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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, D.C. 20549

FORM 10-Q

(Mark One)

x  QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE

ACT OF 1934
For the quarterly period ended September 30, 2010

OR

TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the transition period from to

Commission file number 000-26058

Kforce Inc.

(Exact name of registrant as specified in its charter)
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FLORIDA 59-3264661
(State or other jurisdiction of (LR.S. Employer
incorporation or organization) Identification No.)

1001 East Palm Avenue

TAMPA, FLORIDA 33605
(Address of principal executive offices) (Zip-Code)
Registrant s telephone number, including area code: (813) 552-5000

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days. YES x NO ~

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data
File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12 months (or
for such shorter period that the registrant was required to submit and post such files). YES = NO ~

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting
company. See the definitions of large accelerated filer, accelerated filer and smaller reporting company in Rule 12b-2 of the Exchange Act.

Large accelerated filer ~ Accelerated filer X

Non-accelerated filer ~ (Do not check if a smaller reporting company) Smaller reporting company
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). YES © NO x

The number of shares outstanding of the registrant s common stock as of November 1, 2010, was 39,555,900.
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SPECIAL NOTE REGARDING FORWARD LOOKING STATEMENTS

References in this document to the Registrant, ~ Kforce, we, our or us refer to Kforce Inc. and its subsidiaries, except where the context othery
requires.

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 revenue, income, losses, cash flows, capital
expenditures, future prospects, anticipated costs and benefits of proposed (or future) acquisitions, integration of acquisitions, plans for future
operations, capabilities of business operations, effects of interest rate variations, financing needs or plans, plans relating to services of Kforce,
estimates concerning the effects of litigation or other disputes, 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, see the Risk Factors and MD&A sections. In addition, when used in this discussion, the terms anticipates,
estimates, expects, intends, plans, believes, will, may, could, should and variations thereof and similar expressions are intended f
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
publicly publish the results of any adjustments to these forward-looking statements that may be made to reflect events on or after the date of this
report or to reflect the occurrence of unexpected events.
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PARTI 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)

Flexible billings
Search fees

Net service revenues
Direct costs of services

Gross profit
Selling, general and administrative expenses
Depreciation and amortization

Income from operations
Other expense, net

Income before income taxes
Income tax expense

Net income
Other comprehensive income (loss):
Defined benefit pension and postretirement plans, net of tax

Comprehensive income

Earnings per share basic
Earnings per share diluted

Weighted average shares outstanding  basic
Weighted average shares outstanding  diluted

Three Months Ended
September 30, September 30,

2010 2009
$ 248,960 $ 221,722
10,559 6,551
259,519 228,273
176,054 155,957
83,465 72,316
69,321 65,129
3,236 2,829
10,908 4,358
387 272
10,521 4,086
4,077 1,814
6,444 2,272
15 5

$ 6459 $ 2,277

$ o016 $ 0.06
$ 0.6 $ 0.06
39,523 38,525
40,384 39,403

Nine Months Ended
September 30, September 30,
2010 2009

$ 703,993 $ 664,535
28,319 20,999
732,312 685,534
502,307 469,376
230,005 216,158
196,483 190,623
9,349 8,754
24,173 16,781
1,030 896
23,143 15,885
8,847 6,545
14,296 9,340

46 (260)

$ 14,342 $ 9,080

$ 036 $ 0.24
$ 035 $ 0.24
39,429 38,329
40,374 39,166

THE ACCOMPANYING NOTES ARE AN INTEGRAL PART OF THESE UNAUDITED

CONDENSED CONSOLIDATED FINANCIAL STATEMENTS.
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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 $5,491 and $6,604, respectively
Income taxes receivable
Deferred tax asset, net
Prepaid expenses and other current assets

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

Other long-term liabilities

Total liabilities

Commitments and contingencies

Stockholders Equity:

Preferred stock, $0.01 par; 15,000 shares authorized, none issued and outstanding

Common stock, $0.01 par; 250,000 shares authorized, 63,892 and 63,281 issued, respectively
Additional paid-in capital

Accumulated other comprehensive loss

Retained earnings

Treasury stock, at cost; 24,347 and 24,176 shares, respectively

Total stockholders equity

Total liabilities and stockholders equity

Table of Contents

September 30,

$

$

2010

454
154,160
2,528
5,210
6,049

168,401
38,576
30,522

9,208
8,164
138,078

392,949

28,010
60,750
2,605
274

91,639
20,000

2,301
31,346

145,286

639

348,090
(1,167)

55,641
(155,540)

247,663

392,949

December 31,
2009

$ 2,812
123,144

246

6,011

4,924

137,137
11,407
32,914
10,380
10,075

137,912

$ 339,825

$ 25,437
50,690
2,807

279

79,213
3,000
1,784

29,103

113,100

633

338,890
(1,213)

41,345
(152,930)

226,725

$ 339,825

5
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THE ACCOMPANYING NOTES ARE AN INTEGRAL PART OF THESE UNAUDITED

CONDENSED CONSOLIDATED FINANCIAL STATEMENTS.

Table of Contents



Edgar Filing: KFORCE INC - Form 10-Q

Table of Conten

Common stock shares:
Shares at beginning of period
Issuance of restricted stock
Exercise of stock options

Shares at end of period

Common stock par value:

Balance at beginning of period

Issuance of restricted stock
Exercise of stock options

Balance at end of period

Additional paid-in capital:

Balance at beginning of period

Issuance of restricted stock
Exercise of stock options

KFORCE INC. AND SUBSIDIARIES

UNAUDITED CONDENSED CONSOLIDATED STATEMENT

OF CHANGES IN STOCKHOLDERS EQUITY

(IN THOUSANDS)

Income tax benefit from restricted stock and stock option exercises

Stock-based compensation expense

Balance at end of period

Accumulated other comprehensive loss:

Balance at beginning of period

Pension and postretirement plans, net of tax

Balance at end of period

Retained earnings:

Balance at beginning of period

Net income
Balance at end of period

Treasury stock shares:
Shares at beginning of period

Shares repurchased for minimum tax withholding on restricted stock and stock option exercises
Shares tendered in payment of the exercise price of stock options

Table of Contents

Nine Months Ended
September 30,
2010

63,281
151
460

63,892

$ 633

$ 639

$ 338,890
@)

3,127

1,538

4,537

$ 348,090

$ (1,213)
46

$ (1,167)

$ 41,345
14,296

$ 55,641
24,176

87
84
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Shares at end of period 24,347

Treasury stock cost :

Balance at beginning of period $ (152,930)
Shares repurchased for minimum tax withholding on restricted stock and stock option exercises (1,294)
Shares tendered in payment of the exercise price of stock options (1,316)
Balance at end of period $ (155,540)

THE ACCOMPANYING NOTES ARE AN INTEGRAL PART OF THESE UNAUDITED

CONDENSED CONSOLIDATED FINANCIAL STATEMENTS.
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KFORCE INC. AND SUBSIDIARIES

UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(IN THOUSANDS)

Nine Months Ended
September 30, September 30,
2010 2009

Cash flows from operating activities:
Net income $ 14,296 9,340
Adjustments to reconcile net income to cash provided by (used in) operating activities:
Deferred income tax provision, net 1,777 1,164
Depreciation and amortization 9,349 8,754
Stock-based compensation 4,537 5,958
Recovery of bad debts on accounts receivable and fallouts (1,232) (569)
Pension and postretirement benefit plans expense 3,021 1,664
Alternative long-term incentive award 841 1,850
Deferred compensation liability increase, net 1,038 2,544
Tax benefit attributable to stock-based compensation 1,538 1,210
Excess tax benefit attributable to stock-based compensation (1,051) (906)
Gain on cash surrender value of company-owned life insurance (166) (1,770)
Intangible asset impairment charge 870
Other, net 361 131
(Increase) decrease in operating assets:
Trade receivables, net (29,784) 4471
Income tax refund receivable (2,283) (1,997)
Prepaid expenses and other current assets (1,124) (873)
Other assets, net (300) 1
Increase (decrease) in operating liabilities:
Accounts payable and other accrued liabilities 2,852 (1,194)
Accrued payroll costs 10,060 4,704
Income taxes payable (6) (4,133)
Other long-term liabilities (863) 283
Cash provided by operating activities 12,861 31,502
Cash flows from investing activities:
Capital expenditures (34,639) (2,888)
Proceeds from borrowings against cash surrender value of company-owned life insurance policies, net of premiums
paid 2,273 (2,751)
Acquisitions, net of cash received (160)
Proceeds from escrow account 1,170
Other 273 90
Cash used in investing activities (32,093) 4,539)
Cash flows from financing activities:
Proceeds from bank line of credit 344,930 244,337
Payments on bank line of credit (327,930) (269,569)
Payment of capital expenditure financing (1,421) (1,453)
Short-term vendor financing (278) 15
Excess tax benefit attributable to stock-based compensation 1,051 906
Proceeds from exercise of stock options, net of shares tendered in payment of the exercise price of stock options 1,816 999
Shares repurchased for minimum tax withholding on restricted stock and stock option exercises (1,294) (2,359)
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Cash provided by (used in) financing activities 16,874
Decrease in cash and cash equivalents (2,358)
Cash and cash equivalents at beginning of period 2,812
Cash and cash equivalents at end of period $ 454

Supplemental Cash Flow Information:

Cash paid during the period for:

Income taxes, net $ 7,949
Interest, net $ 576
Non-Cash Transaction Information:

Employee stock purchase plan $
Shares tendered in payment of the exercise price of stock options $ 1,316
Equipment acquired under capital lease $ 1,905

THE ACCOMPANYING NOTES ARE AN INTEGRAL PART OF THESE UNAUDITED

CONDENSED CONSOLIDATED FINANCIAL STATEMENTS.
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(27,124)
(161)
660

499

10,076
679

586

1,600
744
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KFORCE INC. AND SUBSIDIARIES
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(IN THOUSANDS, EXCEPT PER SHARE AMOUNTS)
NOTE A SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Organization and Nature of Operations

Kforce Inc. and subsidiaries (collectively, Kforce ) provide professional staffing services and solutions to customers in the following segments:
Technology ( Tech ), Finance and Accounting ( FA ), Health and Life Sciences ( HLS ) and Government Solutions ( GS ). Kforce provides flexible
staffing services and solutions on a temporary basis and also provides permanent placement services. Kforce operates through its corporate

headquarters in Tampa, Florida and its 64 field offices, which are located throughout the United States. One of our subsidiaries, Kforce Global

Solutions, Inc. ( Global ), provides outsourcing services internationally through two offices in Manila, Philippines. Our international operations
comprised approximately 2% of net service revenues for the nine months ended September 30, 2010 and are included in our Tech segment.

Kforce serves Fortune 1000 companies, the Federal government, state and local governments, local and regional companies, and small to
mid-sized companies.

Basis of Presentation

The unaudited condensed consolidated financial statements have been prepared pursuant to the rules and regulations of the Securities and
Exchange Commission (the SEC ) regarding interim financial reporting. Accordingly, certain information and footnotes normally required by
accounting principles generally accepted in the United States of America ( 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 Annual Report on Form 10-K for the year ended December 31, 2009. In management s opinion, the
accompanying unaudited condensed consolidated financial statements reflect all adjustments (consisting of only normal recurring adjustments)
considered necessary for a fair presentation of our financial condition as of September 30, 2010, our results of operations and cash flows for the
nine months ended September 30, 2010. The data in the condensed consolidated balance sheet as of December 31, 2009 was derived from our
audited consolidated balance sheet as of December 31, 2009, as presented in our 2009 Annual Report on Form 10-K.

Our quarterly operating results are affected by the number of billing days in a quarter and the seasonality of our customers businesses. In
addition, we experience an increase in direct costs of services and a corresponding decrease in gross profit in the first fiscal quarter of each year
as a result of certain U.S. state and federal employment tax resets. Thus, the results of operations for any interim period are not necessarily
indicative of, nor comparable to, the results of operations for a full year.

Principles of Consolidation

The condensed consolidated financial statements include the accounts of Kforce Inc. and its subsidiaries. References in this document to Kforce,
the Company, we, our or us referto Kforce and its subsidiaries, except where the context indicates otherwise. All intercompany transactions an
balances have been eliminated in consolidation.

In addition to its wholly-owned subsidiaries, the condensed consolidated financial statements of Kforce also include its 49% interest in a joint
venture, which was acquired in the 2008 acquisition of RDI Systems, Inc., d/b/a dNovus RDI ( RDI or dNovus ). This joint venture is recorded as
an investment in an unconsolidated entity and is accounted for under the equity method of accounting. Kforce s equity in the earnings of its

equity method investment is recorded as income with a corresponding increase in the investment with distributions received reducing the

investment. This investment had an insignificant effect on the accompanying unaudited condensed consolidated financial statements for all

periods presented.

Use of Estimates
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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 revenue and expenses during the reporting period. The most important of these estimates and assumptions relate to the following:
allowance for doubtful accounts, fallouts and other accounts receivable reserves; accounting for goodwill and identifiable intangible assets and
any related impairment; self-insured liabilities for workers compensation and health insurance; stock-based compensation; obligations for
pension and postretirement benefit plans; expected annual commission rates and accounting for income taxes. Although these and other
estimates and assumptions are based on the best available information, actual results could be materially different from these estimates.
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Cash and Cash Equivalents

Kforce classifies all highly liquid investments with an original initial maturity of three months or less as cash equivalents. Cash and cash
equivalents consist of cash on hand with banks, either in commercial accounts or overnight interest-bearing money market accounts and, at
times, may exceed federally insured limits. Cash and cash equivalents are stated at cost, which approximates fair value due to the short duration
of their maturities.

Accounts Receivable Reserves

Kforce establishes its reserves for expected credit losses, fallouts, early payment discounts and revenue adjustments based on past experience
and expectations of future activity. Specific to our allowance for doubtful accounts, which comprises approximately 80% of our overall accounts
receivable reserves, Kforce performs an ongoing analysis of factors including recent write-off and delinquency trends, a specific analysis of
significant receivable balances that are past due, the concentration of accounts receivable among clients and higher-risk sectors, and the current
state of the U.S. economy. Trade receivables are written off by Kforce after all collection efforts have been exhausted. The allowance as a
percentage of gross accounts receivable was 3.4% and 5.1% as of September 30, 2010 and December 31, 2009, respectively.

Revenue Recognition

We earn revenue from two primary sources: Flexible billings and Search fees. Flexible billings are recognized as the services are provided by
Kforce s temporary employees, who are Kforce s legal employees while they are working on assignments. Kforce pays all related costs of such
employment; including workers compensation insurance, state and federal unemployment taxes, social security and certain fringe benefits.
Search fees are recognized by Kforce when employment candidates accept offers of permanent employment and are scheduled to commence
employment within 30 days. Kforce records revenue net of an estimated reserve for fallouts, which is based on Kforce s historical fallout
experience. Fallouts occur when a candidate does not remain employed with the client through the contingency period, which is typically 90
days or less.

Net service revenues represent services rendered to customers less credits, discounts, rebates and allowances. Revenue includes reimbursements
of travel and out-of-pocket expenses ( billable expenses ) with equivalent amounts of expense recorded in direct costs of services.

Our GS segment generates its revenues under contracts that are, in general, greater in duration than our other segments and which can often span
several years. GS provides these services under time and materials (which account for the majority of this segment s contracts), fixed-price, and
cost-plus contracts. Our GS segment does not generate any Search fees. Except as provided below, Kforce considers amounts to be earned once
evidence of an arrangement has been obtained, services are delivered, fees are fixed or determinable, and collectability is reasonably assured.

Revenue for time and materials contracts, which accounted for approximately 67% of this segment s revenue for the nine months ended
September 30, 2010, is recorded based on contractually-established billing rates at the time services are provided.

Revenue on fixed-price contracts is recognized on the basis of the estimated percentage-of-completion. Approximately 26% of this
segment s revenue for the nine months ended September 30, 2010, is recognized under this method. Progress towards completion is
typically measured based on achievement of specified contract milestones, or other measures of progress when available, or based on
costs incurred as a proportion of estimated total costs. Profit in a given period is reported at the expected profit margin to be achieved
on the overall contract.

Direct Costs of Services

Direct costs of services are composed primarily of payroll wages, payroll taxes, payroll-related insurance for Kforce s flexible employees, and
subcontract costs. Direct costs of permanent placement services primarily consist of reimbursable expenses. Direct costs of services exclude
depreciation and amortization expense, which is presented on a separate line in the accompanying unaudited condensed consolidated statements
of operations and comprehensive income.

Income Taxes
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Kforce accounts for income taxes using the asset and liability approach to the recognition of deferred tax assets and liabilities for the expected
future tax consequences of differences between the financial statement carrying amounts and the tax basis of assets and liabilities. Unless it is

more likely than not that a deferred tax asset can be utilized to offset future taxes, a valuation allowance must be recorded against that asset. The
tax benefits of deductions attributable to employees disqualifying dispositions of shares obtained from incentive stock options, exercises of
non-qualified stock options, and vesting of restricted stock are reflected as increases in additional paid-in capital.
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Kforce evaluates tax positions that have been taken or are expected to be taken in its tax returns, and records a liability for uncertain tax
positions. Kforce uses a two-step approach to recognize and measure uncertain tax positions. First, tax positions are recognized if the weight of
available evidence indicates that it is more likely than not that the position will be sustained upon examination, including resolution of related
appeals or litigation processes, if any. Second, tax positions are measured as the largest amount of tax benefit that has a greater than 50%
likelihood of being realized upon settlement. Kforce recognizes interest and penalties related to unrecognized tax benefits in the provision for
income taxes in the accompanying unaudited condensed consolidated financial statements.

Fair Value Measurements

Kforce uses the framework established by the Financial Accounting Standards Board ( FASB ) for measuring fair value and disclosures about fair
value measurements. Kforce uses fair value measurements in areas that include, but are not limited to: the allocation of purchase price
consideration to tangible and identifiable intangible assets; impairment testing of goodwill and long-lived assets; share-based compensation
arrangements and capital lease obligations. The carrying values of cash and cash equivalents, accounts receivable, accounts payable, and other
current assets and liabilities approximate fair value because of the short-term nature of these instruments. The carrying value of our long-term

debt approximates fair value due to the variable nature of the interest rates under Kforce s credit facility resulting from the Second Amended and
Restated Credit Agreement that it entered into on October 2, 2006 with a syndicate led by Bank of America, N.A. (the Credit Facility ). Using
available market information and appropriate valuation methodologies, Kforce has determined the estimated fair value measurements; however,
considerable judgment is required in interpreting data to develop the estimates of fair value.

Fixed Assets

Fixed assets are carried at cost, less accumulated depreciation. Depreciation is computed using the straight-line method over the estimated useful
lives of the assets. The cost of leasehold improvements is amortized using the straight-line method over the shorter of the estimated useful lives
of the assets or the terms of the related leases, which range from three to five years.

Impairment of Long-Lived Assets

Kforce reviews long-lived assets for impairment whenever events or changes in circumstances indicate that the carrying amount of such assets
may not be recoverable. Recoverability of long-lived assets is measured by a comparison of the carrying amount of the asset group to the future
undiscounted net cash flows expected to be generated by those assets. If a long-lived asset is considered to be impaired, the impairment charge
recognized is the amount by which the carrying amount of the asset exceeds its fair value. There were no impairment charges recorded during
the nine months ended September 30, 2010 or 2009.

Goodwill and Other Intangible Assets
Goodwill

Kforce performs an annual review to ensure that no impairment of goodwill exists, or more frequently if events or changes in circumstances
indicate that the value of goodwill may not be recoverable. Kforce considered factors, including continued economic developments and the
overall macro-economic environment, and determined that there were no triggering events necessitating an interim review of the carrying value
of our goodwill. There were no goodwill-related impairment charges recorded during the nine months ended September 30, 2010 or 2009.

Other Intangible Assets

Identifiable intangible assets arising from certain of Kforce s acquisitions include non-compete agreements, contractual relationships, customer
contracts, trademarks and trade names. The impairment evaluation for indefinite-lived intangible assets, which consist of trademarks and trade
names, is conducted as of December 31 of each fiscal year or more frequently if events or changes in circumstances indicate that an asset may be
impaired.

For definite-lived intangible assets, Kforce has determined that the straight-line method is an appropriate methodology to allocate the cost over
the periods of expected benefit, which range from one to 15 years.
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During the nine months ended September 30, 2009, Kforce recognized an impairment charge of $870 related to a trade name that was acquired
in the 2004 acquisition of Hall, Kinion and Associates, Inc. There were no impairment charges related to identifiable intangible assets recorded
during the nine months ended September 30, 2010.
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Capitalized Software

Kforce purchases, occasionally develops, and implements new computer software to enhance the performance of our Firm-wide technology
infrastructure. Direct internal costs, such as payroll and payroll-related costs, and external costs incurred during the development stage of each
project, are capitalized and classified as capitalized software. Kforce capitalized development-stage implementation costs of $1,405 and $3,656
during the three and nine months ended September 30, 2010, respectively, compared to $558 and $1,278 during the three and nine months ended
September 30, 2009, respectively. Capitalized software development costs are classified as other assets, net in the accompanying unaudited
condensed consolidated balance sheets and are being amortized over the estimated useful lives of the software, which range from one to five
years, using the straight-line method.

Commissions

Our associates make placements and earn commissions as a percentage of actual revenue or gross profit pursuant to a calendar-year-basis
commission plan. The amount of commissions paid as a percentage of revenue or gross profit increases as volume increases. Kforce accrues
commissions for actual revenue or gross profit at a percentage equal to the percent of total expected commissions payable to total revenue or
gross profit for the year, as applicable.

Stock-Based Compensation

Kforce accounts for stock-based compensation by measuring the cost of employee services received in exchange for an award of equity
instruments based on the grant-date fair value of the award. That cost is recognized over the period in which the employee is required to provide
service in exchange for the award, which is usually the vesting period. No compensation cost is recognized for equity instruments for which
employees do not render the requisite service. For awards settled in cash, we measure compensation expense based on the fair value of the award
at each reporting date, net of estimated forfeitures.

Accounting for Postretirement Benefits

Kforce recognizes the overfunded or underfunded status of its defined benefit postretirement plans as an asset or liability in its unaudited
condensed consolidated balance sheets and recognizes changes in that funded status in the year in which the changes occur through other
comprehensive income. Kforce also measures the funded status of the defined benefit postretirement plan as of the date of its fiscal year-end,
with limited exceptions.

Amortization of a net unrecognized gain or loss in accumulated other comprehensive income is included as a component of net periodic benefit
cost and net periodic postretirement benefit cost if, as of the beginning of the year, that net gain or loss exceeds 10% of the greater of the
projected benefit obligation or accumulated postretirement benefit obligation. If amortization is required, the minimum amortization shall be that
excess divided by the average remaining service period of active plan participants.

Workers Compensation

Kforce retains the economic burden for the first $250 per occurrence in workers compensation claims except: (i) in states that require
participation in state-operated insurance funds and (ii) for its GS segment, which is fully insured for workers compensation claims. Workers
compensation includes ongoing healthcare and indemnity coverage for claims and may be paid over numerous years following the date of injury.
Workers compensation expense includes insurance premiums paid, claims administration fees charged by Kforce s workers compensation
administrator, premiums paid to state-operated insurance funds and an estimate for Kforce s liability for Incurred but Not Reported ( IBNR )
claims and for the ongoing development of existing claims.

Kforce estimates its workers compensation liability based upon historical claims experience, actuarially-determined loss development factors,
and qualitative considerations such as claims management activities.

Health Insurance

Except for certain fully-insured health insurance lines of coverage, Kforce retains liability of up to $270 annually for each health insurance plan
participant. For its partially self-insured lines of coverage, health insurance costs are accrued using estimates to approximate the liability for

Table of Contents 17



Edgar Filing: KFORCE INC - Form 10-Q

reported claims and IBNR claims, which are primarily based upon an evaluation of historical claims experience, actuarially-determined
completion factors, and a qualitative review of its health insurance exposure, including the extent of outstanding claims and expected changes in
health insurance costs.
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Taxes Assessed by Governmental Agencies Revenue Producing Transactions

Kforce collects sales tax for various taxing authorities and it is our policy to record these amounts on a net basis; thus, sales tax amounts are not
included in net service revenues.

Business Combinations

Kforce utilizes the acquisition method in accounting for acquisitions whereby the amount of purchase price that exceeds the fair value of the
acquired assets and assumed liabilities is allocated to goodwill. Kforce recognizes intangible assets apart from goodwill if they arise from
contractual or other legal rights, or if they are capable of being separated or divided from the acquired entity and sold, transferred, licensed,
rented or exchanged. Assumptions and estimates are used in determining the fair value of assets acquired and liabilities assumed in a business
combination. Valuation of intangible assets acquired requires that we use significant judgment in determining fair value, whether such
intangibles are amortizable and, if the asset is amortizable, the period and the method by which the intangible asset will be amortized. Changes
in the initial assumptions could lead to changes in amortization charges recorded in our financial statements. Additionally, estimates for
purchase price allocations may change as subsequent information becomes available.

Earnings per Share

Basic earnings per share is computed as earnings divided by the weighted average number of common shares outstanding during the period.
Diluted earnings per common share is computed by dividing the earnings attributable to common shareholders for the period by the weighted
average number of common shares outstanding during the period plus the dilutive effect of stock options and other potentially dilutive securities
such as non-vested stock grants using the treasury stock method, except where the effect of including potential common shares would be
anti-dilutive.

The following table sets forth the computation of basic and diluted earnings per share from operations for the three and nine months ended
September 30:

Three Months Ended Nine Months Ended
September 30, September 30,
2010 2009 2010 2009
Numerator:
Net income $ 6,444 $ 2,272 $ 14,296 $ 9,340
Denominator:
Weighted average shares outstanding  basic 39,523 38,525 39,429 38,329
Common stock equivalents 861 878 945 837
Weighted average shares outstanding  diluted 40,384 39,403 40,374 39,166
Earnings per share  basic $ 0.16 $ 0.06 $ 036 $ 024
Earnings per share  diluted $ 0.16 $ 0.06 $ 035 $ 024

For the three and nine months ended September 30, 2010, total weighted average awards to purchase or receive 33 and 88 shares of common
stock, respectively, were not included in the computations of diluted earnings per share because their inclusion would have had an anti-dilutive
effect. For the three and nine months ended September 30, 2009, total weighted average awards to purchase or receive 2,071 and 2,567 shares of
common stock, respectively, were not included in the computations of diluted earnings per share because their inclusion would have had an
anti-dilutive effect.

Treasury Stock

Kforce s Board of Directors ( Board ) may authorize share repurchases of Kforce s common stock. Shares repurchased under Board authorizations
are held in treasury for general corporate purposes, including issuances under various employee share-based award plans. Treasury shares are
accounted for under the cost method and reported as a reduction of stockholders equity in the accompanying unaudited condensed consolidated
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Comprehensive Income

Accumulated other comprehensive income (loss) represents the net after-tax impact of unrecognized actuarial gains and losses related to (i) the
supplemental executive retirement plan and supplemental executive retirement health plan, both of which cover a limited number of executives,
and (ii) a defined benefit plan covering all eligible employees in our international Philippine operations. Because each of these plans is unfunded
as of September 30, 2010, the actuarial gains and losses arise as a result of the actuarial experience of the plans as well as changes in actuarial
assumptions in measuring their associated obligation as of year-end, or at an interim date if any re-measurement is necessary. This information is
provided in our unaudited condensed consolidated statements of operations and comprehensive income.

Subsequent Events

Kforce considers events that occur after the balance sheet date but before the financial statements are issued to determine appropriate accounting
and disclosure for those events. We evaluated all events or transactions that occurred subsequent to September 30, 2010 and through the time of
filing this Quarterly Report on Form 10-Q. We are not aware of any significant events that occurred subsequent to September 30, 2010 but prior
to the filing of this report that would have a material impact on our unaudited condensed consolidated financial statements.

New Accounting Standards

In November 2008, the SEC issued for comment a proposed roadmap regarding the potential use of financial statements prepared in accordance
with International Financial Reporting Standards ( IFRS ). IFRS is a set of standards and interpretations adopted by the International Accounting
Standards Board. Under the proposed roadmap, Kforce would be required to prepare its financial statements in accordance with IFRS in our

fiscal year ending December 31, 2015. Kforce is currently assessing the potential impact of IFRS on its financial statements and will continue to
follow the proposed roadmap for future developments.

In October 2009, the FASB issued guidance related to multiple-deliverable revenue arrangements. This guidance requires entities to allocate
revenue in an arrangement using estimated selling prices of the delivered goods and services based on a selling price hierarchy. The amendments
eliminate the residual method of revenue allocation and require revenue to be allocated using the relative selling price method. This guidance
should be applied on a prospective basis for revenue arrangements entered into or materially modified in fiscal years beginning on or after

June 15, 2010, with early adoption permitted. The Company does not expect the adoption of this guidance to have a material impact on our
future consolidated financial statements.

Note B Acquisition of Corporate Headquarters

On April 6, 2010, Kforce entered into a purchase and sale agreement to acquire its corporate headquarters for a purchase price of $28,500. This
transaction closed on May 27, 2010 and was funded under the Credit Facility. Kforce incurred $382 of costs that were directly attributable to the
acquisition of its corporate headquarters, which were capitalized as part of the purchase price. In addition, Kforce decreased the purchase price
by $373 for certain balances that arose as a result of its previous operating lease, which included a rental obligation that represented the
difference between the straight-line rent expense and actual cash payments made and certain rent prepayments. The resulting aggregate purchase
price of $28,509 was allocated between land and building and improvements in the amounts of $4,581 and $23,9238, respectively. The estimated
useful lives of the building and improvements range from 5 to 40 years.

Upon the closing of the transaction, all lease agreements and amendments related to our corporate headquarters were immediately terminated.
The future minimum lease payments previously associated with our corporate headquarters, which Kforce is no longer obligated to make and
which were included along with certain other lease payments in Note 15, Commitments and Contingencies, of our Annual Report on Form 10-K
for the year ended December 31, 2009, were $636 remaining in 2010, $2,566 in 2011, $2,643 in 2012, $2,723 in 2013, $2,804 in 2014, and
$5,042 thereafter.
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Note C Commitments and Contingencies
Litigation

As disclosed in our previous filings with the SEC, Kforce is a defendant in a California class action lawsuit alleging misclassification of
California Account Managers and seeking unspecified damages. During the quarter ended September 30, 2010, the parties participated in
mediation and have reached a settlement, subject to Court approval, in the amount of $1,850, which has been recorded within accounts payable
and other accrued liabilities in the accompanying unaudited condensed consolidated financial statements. We cannot provide any assurance that
the settlement will be approved by the Court.

In the ordinary course of its business, Kforce is threatened with litigation or named as a defendant in various lawsuits and administrative
proceedings. While management does not expect any of these other matters to have a material adverse effect on the Company s results of
operations, financial position or cash flows, litigation is subject to certain inherent uncertainties. Kforce maintains liability insurance in such
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, 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.

Kforce is not aware of any litigation that would reasonably be expected to have a material adverse effect on its results of operations, its cash
flows or its financial condition.

Employment Agreements

Kforce has entered into 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 under certain circumstances. The agreements also provide for a severance payment of one
to three times annual salary and one half to three times average annual bonus if such an employee is terminated without good cause by the
employer or for good reason by the employee. These agreements contain certain post-employment restrictive covenants. Kforce s liability at
September 30, 2010 would be approximately $56,009 if all of the employees under contract were terminated without good cause by the
employer or the employees resigned for good cause following a change in control, and would be approximately $19,000 if all of the employees
under contract were terminated by Kforce without good cause or the employees resigned for good cause in the absence of a change of control.

Kforce has not recorded any liability related to the employment agreements as no events have occurred that would require payment under the
agreements.

Note D Employee Benefit Plans
Deferred Compensation Plan

Kforce has a Non-Qualified Deferred Compensation Plan and a Kforce Non-Qualified Deferred Compensation Government Practice Plan,
pursuant to which eligible management and highly compensated key employees, as defined by U.S. Internal Revenue Service 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 as other long-term liabilities if payable after the next year, upon retirement or termination of employment. At
September 30, 2010 and December 31, 2009, amounts included in accounts payable and other accrued liabilities related to the deferred
compensation plan totaled $1,840 and $1,049, respectively. Amounts included in other long-term liabilities related to the deferred compensation
plan totaled $17,084 and $15,759 as of September 30, 2010 and December 31, 2009, respectively. Kforce has insured the lives of certain
participants in the deferred compensation plan to assist in the funding of the deferred compensation liability.

During July 2010, Kforce received approximately $5.0 million as borrowings against the cash surrender value of its corporate-owned life
insurance policies. Kforce is not obligated to repay the loan or any interest that is associated with the loan, which is expected to be insignificant.
The cash surrender values of these company-owned life insurance policies, $18,372 (net of policy loans of approximately $4,518) and $20,478 at
September 30, 2010 and December 31, 2009, respectively, are classified in other assets, net in the accompanying unaudited condensed
consolidated balance sheets.
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Foreign Pension Plan

Kforce maintains a foreign defined benefit pension plan for eligible employees of the Philippine branch of Global that is required by Philippine
labor law. The plan defines retirement as those employees who have attained the age of 60 and have completed at least five years

of credited service. Benefits payable under the plan equate to one-half month s salary for each year of credited service. Benefits under the plan
are paid out as a lump sum to eligible employees at retirement.

The following represents the components of net periodic benefit cost for the three and nine months ended:

Three Months Nine Months
Ended Ended
September 30, September 30,
2010 2009 2010 2009

Service cost $38 $ 16 $ 77 $ 47
Interest cost 25 10 51 31
Amortization of actuarial gain “4) (®)) (13) (15)
Net periodic benefit cost $59 $ 21 $115 $ 63

The net periodic benefit cost recognized for the three and nine months ended September 30, 2010 was based upon the actuarial valuation at the
beginning of the fiscal year. The significant assumptions used by Kforce in the actuarial valuation include the discount rate, the estimated rate of
future annual compensation increases and the estimated turnover rate. As of December 31, 2009 and 2008, the discount rate used to determine
the actuarial present value of the projected benefit obligation and pension expense was 10.3% and 11.1%, respectively. The discount rate was
determined based on long-term Philippine government securities yields commensurate with the expected payout of the benefit obligation. The
estimated rate of future annual compensation increases as of December 31, 2009 and 2008 was 6.5% and was based on historical compensation
increases as well as future expectations. The Company applies a turnover rate to the specific age of each group of employees, which ranges from
20 to 64 years of age.

As of September 30, 2010 and December 31, 2009, the projected benefit obligation associated with our foreign defined benefit pension plan was
$574 and $446, respectively, which is classified in other long-term liabilities in the accompanying unaudited condensed consolidated balance
sheets.

Supplemental Executive Retirement Plan

Effective December 31, 2006, Kforce implemented a Supplemental Executive Retirement Plan (the 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 the executive officers. The SERP is a non-qualified benefit plan and does not include elective deferrals of
the executive officers compensation.

Normal retirement age under the SERP is defined as age 65; however, certain conditions allow for early retirement as early as age 55 or upon a
change in control. Vesting under the plan is defined as 100% upon a participant s attainment of age 55 and 10 years of service and 0% prior to a
participant s attainment of age 55 and 10 years of service. Full vesting also occurs if a participant with five years or more of service is
involuntarily terminated by Kforce without cause or upon death, disability or a change in control. The SERP is funded entirely by Kforce, and
benefits are taxable to the executive officer upon receipt and deductible by Kforce when paid. Benefits payable under the SERP upon the
occurrence of a qualifying distribution event, as defined, are targeted at 45% of the covered executive officers average salary and bonus, as
defined, from the three years in which the executive officer earned the highest salary and bonus during the last 10 years of employment, which is
subject to adjustment for retirement prior to the normal retirement age and the participant s vesting percentage. The benefits under the SERP are
reduced for a participant that has not reached age 62 with 10 years of service or age 55 with 25 years of service with a percentage reduction up to
the normal retirement age.
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Benefits under the SERP are normally paid based on the lump sum present value but may be paid over the life of the executive officer or through
a 10-year annuity, as elected by the executive officer upon commencement of participation in the SERP. None of the benefits earned pursuant to
the SERP are attributable to services provided prior to December 31, 2006. For purposes of the measurement of the benefit obligation, Kforce
has assumed that all participants will elect to take the lump sum present value option.
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The following represents the components of net periodic benefit cost for the three and nine months ended:

Three Months
Ended Nine Months Ended
September 30, September 30,
2010 2009 2010 2009

Service cost $ 756 $ 566 $2,268 $ 1,700
Interest cost 98 64 296 192
Amortization of actuarial loss 21 62
Curtailment gain (279)
Net periodic benefit cost $ 875 $ 630 $2,626 $1,613

The net periodic benefit cost recognized for the three and nine months ended September 30, 2010 was based upon the actuarial valuation at the
beginning of the year, which utilized the assumptions noted in our Annual Report on Form 10-K for the year ended December 31, 2009. During
the nine months ended September 30, 2009, Kforce recognized a curtailment gain of $279 as a result of the termination of an executive officer.
There is no requiremen