary, employee distributions are funded through proceeds from the sale of
assets held within the Rabbi Trust. The balance of the assets within the Rabbi Trust, including the cash surrender
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value of the Company-owned life insurance policies, was $33.4 million and $31.4 million as of September 30, 2018

and December 31, 2017, respectively, and is included in Other assets, net in the accompanying Unaudited Condensed
Consolidated Balance Sheets.
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Supplemental Executive Retirement Plan

Kforce maintains a Supplemental Executive Retirement Plan (“SERP”) for the benefit of certain executive officers. The
primary goals of the SERP are to create an additional wealth accumulation opportunity, restore lost qualified pension
benefits due to government limitations and retain our covered executive officers. The SERP is a non-qualified benefit
plan and does not include elective deferrals of covered executive officers’ compensation.

The following table presents the components of net periodic benefit cost (in thousands):

Three Months Ended Nine Months Ended
September 30, September 30,
2018 2017 2018 2017

Service ¢ a3 ¢ 79§ 1014 S 239

cost

Interest 134 351 403

cost

Net

periodic 455 % 213 $ 1365 § 642

benefit

cost

The service cost is recorded in SG&A and the interest cost is recorded in Other expense, net in the accompanying
Unaudited Condensed Consolidated Statements of Operations and Comprehensive Income.

The projected benefit obligation as of September 30, 2018 and December 31, 2017 was $15.8 million and $14.4
million, respectively, and is recorded in Other long-term liabilities in the accompanying Unaudited Condensed
Consolidated Balance Sheets. There is no requirement for Kforce to fund the SERP and, as a result, no contributions
were made to the SERP during the nine months ended September 30, 2018. Kforce does not currently anticipate
funding the SERP during the year ended December 31, 2018.

Note I - Stock Incentive Plans

On April 18, 2017, the Kforce shareholders approved the 2017 Stock Incentive Plan (“2017 Plan’). The 2017 Plan
allows for the issuance of stock options, stock appreciation rights, stock awards (including restricted stock awards
(“RSAs”) and restricted stock units (“RSUs”)) and other stock-based awards. The aggregate number of shares of common
stock that are subject to awards under the 2017 Plan is approximately 3.0 million shares. The 2017 Plan terminates on
April 18, 2027. Prior to the effective date of the 2017 Plan, the Company granted stock awards to eligible participants
under our 2016 Stock Incentive Plan and 2013 Stock Incentive Plan (collectively the “Prior Plans”). As of the effective
date of the 2017 Plan, no additional awards may be granted pursuant to the Prior Plans; however, awards outstanding
as of the effective date will continue to vest in accordance with the terms of the Prior Plans.

During the three months ended September 30, 2018 and 2017, stock-based compensation expense was $2.0 million
and $1.8 million, respectively. During the nine months ended September 30, 2018 and 2017, stock-based
compensation expense was $6.6 million and $5.7 million, respectively.

Restricted Stock

Restricted stock (including RSAs and RSUs) are granted to executives and management either: for awards related to
Kforce’s annual long-term incentive (“LTI”’) compensation program or as part of a compensation package in order to
retain directors, executives and management. The LTI award amounts are generally based on total shareholder return
performance goals. Restricted stock granted during the nine months ended September 30, 2018 will vest over a period
between one to ten years, with equal vesting annually.

RSAs contain the same voting rights as other common stock as well as the right to forfeitable dividends in the form of
additional RSAs at the same rate as the cash dividend on common stock and containing the same vesting provisions as
the underlying award. RSUs contain no voting rights, but have the right to forfeitable dividend equivalents in the form
of additional RSUs at the same rate as the cash dividend on common stock and containing the same vesting provisions
as the underlying award. The distribution of shares of common stock for each RSU, pursuant to the terms of the
Kforce Inc. Director’s Restricted Stock Unit Deferral Plan, can be deferred to a date later than the vesting date if an
appropriate election was made. In the event of such deferral, vested RSUs have the right to dividend equivalents.
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The following table presents the restricted stock activity for the nine months ended September 30, 2018 (in thousands,
except per share amounts):

Weighted Average Total Intrinsic
Number of Restricted Stock Grant Date Value of Restricted
Fair Value Stock Vested
Outstanding
at December 1,355 $ 22.67
31,2017
Granted 135 $ 27.37
Forfeited (90) $ 22.81
Vested 79) $ 23.26 $ 2,654
Outstanding
at September 1,321 $ 23.23
30, 2018

As of September 30, 2018, total unrecognized stock compensation expense related to restricted stock was $22.4
million, which will be recognized over a weighted average remaining period of 4.0 years.

Note J - Derivative Instrument and Hedging Activity

Kforce is exposed to interest rate risk as a result of our corporate borrowing activities. The Firm uses an interest rate
swap derivative as a risk management tool to mitigate the potential impact of rising interest rates on our variable rate
debt.

On April 21, 2017, Kforce entered into a forward-starting interest rate swap agreement with Wells Fargo Bank, N.A.
(the “Swap”). The Swap was effective May 31, 2017 and matures April 29, 2022. The Swap rate is 1.81%, which is
added to our interest rate margin to determine the fixed rate that the Firm will pay to the counterparty during the term
of the Swap based on the notional amount of the Swap. The notional amount of the Swap is $65.0 million for the first
three years and decreases to $25.0 million for years four and five.

The Swap has been designated as a cash flow hedge and was effective as of September 30, 2018. The change in the
fair value of the Swap was recorded as a component of Accumulated other comprehensive income in the Unaudited
Condensed Consolidated Balance Sheets. As of September 30, 2018 and December 31, 2017, the fair value of the
Swap asset was $1.6 million and $0.5 million, respectively.

Note K - Fair Value Measurements

Kforce’s interest rate swap is measured at fair value using readily observable inputs, such as the LIBOR interest rate,
which are considered to be Level 2 inputs. The Swap is recorded in Other assets, net within the accompanying
Unaudited Condensed Consolidated Balance Sheets. Refer to Note J - “Derivative Instrument and Hedging Activity” for
a complete discussion of the Firm’s derivative instrument.

Our contingent consideration liability relates to a non-significant business acquisition within our GS segment, which
is measured on a recurring basis and recorded at fair value, using the discounted cash flow method. The inputs used to
calculate the fair value of the contingent consideration liability are considered to be Level 3 inputs due to the lack of
relevant market activity and significant management judgment. An increase in future cash flows may result in a higher
estimated fair value while a decrease in future cash flows may result in a lower estimated fair value of the contingent
consideration liability. Remeasurements to fair value are recorded in Other expense, net within the accompanying
Unaudited Condensed Consolidated Statements of Operations and Comprehensive Income. There was no activity in
our recurring Level 3 fair value measurements for the nine months ended September 30, 2018. The contingent
consideration liability is recorded in Other long-term liabilities within the accompanying Unaudited Condensed
Consolidated Balance Sheets.

Certain assets, in specific circumstances, are measured at fair value on a non-recurring basis utilizing Level 3 inputs
such as goodwill, other intangible assets and other long-lived assets. For these assets, measurement at fair value in
periods subsequent to their initial recognition would be applicable if one or more of these assets were determined to be
impaired.
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The following table sets forth by level, within the fair value hierarchy, estimated fair values on a recurring basis at
September 30, 2018 and December 31, 2017 (in thousands):

Assets /(Liabilities) Quoted Prices in Significant

Active Markets Other Significant

Measured at Fair Asset/(Liability) for Identical Observable Unobservable
Inputs (Level 3)

Value: Assets (Level 1) Inputs (Level 2)

At September 30,

2018

Recurring basis:

Interest rate swap

derivative $ 1,561 $ — $ 1,561 $ —
instrument

Contingent

consideration $ (191) $ — 3 — $ (191)
liability

At December 31,

2017

Recurring basis:

Interest rate swap
derivative $ 479 $ — $ 479 $ —
instrument

Contingent
consideration $ (191) $ — 3 — $ (191)
liability

There were no transfers into or out of Level 1, 2 or 3 assets or liabilities during the nine months ended September 30,

2018.

Note L - Supplemental Cash Flow Information

The following table provides information regarding supplemental cash flows (in thousands):
Nine Months Ended September 30,
2018 2017

Cash Paid

During the

Period For:

Income taxes $ 8,583

Interest, net $ 3,132

Non-Cash

Financing and

Investing

Transactions:

&+

15,204
2,714

&+

Employee stock

405 $ 399
purchase plan

Equipment
acquired under $ 424 $ 465
capital leases

Shares tendered $§ 46 $  —
in payment of
exercise price of
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stock options

Receivable for

sale of Global's $§ — $ 1,979

assets

During the nine months ended September 30, 2018, cash provided by operating activities included the receipt of an
income tax refund in the amount of $6.8 million. Our effective tax rate for the nine months ended September 30, 2018
was positively impacted by the Tax Cuts and Jobs Act ("TCJA").

ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS
OF OPERATIONS.

The following Management’s Discussion and Analysis of Financial Condition and Results of Operations is intended to
help the reader understand Kforce Inc., our operations and present business environment. This MD&A should be read
in conjunction with Item 1. Financial Statements of this report on Form 10-Q. This overview summarizes the MD&A,
which includes:

*Executive Summary — An executive summary of our results of operations as of and for the nine months ended
September 30, 2018.

*Results of Operations — An analysis of Kforce’s unaudited consolidated results of operations for the three and nine
months ended September 30, 2018 and 2017, which have been presented in the unaudited condensed consolidated
financial statements. In order to assist the reader in understanding our business as a whole, certain metrics are
presented for each of our segments.

*Liquidity and Capital Resources — An analysis of cash flows, credit facility, stock repurchases, off-balance sheet
arrangements and contractual obligations and commitments.

«Critical Accounting Estimates — A discussion of the accounting estimates that are most critical to aid in fully
understanding and evaluating our reported financial results and that require management’s most difficult, subjective or
complex judgments.

*New Accounting Standards — A discussion of recently issued accounting standards and the potential impact on our
consolidated financial statements.
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EXECUTIVE SUMMARY

The following is an executive summary of what Kforce believes are highlights as of and for the nine months ended
September 30, 2018, which should be considered in the context of the additional discussions herein and in conjunction
with the unaudited condensed consolidated financial statements and notes thereto.

* Revenue for the nine months ended September 30, 2018 increased 4.4% to $1.1 billion from $1.0 billion in the
comparable period in 2017.

* Flex revenue for the nine months ended September 30, 2018 increased 4.7% over the comparable period in 2017.
Flex revenue increased 8.9% and 13.5% for Tech and GS, respectively, and decreased 9.7% for FA. The
year-over-year growth rate in our largest line of business, Tech Flex, increased to 10.3% in the third quarter of 2018
from 9.8% in the second quarter of 2018.

* Direct Hire revenue for the nine months ended September 30, 2018 decreased 8.2% to $34.4 million from $37.5
million in the comparable period in 2017 due to volatility and sensitivity to economic cycles in the markets we
selectively invest in.

* Flex gross profit margin for the nine months ended September 30, 2018 decreased 40 basis points to 26.7% from
27.1% in the comparable period in 2017. For the nine months ended September 30, 2018, Flex gross profit remained
flat for Tech; increased 10 basis points for FA; and decreased 580 basis points for GS. Our GS business is operating in
a cost competitive environment and, as such, has experienced reduced profitability in certain of its larger contracts.

* SG&A expenses as a percentage of revenue for the nine months ended September 30, 2018 decreased to 23.3% from
24.5% in the comparable period in 2017. The 120 basis point decrease was primarily a result of increased leverage as
a result of enhancements to our performance-based compensation plans; improved productivity of our associates;
lower revenue-generating headcount; reduced costs as a result of previous realignment activities; and a continued
focus on expense discipline.

* Net income for the nine months ended September 30, 2018 increased 53.3% to $41.6 million from $27.1 million in
the comparable period in 2017 driven by the factors noted above as well as the reduction in our effective tax rate due
to the enactment of the TCJA.

* Diluted earnings per share for the nine months ended September 30, 2018 increased to $1.65 per share from $1.06 per
share in the comparable period in 2017 driven primarily by the factors noted above.

* During the third quarter of 2018, our Board of Directors approved a 50% increase to the quarterly dividend, bringing
it to $0.18 per share. The Firm declared and paid quarterly dividends totaling $0.42 per share during the nine months
ended September 30, 2018, resulting in a total cash payout of $10.4 million.

* The total amount outstanding under our Credit Facility as of September 30, 2018 was $79.3 million, which decreased
$21.3 million and $37.2 million from June 30, 2018 and December 31, 2017, respectively.

* Cash provided by operating activities was $64.7 million during the nine months ended September 30, 2018 compared
to $5.6 million in the nine months ended September 30, 2017 primarily due to increasing levels of profitability and
improved collections of our accounts receivable.
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RESULTS OF OPERATIONS

Business Overview

Kforce provides professional staffing services and solutions to clients through our Tech, FA and GS segments. Kforce
provides staffing services and solutions on both a temporary (‘“Flex”) and permanent (“Direct Hire”) basis. We operate
through our corporate headquarters in Tampa, Florida with approximately 60 field offices located throughout the
United States. As of September 30, 2018, Kforce employed nearly 2,400 associates and more than 11,000 consultants
on assignment.

Kforce serves clients across many industries and geographies as well as companies of all sizes with a particular focus
on Fortune 1000 and similarly-sized companies. We also provide services and solutions to the Federal Government as
well as state and local governments, as a prime contractor and subcontractor. We believe that our portfolio of service
offerings, which are focused in Tech and FA (areas of expected growth), are a key contributor to our long-term
financial stability.

From an economic standpoint, temporary employment figures and trends are important indicators of staffing demand,
which continued to be positive during 2018, based on data published by the Bureau of Labor Statistics and Staffing
Industry Analysts. The penetration rate (the percentage of temporary staffing to total employment) and unemployment
rate was 2.05% and 3.7%, respectively, in September 2018. Total non-farm employment was up 1.7% year-over-year
as of September 2018, and temporary help employment was up 2.9% for the same period. In addition, the
college-level unemployment rate, which we believe serves as a proxy for professional employment and therefore
aligns well with the candidate and consultant population that Kforce most typically serves, was 2.0% in September
2018. Further, we believe that the unemployment rate in the specialties we serve, especially in certain technology skill
sets, is lower than the published averages, which we believe speaks to the demand environment in which we are
operating.

Operating Results - Three and Nine Months Ended September 30, 2018 and 2017

In order to align the discussion of our Operating Results with Note C - “Revenue Recognition” in the Notes to the
Unaudited Condensed Consolidated Financial Statements included in Item 1. Financial Statements of this report, we
have disaggregated our GS product business and modified the presentation to exclude it from Flex revenue and Flex
gross profit. Prior periods have been adjusted to align with the current presentation.

The following table presents, as a percentage of revenue, certain items in our Unaudited Condensed Consolidated
Statements of Operations and Comprehensive Income:

Three Months Nine Months
Ended Ended
September 30, September 30,
2018 2017 2018 2017

Revenue by

segment:

Tech 706 692 695 660

FA 21.2 250 22.3 25.7

GS 8.2 7.8 8.2 7.4

Total Revenue 100.0 160.0 100.0 160.0

Revenue by

type:

Flex 986 9567 9867 9565

Direct Hire 3.0 3.6 3.3 3.7

Product 1.4 0.7 1.0 0.8

Total Revenue 100.0 160.0 100.0 160.0
Gross profit 294 306 294 3001
294 290 233 2965
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Revenue. The following table presents revenue by type for each segment and the percentage change from the prior
period (in thousands):

Nine Months Ended September

Three Months Ended September 30, 30
b

Increase Increase
2018 (Decrease) 2017 2018 (Decrease) 2017

Tech

Flex

$ 247,154 103 $ 224,148 $ 723,159 8% $ 663,778
revenue

Direct

Hire 3,925 (23.5) 5,133 14,180 (19.9) 15,917

revenue

Total

Tech $ 251,079 9% $ 2290281 $ 737,339 8% $ 679,695
revenue

FA

Flex

$ 68,948  (1B.8) $ 78,209 $ 215,988  (9A) $ 239,196
revenue

Direct
Hire 6,557 (65) 7,016 20,233 (63) 21,590
revenue

ToulFA ' 75505 (4)  $ 85225 S 236221 () S 260786
revenue

GS

Flex
revenue

Product
revenue

Total GS$ 28.868 8% $ 26547 $ 86,809 159 $ 74,873
revenue

$ 23,835 (O%) $ 23978 $ 75,712 1365 $ 66,708

5,033 989 2,569 11,097 359 8,165

Total
Flex $ 339,937 4% $ 326,335 $ 1,014,859 4% $ 969,682
revenue
Total

Direct
Hire

revenue
Total

Product 5,033 959 2,569 11,097 3959 8,165
revenue

Total

Revenu

10,482 (13.7) 12,149 34,413 (82) 37,507

R $ 355452 4% $ 341,053 § 1,060,369 4% $ 1,015,354

Our quarterly operating results are affected by the number of billing days in a quarter. The following table presents the
year-over-year revenue growth rates, on a billing day basis, for the last five quarters:

Year-Over-Year Revenue Growth Rates
(Per Billing Day)
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Q3 Q22018 Q12018 Q42017 Q32017

2018
Billing ¢ 64 64 61 63
Days
Tech 103 9% 6% 5% 3%
Flex

FA Flex (9.8) (9%4) (D) 0% 4%
GS Flex (06) 182 2465 299 1%7

Toal 4 s 42 5% 42
Flex
Toal g s¢ 39  sa& 3@
Firm

Flex Revenue. The key drivers of Flex revenue are the number of consultants on assignment and billable hours, the bill
rate per hour and, to a limited extent, the amount of billable expenses incurred by Kforce.

Flex revenue for our largest segment, Tech, increased during the three and nine months ended September 30, 2018 by
10.3% and 8.9%, respectively, as compared to the same periods in 2017. The secular drivers of technology spend have
remained intact with many companies becoming increasingly dependent on the efficiencies provided by technology
and the need for innovation to support business strategies and sustain relevancy in today’s rapidly changing
marketplace. Tech Flex revenue for the third quarter of 2018 was lower-than-expected due to fewer new assignment
starts. We expect Tech Flex year-over-year growth rates to decelerate in the fourth quarter of 2018.

Our FA segment experienced a decrease in Flex revenue of 11.8% and 9.7% during the three and nine months ended
September 30, 2018, respectively, as compared to the same periods in 2017. While we expected a year-over-year
decrease in FA Flex revenue in the second and third quarter of 2018, the rate of decline was greater than we
anticipated as a result of lower new assignments starts. We expect FA Flex revenue to increase slightly on a sequential
basis due to a large project that began in the fourth quarter of 2018 and expect a decline on a year-over-year basis.
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Our GS segment experienced a decrease in Flex revenue of 0.6% and an increase of 13.5% for the three and nine
months ended September 30, 2018, respectively, as compared to the same periods in 2017. The year-over-year
increase in the first half of 2018 was primarily a result of two new prime contract wins secured in the third quarter of
2017. Flex revenue for GS was lower than our expectations in the third quarter due to anticipated new business awards
not materializing as quickly and billable headcount attrition on lower margin contracts. We expect our GS Flex
revenue to remain flat or be slightly down on a year-over-year basis in the fourth quarter of 2018.

As our GS Flex business provides temporary staffing services under both time-and-material and fixed-price contracts,
key drivers for the change in Flex revenue and Flex hours billed are not presented in the tables below.

The following table presents the key drivers for the change in Flex revenue for our Tech and FA segments over the
prior period (in thousands):

Three Months Ended Nine Months Ended
September 30, 2018 vs. September 30, September 30, 2018 vs.
2017 September 30, 2017
Tech FA Tech FA

Key Drivers

Volume

(hours $ 1,363 $ (13474) % 868 $ (33,064)

billed)

Bill rate 21,071 4,161 55,517 9,707

Billable 4 52 2,996 149

expenses

Total

;T::ge Mg 23006 $  (9261) $ 59381 $ (23,208)

revenue

Tech Flex revenue was impacted by the asset sale of Kforce Global Solutions, Inc (“Global”), which occurred in the
third quarter of 2017. For the nine months ended September 30, 2017, Global contributed approximately 5% of the
total hours billed and 1% of Flex revenue. The volume previously contributed by Global has been replaced by organic
growth in the remainder of our portfolio at significantly higher bill rates.

The following table presents total Flex hours billed for our Tech and FA segments and percentage change over the
prior period (in thousands):

Three Months Ended Nine Months Ended
September 30, September 30,
Increase Increase

2018 (Decrease) 2017 2018 (Decrease) 2017

Tech 3,310% 3,299 9,791 0% 9,778

FA 1,94Q1%.3) 2,347 6,215 (1%.8) 7,213

Total

Flex 5,26(678) 5,646 16,006 (518) 16,991

hours ’ ’ ’ ’

billed

Direct Hire Revenue. The key drivers of Direct Hire revenue are the number of placements and the associated
placement fee. Direct Hire revenue also includes conversion revenue, which occurs when consultants initially assigned
to a client on a temporary basis are later converted to a permanent placement for a fee. Our GS segment does not make
permanent placements.

Direct Hire revenue decreased 13.7% and 8.2% during the three and nine months ended September 30, 2018,
respectively, as compared to the same periods in 2017. We continue to be very selective in our investments in this line
of business given the volatility and sensitivity to economic cycles. We expect a seasonal decrease in the fourth quarter
and continued year-over-year declines in revenue.

39



Edgar Filing: KFORCE INC - Form 10-Q

The following table presents the key drivers for the change in Direct Hire revenue for our Tech and FA segments over

the prior period (in thousands):

Three Months Ended
September 30, 2018 vs. September 30,
2017
Tech FA
Key Drivers
Volume

(numberof $ (1,166) $  (1,102)
placements)

Placement fee (42) 643

Total change
inDirectHire $ (1,208) $ (459)
revenue

21

Nine Months Ended

September 30, 2018 vs.
September 30, 2017

FA

$ (1,667)
310

$ (1,357)
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The following table presents the total number of placements for our Tech and FA segments and percentage change
over the prior period:

Three Months Ended Nine Months Ended
September 30, September 30,
Increase Increase
2018 (Decrease) 2017 2018 (Decrease) 2017
Tech 234 (22.8) 303 794 (1%.1) 914
FA 487 (1%.7) 578 1,627 (FB) 1,764
Total number
of 721 (18.2) 881 2,421 (9%) 2,678
placements

The following table presents the average placement fee for our Tech and FA segments and percentage change over the
prior period:

Three Months Ended September 30, Nine Months Ended September

30,
2018 ?Bcer;z;ese) 2017 2018 g;fc ii;ese) 2017
Tech $ 16,742 (190) $ 16917 $ 17,861 2% $ 17,406
FA $ 13,458 169 $ 12,139 $ 12432 1% $ 12,242
Total
?);:(f:r%leent $ 14,525 5% $ 13784 $ 14212 1% $ 14,005
fee

Gross Profit. Gross profit is determined by deducting direct costs (primarily consultant compensation, payroll taxes,
payroll-related insurance and certain fringe benefits, as well as subcontractor costs) from total revenue. There are no
consultant payroll costs associated with Direct Hire placements, thus all Direct Hire revenue increases gross profit by
the full amount of the placement fee.

The following table presents the gross profit percentage (gross profit as a percentage of total revenue) for each
segment and percentage change over the prior period:

Three Months Ended September Nine Months Ended
30, September 30,
2018 %]';cer:rz:]‘;e) 2017 2018 gl';cerce:;‘;e) 2017

Tech 2%1 (3d) 286 280 (1) 2863

FA 3%l 0% 340 347 0% 394

GS 289 (1%.7) 343 268 (1%.6) 304

Total gross

profit 294 (3D) 306 294 (Z3) 3001

percentage

The change in total gross profit percentage for the three and nine months ended September 30, 2018 as compared to
the same periods in 2017, is primarily the result of a decline in the overall mix of Direct Hire revenue compared to
total revenue and a decline in Flex gross profit.

Flex gross profit percentage (Flex gross profit as a percentage of Flex revenue) provides management with helpful
insight into the other drivers of total gross profit percentage driven by our Flex business such as changes in the spread
between the consultants’ bill rate and pay rate.

The following table presents the Flex gross profit percentage for each segment and percentage change over the prior
period:
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Tech
FA
GS

Total Flex
gross profit
percentage
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Three Months Ended September

30,
2018
2665

2940
296

2807

Increase
(Decrease)

(¥B)
—q
(3.2)

(41))
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2017

290
290
394

298

2018

266
286
2%0

2667

Increase
(Decrease)

—%
0%
(20.9)

(¥b)

Nine Months Ended
September 30,

2017
266

285
298

2%l

42



Edgar Filing: KFORCE INC - Form 10-Q

Flex gross profit percentage decreased 110 and 40 basis points for the three and nine months ended September 30,
2018, respectively, as compared to the same periods in 2017.

* Tech Flex gross profit margin decreased 50 basis points and remained flat for the three and nine months ended
September 30, 2018, respectively, as compared to the same periods in 2017, primarily due to compression in bill and
pay spreads during the third quarter of 2018 as well as higher health insurance costs. Bill rates within Tech Flex
improved 8.4% for the nine months ended September 30, 2018 and our pay rates increased at a slightly greater pace
given the candidate-constrained environment.

* FA Flex gross profit margin remained flat and increased 10 basis points for the three and nine months ended
September 30, 2018, respectively, as compared to the same periods in 2017. Spreads in our FA Flex business have
remained stable. Bill rates within FA Flex improved 4.7% for the nine months ended September 30, 2018, as we
pursue a more balanced mix of higher skilled roles.

* GS Flex gross profit margin decreased 980 and 580 basis points for the three and nine months ended September 30,
2018, respectively, as compared to the same periods in 2017. GS was successful in winning a significant recompete in
the first half of 2018; however, this contract is expected to put pressure on GS margins. While our GS business
continues to operate in a cost competitive environment, we are focused on taking actions we believe will improve the
profitability of certain low margin engagements and strategically position new business pursuits towards higher
margin opportunities.

Kforce continues to focus on training our revenue-generating associates on effective pricing and optimizing the spread
between bill rates and pay rates. We believe this will serve to obtain the optimal volume, rate, effort and duration of
assignment, while ultimately maximizing the benefit for our clients, our consultants and Kforce.

The following table presents the key drivers for the change in Flex gross profit for our Tech and FA segments over the
prior period (in thousands):

Three Months Ended Nine Months Ended
September 30, 2018 vs. September September 30, 2018 vs.
30,2017 September 30, 2017
Tech FA Tech FA

Key Drivers

Revenue ¢ 6200 § (2687 § 15772 S (6,605)

impact

Profitability .} 35) (40) 442 370

1mpact

Total change

in Flex gross $ 5,170 $ @727 $ 16,214 $ (6,235)

profit

SG&A Expenses. Total compensation, commissions, payroll taxes and benefit costs as a percentage of SG&A
represented 83.2% and 83.6% for the three and nine months ended September 30, 2018, respectively, as compared to
86.2% and 84.9% for the comparable periods in 2017, respectively. Commissions and other bonus incentives for our
revenue-generating talent are variable costs driven primarily by revenue and gross profit levels, and associate
performance. Therefore, as gross profit levels change, these expenses would also generally be anticipated to change,
but remain relatively consistent as a percentage of revenues.
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The following table presents components of SG&A as a percentage of total revenue (in thousands):

2018 % of 2017 % of
Revenue Revenue

Three Months
Ended
September 30,

Compensation,

commissions,

payroll taxes $ 66,377 186 $ 70,655 2067
and benefits

costs

Other (1) 13,394 3% 11,266 3%
Total SG&A  $ 79,771 2%A $ 81,921 2440

Nine Months
Ended
September 30,

Compensation,

commissions,

payroll taxes  $ 206,373 195 $ 211,551 208
and benefits

costs

Other (1) 40,438 3% 37,554 3%

Total SG&A  $ 246,811 233 $ 249,105 245

(1) Balances in “other” include bad debt expense, lease expense, professional fees, travel, telephone,

computer and certain other expenses.

SG&A as a percentage of revenue decreased 160 and 120 basis points for the three and nine months ended
September 30, 2018, respectively, as compared to the same periods in 2017. The decrease is primarily a result of
increased leverage as a result of enhancements to our performance-based compensation plans; improved productivity
of our associates; lower revenue-generating headcount; reduced costs as a result of previous realignment activities;
and a continued focus on expense discipline. The increase in other SG&A is related to the $3.3 million gain on the
sale of Global’s assets recorded during the three and nine months ended September 30, 2017, offset by a $1.0 million
disaster relief contribution to support recovery efforts related to Hurricane Harvey and Irma.

Going forward, the Firm anticipates continued focus on improving the productivity of our associates and exercising
solid expense discipline to generate future leverage in SG&A.

Depreciation and Amortization. The following table presents depreciation and amortization expense and percentage
change over the prior period by major category (in thousands):

Three Months Ended September 30, Nine Months Ended September

30,
Increase Increase

2018 (Decrease) 2017 2018 (Decrease) 2017
Fixed asset
depreciation ¢ 556 () $ 1,761 $ 4791  (SA) $ 5,248
(includes
capital leases)
Capitalized
software 305 160 263 842 193 706
amortization

86 —% 86 259 —% 259
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Intangible
asset
amortization

Total

]a)ne(fremauon $ 1947  (7A) $ 2110 $ 5892 (3B $ 6.213

amortization

Other Expense, Net. Other expense, net for the three and nine months ended September 30, 2018 was $1.0 million
and $3.6 million, respectively. Other expense, net for the three and nine months ended September 30, 2017 was $1.4
million and $3.9 million, respectively. Other expense, net consists primarily of interest expense related to outstanding
borrowings under our Credit Facility.

Income Tax Expense. Income tax expense as a percentage of income before income taxes (our “effective tax rate”) for
the nine months ended September 30, 2018 and 2017 was 25.3% and 41.3%, respectively. Our effective tax rate for
the nine months ended September 30, 2018 was positively impacted by the TCJA. Our effective rate during the nine
months ended September 30, 2017 was negatively impacted by a $1.6 million valuation allowance placed on our
foreign tax credit deferred tax asset that we expect may not be realizable as a result of the sale of Global’s assets.
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Non-GAAP Financial Measures

Free Cash Flow. “Free Cash Flow”, a non-GAAP financial measure, is defined by Kforce as net cash provided by
operating activities determined in accordance with GAAP, less capital expenditures. Management believes this
provides an additional way of viewing our liquidity that, when viewed with our GAAP results, provides a more
complete understanding of factors and trends affecting our cash flows and is useful information to investors as it
provides a measure of the amount of cash generated from the business that can be used for strategic opportunities
including investing in our business, making acquisitions, repurchasing common stock or paying dividends. Free Cash
Flow has limitations due to the fact that it does not represent the residual cash flow available for discretionary
expenditures. Therefore, we believe it is important to view Free Cash Flow as a complement to our Unaudited
Condensed Consolidated Statements of Cash Flows.

The following table presents Free Cash Flow (in thousands):

Nine Months Ended September 30,

2018 2017
Net income $ 41,624 $ 27,145
Non-cash
provisions and 15,321 15,542
other
Changes in
operating 7,730 (37,038)
assets/liabilities
Net cash
provided by 64,675 5,649
operating
activities
Capital
eXII))enditures (4,005) (5424
Free cash flow 60,670 225
Proceeds from
sale of Global's 1,000 1,000
assets
Change in debt ~ (37,223) 14,553
Sepnhee s (46 4220
Cash dividends  (10,404) (9,125)
Other (1,491) (3,206)
Change in cash
and cash $ 87 $ (779)
equivalents

Adjusted EBITDA. “Adjusted EBITDA”, a non-GAAP financial measure, is defined by Kforce as net income before
depreciation and amortization, stock-based compensation expense, interest expense, net and income tax expense.
Adjusted EBITDA should not be considered a measure of financial performance under GAAP. Items excluded from
Adjusted EBITDA are significant components in understanding and assessing our past and future financial
performance, and this presentation should not be construed as an inference by us that our future results will be
unaffected by those items excluded from Adjusted EBITDA. Adjusted EBITDA is a key measure used by
management to assess our operations including our ability to generate cash flows and our ability to repay our debt
obligations and management believes it provides a good metric of our core profitability in comparing our performance
to our competitors, as well as our performance over different time periods. Consequently, management believes it is
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useful information to investors. The measure should not be considered in isolation or as an alternative to net income,
cash flows or other financial statement information presented in the consolidated financial statements as indicators of
financial performance or liquidity. The measure is not determined in accordance with GAAP and is thus susceptible to
varying calculations. Also, Adjusted EBITDA, as presented, may not be comparable to similarly titled measures of
other companies.

In addition, although we excluded amortization of stock-based compensation expense because it is a non-cash
expense, we expect to continue to incur stock-based compensation in the future and the associated stock issued may
result in an increase in our outstanding shares of stock, which may result in the dilution of our stockholder ownership
interest. We suggest that you evaluate these items and the potential risks of excluding such items when analyzing our
financial position.
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The following table presents Adjusted EBITDA and includes a reconciliation of Adjusted EBITDA to net income (in

thousands):

Three Months
Ended
September 30,
Net income
Depreciation
and
amortization
Stock-based
compensation
expense
Interest
expense, net
Income tax
expense

Adjusted
EBITDA

Nine Months
Ended
September 30,

Net income
Depreciation
and
amortization
Stock-based
compensation
expense
Interest
expense, net
Income tax
expense

Adjusted
EBITDA

2018

$ 16,177

2,074

2,006

1,034

5,442

$ 26,733

$ 41,624

6,246

6,558

3,568

14,086

$ 72,082

2017

$ 10,099

2,165

1,798

1,295

8,881

$ 24,238

$ 27,145

6,373

5,667

3,813

19,060

$ 62,058

LIQUIDITY AND CAPITAL RESOURCES

To meet our capital and liquidity requirements, we primarily rely on operating cash flow as well as borrowings under
our Credit Facility. At September 30, 2018, Kforce had $157.2 million in working capital compared to $161.7 million
at December 31, 2017.

Cash Flows

We are principally focused on achieving an appropriate balance of cash flow across several areas of opportunity such
as: generating positive cash flow from operating activities; returning capital to our shareholders through our quarterly
dividends and common stock repurchase program; maintaining appropriate leverage under our Credit Facility;
investing in our infrastructure to allow sustainable growth via capital expenditures; and maintaining sufficient
liquidity to complete acquisitions or other strategic investments.

48



Edgar Filing: KFORCE INC - Form 10-Q

Cash provided by operating activities was $64.7 million during the nine months ended September 30, 2018 compared
to $5.6 million in the nine months ended September 30, 2017. Our largest source of operating cash flows is the
collection of trade receivables and our largest use of operating cash flows is the payment of our associate and
consultant compensation. The increase in cash provided by operating activities during the nine months ended
September 30, 2018 as compared to the same period in 2017 is primarily due to increasing levels of profitability and
improved collections of our accounts receivable, a lower effective tax rate and receipt of a $6.8 million income tax
refund. As a result of the TCJA, we are on target to generate an additional $10.0 million in operating cash for the year,
which relates to the decrease in our effective tax rate.

Cash used in investing activities was $3.0 million during the nine months ended September 30, 2018 compared to $4.4
million in the nine months ended September 30, 2017, which consists of capital expenditures (except for equipment
acquired under capital leases). We expect to continue selectively investing in our infrastructure in order to support the
future growth and evolution of our operating model. In addition, we continually review our portfolio of businesses and
their operations in comparison to our internal strategic and performance objectives. As part of this review, we may
acquire other businesses and further invest in, fully divest and/or sell parts of our current businesses.

Cash used in financing activities was $61.6 million during the nine months ended September 30, 2018 compared to
$2.0 million in the nine months ended September 30, 2017. This was primarily driven by a reduction in the
outstanding balance under our Credit Facility of $37.2 million during the nine months ended September 30, 2018
versus an increase of $14.6 million for the same period in 2017, as well as an increase in cash used for common stock
repurchases and dividends.
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The following table presents the cash flow impact of the common stock repurchase activity (in thousands):

Nine Months Ended September 30,
2018 2017

Open market $

9,565 $ 2,077
repurchases

Repurchase of
shares related
to tax
withholding
requirements
for vesting of
restricted
stock

Total cash
flow impact of
common stock
repurchases

2,900 2,149

$ 12465 § 4,226

Cash paid in

current period

for settlement  $ 3,323 $ 935

of prior year

repurchases

During the nine months ended September 30, 2018 and 2017, Kforce declared and paid quarterly dividends of $10.4
million ($0.42 per share) and $9.1 million ($0.36 per share), respectively. Our Board of Directors approved a 50%
increase to our quarterly dividend, bringing the payout to $0.18 per share effective with our third quarter 2018
dividend. The declaration, payment and amount of future dividends are discretionary and will be subject to
determination by our Board of Directors each quarter following its review of, among other things, the Firm’s current
and expected financial performance as well as the ability to pay dividends under applicable law.

We believe that existing cash and cash equivalents, cash flow from operations, and available borrowings under our
Credit Facility will be adequate to meet the capital expenditure and working capital requirements of our operations for
at least the next 12 months. However, a material deterioration in the economic environment or market conditions,
among other things, could negatively impact operating results and liquidity, as well as the ability of our lenders to
fund borrowings. Actual results could also differ materially from these indicated as a result of a number of factors,
including the use of currently available resources for potential acquisitions, strategic investments, additional
repurchases or dividends.

Credit Facility

Under the Credit Facility, our maximum borrowing capacity of $300.0 million which, subject to certain conditions and
participation of the lenders, may be increased up to an aggregate additional amount of $150.0 million in the form of
revolving credit loans, swingline loans and letters of credit. Letters of credit and swingline loans under the Credit
Facility are subject to sublimits of $10.0 million. As of September 30, 2018 and December 31, 2017, $79.3 million
and $116.5 million was outstanding, respectively.

The Firm will continually be subject to certain affirmative and negative covenants including (but not limited to), the
maintenance of a fixed charge coverage ratio of no less than 1.25 to 1.00 and the maintenance of a total leverage ratio
of no greater than 3.25 to 1.00. The numerator in the fixed charge coverage ratio is defined pursuant to the Credit
Facility as earnings before interest expense, income taxes, depreciation and amortization, stock-based compensation
expense and other permitted items pursuant to our Credit Facility (disclosed as “Consolidated EBITDA”), less cash paid
for capital expenditures, income taxes and dividends. The denominator is defined as Kforce’s fixed charges such as
interest expense and principal payments paid or payable on outstanding debt other than borrowings under the Credit
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Facility. The total leverage ratio is defined pursuant to the Credit Facility as total indebtedness divided by
Consolidated EBITDA. Our ability to make distributions or repurchases of equity securities could be limited if an
event of default has occurred. Furthermore, our ability to repurchase equity securities could be limited if (a) the total
leverage ratio is greater than 2.75 to 1.00 and (b) the Firm’s availability, inclusive of unrestricted cash, is less than
$25.0 million. As of September 30, 2018, Kforce was not limited in making distributions and executing repurchases of
its equity securities. Refer to Note G — “Credit Facility” in the Notes to Unaudited Condensed Consolidated Financial
Statements, included in this report for a complete discussion of our Credit Facility.

Kforce entered into a forward-starting interest rate swap agreement to mitigate the risk of rising interest rates and the
Swap has been designated as a cash flow hedge. As of September 30, 2018, the fair value of the Swap asset was $1.6
million. Refer to Note J - “Derivative Instrument and Hedging Activity” in the Notes to Unaudited Condensed
Consolidated Financial Statements, included in this report for a complete discussion of our Credit Facility.

Stock Repurchases

During the nine months ended September 30, 2018, Kforce repurchased approximately 318 thousand shares of
common stock on the open market at a total cost of approximately $8.7 million. As of September 30, 2018 and
December 31, 2017, $29.8 million and $38.5 million, respectively, remained available for further repurchases under
the Board-authorized common stock repurchase program.
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Off-Balance Sheet Arrangements

There have been no material changes during the period covered by this Quarterly Report on Form 10-Q to our
off-balance sheet arrangements previously disclosed in Part II, Item 7, “Management’s Discussion and Analysis of
Financial Condition and Results of Operations” included in our Annual Report on Form 10-K for the fiscal year ended
December 31, 2017.

Contractual Obligations and Commitments

Other than those changes described elsewhere in this Quarterly Report, there have been no material changes during the
period covered by this report on Form 10-Q to our contractual obligations previously disclosed in Part II, Item 7,
“Management’s Discussion and Analysis of Financial Condition and Results of Operations” included in our Annual
Report on Form 10-K for the fiscal year ended December 31, 2017.

CRITICAL ACCOUNTING ESTIMATES

Our unaudited condensed consolidated financial statements are prepared in accordance with GAAP. In connection
with the preparation of our unaudited condensed consolidated financial statements, we are required to make
assumptions and estimates about future events, and apply judgments that affect the reported amount of assets,
liabilities, revenues, expenses and the related disclosures. We base our assumptions, estimates and judgments on
historical experience, current trends and other factors that management believes to be relevant at the time our
unaudited condensed consolidated financial statements are prepared. On a regular basis, management reviews the
accounting policies, estimates, assumptions and judgments to ensure that our unaudited condensed consolidated
financial statements are presented fairly and in accordance with GAAP. However, because future events and their
effects cannot be determined with certainty, actual results could differ from our assumptions and estimates, and such
differences could be material.

Effective January 1, 2018, we adopted Topic 606, which requires judgment in estimating the transaction price for
revenue from contracts with customers. Topic 606 also required a reclassification on the balance sheet. We have
reached conclusions on key accounting assessments and estimates related to the impact of the new standard, which are
described in Note C - “Revenue Recognition” in the Notes to Unaudited Condensed Consolidated Financial Statements,
included in Item 1. Financial Statements of this report.

Refer to Note 1 — “Summary of Significant Accounting Policies” in the Notes to Consolidated Financial Statements and
“Management’s Discussion and Analysis of Financial Condition and Results of Operations — Critical Accounting
Estimates” in our 2017 Annual Report on Form 10-K for a more detailed discussion of our significant accounting
policies and critical accounting estimates.

NEW ACCOUNTING STANDARDS

Refer to Note A - “Summary of Significant Accounting Policies” in the Notes to Unaudited Condensed Consolidated
Financial Statements, included in Item 1. Financial Statements of this report for a discussion of new accounting
standards.

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK.

With respect to our quantitative and qualitative disclosures about market risk, there have been no material changes to
the information included in Part II, Item 7A, “Quantitative and Qualitative Disclosures About Market Risk” in our
Annual Report on Form 10-K for the fiscal year ended December 31, 2017.

ITEM 4. CONTROLS AND PROCEDURES.

Evaluation of Disclosure Controls and Procedures

As of September 30, 2018, we carried out an evaluation required by Rules 13a-15 and 15d-15 under the Exchange Act
(the “Evaluation”) under the supervision and with the participation of our CEO and CFO, of the effectiveness of our
disclosure controls and procedures as defined in Rules 13a-15 and 15d-15 under the Exchange Act (“Disclosure
Controls™). Based on the Evaluation, our CEO and CFO concluded that the design and operation of our Disclosure
Controls were effective to ensure that information required to be disclosed by us in the reports that we file or submit
under the Exchange Act is: (1) recorded, processed, summarized, and reported within the time periods specified in the
SEC’s rules and forms; and (2) accumulated and communicated to management, including the principal executive
officer and the principal financial officer, as appropriate to allow timely decisions regarding disclosure.
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Changes in Internal Control over Financial Reporting

Management has evaluated, with the participation of our CEO and CFO, whether any changes in our internal control
over financial reporting that occurred during our last fiscal quarter have materially affected, or are reasonably likely to
materially affect, our internal control over financial reporting. Based on the evaluation we conducted, management has
concluded that no such changes have occurred.

Inherent Limitations of Internal Control Over Financial Reporting

Because of the inherent limitations of internal control over financial reporting, including the possibility of collusion or
improper management override of controls, material misstatements due to error or fraud may not be prevented or
detected on a timely basis. Also, projections of any evaluation of the effectiveness of the internal control over
financial reporting to future periods are subject to the risk that the controls may become inadequate because of
changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate.

CEO and CFO Certifications

Exhibits 31.1 and 31.2 are the Certifications of the CEO and the CFO, respectively. The Certifications are required in
accordance with Section 302 of the Sarbanes-Oxley Act of 2002 (the “Section 302 Certifications”). This Item of this
report, which you are currently reading, is the information concerning the Evaluation referred to in the Section 302
Certifications and this information should be read in conjunction with the Section 302 Certifications for a more
complete understanding of the topics presented.

PART II - OTHER INFORMATION

ITEM 1. LEGAL PROCEEDINGS.

We are involved in legal proceedings, claims and administrative matters that arise in the ordinary course of business.
We have made accruals with respect to certain of these matters, where appropriate, that are reflected in our unaudited
condensed consolidated financial statements but are not, individually or in the aggregate, considered material. For
other matters for which an accrual has not been made, we have not yet determined that a loss is probable or the
amount of loss cannot be reasonably estimated. While the ultimate outcome of the matters cannot be determined, we
currently do not expect that these proceedings and claims, individually or in the aggregate, will have a material effect
on our financial position, results of operations or cash flows. The outcome of any litigation is inherently uncertain,
however, and if decided adversely to us, or if we determine that settlement of particular litigation is appropriate, we
may be subject to liability that could have a material adverse effect on our financial position, results of operations or
cash flows. Kforce maintains liability insurance in amounts and with such coverage and deductibles as management
believes is reasonable. The principal liability risks that Kforce insures against are workers’ compensation, personal
injury, bodily injury, property damage, directors’ and officers’ liability, errors and omissions, cyber liability,
employment practices liability and fidelity losses. There can be no assurance that Kforce’s liability insurance will
cover all events or that the limits of coverage will be sufficient to fully cover all liabilities.

ITEM 1A. RISK FACTORS.

There have been no material changes in the risk factors previously disclosed in our 2017 Annual Report on Form
10-K.
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ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS.

Purchases of Equity Securities by the Issuer

On July 29, 2016, our Board of Directors approved an increase in our stock repurchase authorization bringing the then
available authorization to $75.0 million. The following table presents information with respect to our repurchases of
Kforce common stock during the three months ended September 30, 2018:

Total Number of Approximate Dollar
) Total Number of Average Price Paid Shares Purchased Value of Shares that
Period Shares Purchased Share as Part of May Yet Be
1 per Publicly Announced Purchased Under the
Plans or Programs Plans or Programs
July 1,2018
to July 31, — $ — — $ 29,813,098
2018
August 1,
i?;lgi;?sl 7,937 $ 029 — $ 29,813,098
2018
September
1,2018 t
Septembgr — $ — — $ 29,813,098
30, 2018
Total 7,937 $ 42.29 — $ 29,813,098

(1) All activity presented in this table relates to shares of stock purchased upon vesting of restricted stock to satisfy
statutory tax withholding requirements.

ITEM 3. DEFAULTS UPON SENIOR SECURITIES.

None.

ITEM 4. MINE SAFETY DISCLOSURES.

None.

ITEM 5. OTHER INFORMATION.

None.

30

55



ITEM 6. EXHIBITS.

Exhibit
Number

3.1
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Description

Amended and
Restated Articles
of Incorporation,
incorporated by
reference to the
Registrant’s
Registration
Statement on
Form S-1 (File
No. 33-91738)
filed with the
SEC on April 28,
1995.

Articles of
Amendment to
Articles of
Incorporation,
incorporated by
reference to the
Registrant’s
Registration
Statement on
Form S-4/A (File
No. 333-111566)
filed with the
SEC on
February 9, 2004,
as amended.

Articles of
Amendment to
Articles of
Incorporation,
incorporated by
reference to the
Registrant’s
Registration
Statement on
Form S-4/A (File
No. 333-111566)
filed with the
SEC on
February 9, 2004,
as amended.

Articles of
Amendment to
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Articles of
Incorporation,
incorporated by
reference to the
Registrant’s
Registration
Statement on
Form S-4/A (File
No. 333-111566)
filed with the
SEC on
February 9, 2004,
as amended.

Articles of
Amendment to
Articles of
Incorporation,
incorporated by
reference to the
Registrant’s
Current Report on
Form 8-K (File
No. 000-26058)
filed with the
SEC on May 17,
2000.

Articles of
Amendment to
Articles of
Incorporation,
incorporated by
reference to the
Registrant’s
Annual Report on
Form 10-K (File
No. 000-26058)
filed with the
SEC on

March 29, 2002.

Amended &
Restated Bylaws,
incorporated by
reference to the
Registrant’s
Current Report on
Form 8-K (File
No. 000-26058)
filed with the
SEC on April 29,
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2013.

Credit
Agreement, dated
May 25, 2017,
between Kforce
Inc. and its
subsidiaries and
Wells Fargo
Bank, National
Association, and
the other lenders
thereto,
incorporated by
reference to the
Registrant’s
Current Report on
Form 8-K (File
No. 000-26058)
filed with the
SEC on May 25,
2017.

Certification by
the Chief
Executive Officer
of Kforce Inc.
pursuant to
Section 302 of
the
Sarbanes-Oxley
Act of 2002.

Certification by
the Chief
Financial Officer
of Kforce Inc.
pursuant to
Section 302 of
the
Sarbanes-Oxley
Act of 2002.

Certification by
the Chief
Executive Officer
of Kforce Inc.
pursuant to 18
U.S.C. Section
1350, as adopted
pursuant to
Section 906 of
the
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Sarbanes-Oxley
Act of 2002.

Certification by
the Chief
Financial Officer
of Kforce Inc.
pursuant to 18
U.S.C. Section
2350, as adopted
pursuant to
Section 906 of
the
Sarbanes-Oxley
Act of 2002.

Part I, Item 1 of
this Form 10-Q
formatted in
XBRL.
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Pursuant to the requirements of the Securities Exchange Act of 1934, as amended, the registrant has duly caused this

report to be signed on its behalf by the undersigned thereunto duly authorized.

Kforce Inc.
(Registrant)
November 1,
Date: 2018
November 1,
Date: 2018
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By:

By:

/s/ DAVID M.

KELLY
David M. Kelly

Senior Vice
President and
Chief Financial
Officer
(Principal
Financial
Officer)

/s/ JEFFREY
B. HACKMAN

Jeffrey B.
Hackman

Senior Vice
President,
Finance and
Accounting
(Principal
Accounting
Officer)
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