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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

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

For the quarterly period ended September 30, 2014
OR

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

Commission file number: 000-20540

ON ASSIGNMENT, INC.
(Exact name of registrant as specified in its charter)

Delaware 95-4023433

(State of Incorporation) (I.R.S. Employer Identification No.)
26745 Malibu Hills Road, Calabasas, CA 91301

(Address of principal executive offices) (Zip Code)

(818) 878-7900
(Registrant’s telephone number, including area code)

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. xYes o 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). xYes o 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
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company” in Rule 12b-2 of the Exchange Act.

Large accelerated filer x Accelerated filer o
Non-accelerated filer o Smaller reporting company o

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).
0 Yes x No

At October 31, 2014, the total number of outstanding shares of the Company’s Common Stock ($0.01 par value) was
52,347,141.
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PART I - FINANCIAL INFORMATION

Item 1 — Condensed Consolidated Financial Statements (Unaudited)

ON ASSIGNMENT, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED BALANCE SHEETS (UNAUDITED)

(Dollars in thousands, except share amounts)

ASSETS
Current assets:
Cash and cash equivalents

Accounts receivable, net of allowance of $4,741 and $3,067, respectively

Prepaid expenses

Deferred income tax assets

Workers' compensation and medical malpractice receivable
Other

Total current assets

Property and equipment, net
Goodwill

Identifiable intangible assets, net
Other

Total Assets

LIABILITIES AND STOCKHOLDERS’ EQUITY

Current liabilities:

Current portion of long-term debt

Accounts payable

Accrued payroll and contract professional pay

Workers’ compensation and medical malpractice loss reserves
Income taxes payable

Other

Total current liabilities

Deferred income tax liabilities
Long-term debt

Other long-term liabilities

Total liabilities

Commitments and contingencies
Stockholders’ equity:

Preferred stock, $0.01 par value, 1,000,000 shares authorized, no shares

issued

Common stock, $0.01 par value, 75,000,000 shares authorized,
52,336,398 and 53,926,525 issued and outstanding, respectively
Paid-in capital

Retained earnings

September 30,
2014

$29,881
296,506
5,664
17,190
19,157
3,210
371,608

43,495
574,023
269,821
8,108
$1,267,055

$18,250
7,166
90,976
30,904
2,448
22,444
172,188

54,799
385,438
11,615
624,040

523

489,254
156,140

December 31,
2013

$37,350
262,224
8,686
17,214
21,200
3,200
349,874

38,591
574,948
288,455
9,326
$1,261,194

$10,000
8,370
76,556
32,751
13,418
27,926
169,021

49,584
389,813
12,643
621,061

539

493,279
146,199
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Accumulated other comprehensive income (loss) (2,902
Total stockholders’ equity 643,015
Total Liabilities and Stockholders’ Equity $1,267,055

See Notes to Condensed Consolidated Financial Statements.
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ON ASSIGNMENT, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS AND COMPREHENSIVE INCOME
(UNAUDITED)

(In thousands, except per share amounts)

Three Months Ended Nine Months Ended

September 30, September 30,

2014 2013 2014 2013
Revenues $477,824 $421,491 $1,385,716  $1,208,399
Cost of services 322,218 294,281 939,795 849,746
Gross profit 155,606 127,210 445,921 358,653
Selling, general and administrative expenses 108,705 86,329 320,762 252,488
Amortization of intangible assets 6,018 5,199 18,346 15,853
Operating income 40,883 35,682 106,813 90,312
Interest expense, net (3,101 ) (3,257 ) (9,532 ) (12,434 )
Werite-off of loan costs — — — (14,958 )
Income before income taxes 37,782 32,425 97,281 62,920
Provision for income taxes 15,769 12,954 40,521 25,990
Income from continuing operations 22,013 19,471 56,760 36,930
Gain on sale of discontinued operations, net of income taxes — — — 14,412
{Z)f;)sme (loss) from discontinued operations, net of income @3 ) 679 (49 ) 760
Net income $22,005 $20,150 $56,711 $52,102
Basic earnings per common share:
Continuing operations $0.41 $0.36 $1.05 $0.69
Discontinued operations — 0.02 — 0.29
Net income $0.41 $0.38 $1.05 $0.98
Diluted earnings per common share:
Continuing operations $0.41 $0.36 $1.04 $0.68
Discontinued operations — 0.01 (0.01 ) 0.28
Net income $0.41 $0.37 $1.03 $0.96
Number of shares and share equivalents used to calculate
earnings per share:
Basic 53,374 53,620 53,955 53,350
Diluted 54,129 54,624 54,804 54,394
Reconciliation of net income to comprehensive income:
Net income $22,005 $20,150 $56,711 $52,102
Changes in fair value of derivatives, net of tax 19 29 70 172
Foreign currency translation adjustment, net of tax (2,884 ) 1,504 (3,088 ) 648
Comprehensive income $19,140 $21,683 $53,693 $52,922

See Notes to Condensed Consolidated Financial Statements.
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ON ASSIGNMENT, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (UNAUDITED)

(In thousands)

Cash Flows from Operating Activities:
Net income

Adjustments to reconcile net income to net cash provided by operating activities:

Gain on sale of discontinued operations, net of income taxes
Depreciation and amortization

Stock-based compensation

Write-off of loan costs

Gross excess tax benefits from stock-based compensation
Workers’ compensation and medical malpractice provision
Other

Changes in operating assets and liabilities, net of effects of acquisitions and
divestitures:

Accounts receivable

Prepaid expenses

Accounts payable

Accrued payroll and contract professional pay

Income taxes payable

Workers’ compensation and medical malpractice loss reserves
Other

Net cash provided by operating activities

Cash Flows from Investing Activities:

Cash paid for property and equipment

Cash received from sale of discontinued operations, net
Other

Net cash provided by (used in) investing activities

Cash Flows from Financing Activities:

Principal payments of long-term debt

Proceeds from long-term debt

Proceeds from stock transactions

Payments of employment taxes related to release of restricted stock awards
Gross excess tax benefits from stock-based compensation
Repurchase of common stock

Debt issuance costs

Payments of accrued earn-outs

Other

Net cash used in financing activities

Effect of exchange rate changes on cash and cash equivalents
Net Increase (Decrease) in Cash and Cash Equivalents

Cash and Cash Equivalents at Beginning of Year

Cash and Cash Equivalents at End of Period

Supplemental Disclosure of Cash Flow Information:
Cash paid for:

Nine Months Ended
September 30,

2014 2013
$56,711 $52,102
— (14,412
28,089 21,658
11,891 10,410
— 14,958
(3,899 (4,091
3,242 5,119
5,966 1,069
(40,333 (33,992
1,982 3,655
(1,826 (385
14,812 19,927
(1,907 3,129
(1,384 (1,904
(5,386 (3,295
67,958 73,948
(14,260 (12,293
— 31,922
525 (1,601
(13,735 18,028
(139,125 (452,275
143,000 383,500
6,143 6,723
(5,521 (6,573
3,899 4,091
(68,235 —

(447 (6,559
(691 (3,425
— (14
(60,977 (74,532
(715 154
(7,469 17,598
37,350 27,479
$29,881 $45,077

~— N N
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Income taxes $42,670
Interest $8,690

Supplemental Disclosure of Non-Cash Transactions:
Acquisition of property and equipment through accounts payable $1,301
See Notes to Condensed Consolidated Financial Statements.

5

$19,809
$11,944
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ON ASSIGNMENT, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)

1. Financial Statement Presentation. The accompanying unaudited condensed consolidated financial statements have
been prepared in accordance with accounting principles generally accepted in the United States of America for interim
financial information and the rules of the Securities and Exchange Commission. The financial statements include
adjustments consisting of normal recurring items, which, in the opinion of management, are necessary for a fair
presentation of the financial position of On Assignment, Inc. and its subsidiaries (the "Company") and its results of
operations for the interim dates and periods set forth herein. The results for any of the interim periods are not
necessarily indicative of the results to be expected for the full year or any other period. This Quarterly Report on Form
10-Q should be read in conjunction with the Company’s Annual Report on Form 10-K for the year ended December
31,2013 ("2013 10-K").

2. Accounting Standards Update. In April 2014, the Financial Accounting Standards Board issued Accounting
Standards Update No. 2014-08, Presentation of Financial Statements (Topic 205) and Property, Plant, and Equipment
(Topic 360): Reporting Discontinued Operations and Disclosures of Disposals of Components of an Entity ("ASU
2014-08"). ASU 2014-08 amends the definition of a discontinued operation and requires entities to provide additional
disclosures for both discontinued operations and disposal transactions that do not meet the discontinued-operations
criteria. It is effective for annual periods beginning on or after December 15, 2014. The Company does not expect the
adoption of this guidance to have a material effect on its consolidated financial statements.

In May 2014, the Financial Accounting Standards Board issued Accounting Standards Update No. 2014-09, Revenue
from Contracts with Customers (Topic 606) ("ASU 2014-09"). ASU 2014-09 improves comparability of revenue
recognition practices across entities, industries, jurisdictions and capital markets, and requires entities to provide
additional disclosures. It is effective for annual reporting periods beginning after December 15, 2016. The Company
does not expect the adoption of this guidance to have a material effect on its consolidated financial statements.

In May 2014, the Financial Accounting Standards Board issued Accounting Standards Update No. 2014-12,
Compensation-Stock Compensation (Topic 718) Accounting for Share-Based Payments When the Terms of an Award
Provide That a Performance Target Could Be Achieved after the Requisite Service Period ("ASU 2014-12"). ASU
2014-12 requires that a performance target that affects vesting, and which could be achieved after the requisite service
period, be treated as a performance condition. It is effective for annual reporting periods beginning after December 15,
2015. The Company does not expect the adoption of this guidance to have a material effect on its consolidated
financial statements.

3. Acquisitions. On December 5, 2013, the Company acquired all of the outstanding shares of CyberCoders Holdings,
Inc. ("CyberCoders"), a provider of permanent placement services headquartered in Irvine, California. The primary
reason for the acquisition was to expand the Company's permanent placement services. The purchase price was $98.6
million, comprised of $93.6 million in cash paid at closing and estimated future contingent consideration of $5.0
million, which is based on estimated financial performance of CyberCoders through 2015 (the maximum contingent
consideration opportunity is $11.0 million). Acquisition costs of approximately $1.5 million were expensed in 2013.
Goodwill deductible for tax purposes is $10.3 million for this transaction. The results of operations for the acquisition
have been combined with those of the Company from the acquisition date.

On December 2, 2013, the Company acquired all of the outstanding membership interests of Whitaker Medical, LLC
("Whitaker"), a provider of physician staffing services headquartered in Houston, Texas. The primary reason for the
acquisition was to expand the Company's Physician staffing services. The purchase price was $21.3 million,
comprised of $18.5 million in cash paid at closing and estimated future contingent consideration of $2.8 million,
which is based on estimated financial performance of Whitaker through 2015 (the maximum contingent consideration

11



Edgar Filing: ON ASSIGNMENT INC - Form 10-Q

opportunity is $5.0 million). Acquisition costs of approximately $0.4 million were expensed in 2013. Goodwill of $7.2
million is deductible for tax purposes. The results of operations for the acquisition have been combined with those of
the Company from the acquisition date.

Assets and liabilities of the acquired companies were recorded at their estimated fair values at the date of acquisition.
The excess purchase price over the fair value of net tangible assets and identifiable intangible assets acquired has been
allocated to goodwill. The fair value assigned to identifiable intangible assets was determined primarily by using a
discounted cash flow method.

The Company's allocation of the purchase prices relating to the CyberCoders and Whitaker acquisitions remains
incomplete with respect to opening net assets, intangible assets, taxes and contingent consideration. Material
measurement period adjustments resulting from the finalization of the purchase price allocation will be recorded
retrospectively to the acquisition date. The preliminary fair value of contingent consideration is based on the present
value of the expected future payments to be made to the sellers of the acquired businesses in accordance with the
respective purchase agreements. There are numerous inputs for this valuation, which the Company will finalize during
the measurement period. Significant changes are likely and will change the contingent consideration and the amount
allocated to goodwill. See Note 6 Fair Value Measurements for further information regarding the fair value of
contingent consideration and the Level 3 rollforward disclosure.

During the nine months ended September 30, 2014, the Company adjusted CyberCoders' and Whitaker's purchase
price allocation. These adjustments were not material and accordingly they were not presented retrospectively.

12
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The following table summarizes (in thousands) the purchase price allocations for the acquisitions of CyberCoders and
Whitaker, which are subject to finalization during the measurement period:
2013 Acquisitions

CyberCoders Whitaker
Current assets $11,535 $9,155
Property and equipment 3,790 272
Goodwill 71,323 7,216
Identifiable intangible assets 36,450 9,760
Other 915 568
Total assets acquired $124,013 $26,971
Current liabilities $8,890 $5,093
Other 16,475 551
Total liabilities assumed 25,365 5,644
Total purchase price $98,648 $21,327

The following table summarizes (in thousands) the allocation of the purchase price among the identifiable intangible
assets for the acquisitions of CyberCoders and Whitaker, which are subject to finalization during the measurement
period:

Identifiable Intangible Asset Value

Useful life CyberCoders Whitaker
Contractor relationships 2.5 years $3,900 $1,800
Customer relationships 3 -7 years 750 5,900
Non-compete agreements 3 years 800 60
In-use software 6 years 18,900 —
Trademarks indefinite 12,100 2,000
Total identifiable intangible assets acquired $36,450 $9,760

The summary below (in thousands, except for per share data) presents unaudited pro forma consolidated results of
operations for the nine months ended September 30, 2013 as if the acquisitions of Whitaker and CyberCoders
occurred on January 1, 2012. The pro forma financial information gives effect to certain adjustments, including:
amortization of intangible assets, interest expense on acquisition-related debt and provision for income taxes. The pro
forma financial information is not necessarily indicative of the operating results that would have occurred if the
acquisitions had been consummated as of the date indicated, nor are they necessarily indicative of future operating
results.

Revenues $1,277,186
Income from continuing operations $40,394
Net income $55,566
Basic earnings per share:

Income from continuing operations $0.76

Net income $1.04

Diluted earnings per share:
Income from continuing operations $0.74
Net income $1.02

Number of shares used to calculate earnings per share:

13
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Basic 53,350
Diluted 54,394

4. Discontinued Operations. During 2013, the Company sold in two separate transactions its Nurse Travel and Allied
Healthcare divisions, both of which were previously included in the Company’s Healthcare segment. These divisions
have been presented as discontinued operations in the Condensed Consolidated Statements of Operations and
Comprehensive Income for all periods presented. The following is a summary of the combined operating results of
these two divisions (in thousands):

7
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Three Months Ended Nine Months Ended

September 30, September 30,

2014 2013 2014 2013
Revenues $— $10,680 $— $37,296
Income (loss) before income $3 $1.087 $(80 ) $1.398
taxes
Elr;evslsmn (benefit) for income $11 $408 $31 ) $638
Net income (loss) $(8 ) $679 $(49 ) $760

5. Long-Term Debt. Long-term debt consisted of the following at September 30, 2014 and December 31, 2013 (in
thousands):

2014 2013
Senior Secured Debt:
$125 million revolving credit facility, due May 2018 $60,000 $44.500
Term A loan facility, due May 2018 163,375 92,500
Term B loan facility, due May 2020 180,313 262,813
$403,688 $399,813

On May 16, 2013, the Company entered into a new $500.0 million credit facility and repaid all borrowings under the
previous facility. This new facility initially consisted of (i) a $100.0 million, five-year term A loan facility, (ii) a
$275.0 million seven-year term B loan facility and (iii) a $125.0 million, five-year revolving loan facility. On
February 28, 2014, the Company increased the term A loan facility by $82.5 million and repaid $82.5 million on the
term B loan facility. Under terms of the credit facility, the Company has the ability to increase the loan facilities by up
to $100.0 million under certain specified conditions.

Borrowings under the term A loan facility and revolving loans bear interest at the Company's option, at either the
Eurodollar rate (LIBOR) or the base rate, plus 1.75 percent to 2.50 percent. Borrowings under the term B loan facility
bear interest at the LIBOR rate, with a floor of 1.0 percent, plus 2.50 percent. The commitment fee on the undrawn
portion available under the revolving loan facility ranges from 0.25 percent to 0.40 percent.

At September 30, 2014, borrowings on the term A loan facility and revolving credit facility both bore interest at 1.9
percent. Borrowings on the term B loan facility bore interest at 3.5 percent. The weighted average interest rate at
September 30, 2014 was 2.6 percent.

During the remainder of this year, each of the next four years and thereafter, the Company will be required to make
payments as follows (in thousands):

2014 $4,563
2015 18,250
2016 18,250
2017 18,250
2018 164,062
Thereafter 180,313
$403,688

As of September 30, 2014 and December 31, 2013, the Company was in compliance with all of its debt covenants. As
of September 30, 2014, the Company had a ratio of funded debt to consolidated EBITDA (as calculated pursuant to
the credit facility) of 2.06 to 1.00 and had $62.1 million of borrowings available under the revolving credit facility.

6. Fair Value Measurements. The recorded values of cash and cash equivalents, accounts receivable, accounts payable
and accrued expenses approximate their fair value based on their short-term nature. Long-term debt recorded in the
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Company’s Condensed Consolidated Balance Sheet at September 30, 2014 was $403.7 million. The fair value of the
long-term debt, determined using the quoted price technique based on Level 2 inputs including the yields of
comparable companies with similar credit characteristics, was $403.3 million.

The Company has obligations, to be paid in cash, to the former owners of CyberCoders and Whitaker, if certain future
financial goals are met. The fair value of this contingent consideration is determined using an expected present value
technique. Expected cash flows are determined using the probability-weighted average of possible outcomes that
would occur should certain financial metrics be reached. There is no market data available to use in valuing the
contingent consideration, therefore, the Company developed its own assumptions related to the future financial
performance of the businesses to evaluate the fair value of these liabilities. As such, the contingent consideration is
classified within Level 3.

8
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In connection with estimating the fair value of the contingent consideration, the Company develops various scenarios
(base case, downside case, and upside case) and weights each according to the estimated probability of

occurrence. The probabilities range from 10.0 percent to 60.0 percent, with the most significant weighting given to the
base case at 60.0 percent for Whitaker and 50.0 percent for CyberCoders. These scenarios are developed based on the
expected financial performance of the acquired companies, with revenue growth rates being a primary input to the
calculation. These revenue growth rates range from 2.0 percent to 15.0 percent for Whitaker, and from 9.6 percent to
25.0 percent for CyberCoders. An increase or decrease in the probability of achievement of any of these scenarios
could result in a significant increase or decrease to the estimated fair value.

The liability for contingent consideration is established at the time of the acquisition and finalized by the end of the
measurement period. An analysis is performed at the end of each fiscal quarter to compare actual results to forecasted
financial performance. If performance has deviated from projected levels, the fair value of the contingent
consideration is updated. The significant assumptions that may materially affect the fair value are developed in
conjunction with the guidance of division management to ensure that the most accurate and latest financial projections
are used and compared with the most recent financial results. The liability is included in the Condensed Consolidated
Balance Sheets in other current liabilities and other long-term liabilities. Fair value adjustments outside of the
measurement period are included in the Condensed Consolidated Statements of Operations and Comprehensive
Income in selling, general and administrative expenses.

The contingent consideration obligations measured at fair value on a recurring basis follow (in thousands):
As of September 30, 2014

Fair Value Measurements Using Total
Quoted Prices in  Significant Other Significant
Active Markets for Observable Unobservable
Identical Assets  Inputs Inputs
(Level 1) (Level 2) (Level 3)
Contingent consideration $— $— $(7,860 ) $(7,860 )
As of December 31, 2013
Fair Value Measurements Using Total
Quoted Prices in  Significant Other Significant
Active Markets for Observable Unobservable
Identical Assets  Inputs Inputs
(Level 1) (Level 2) (Level 3)
Contingent consideration $— $— $(8,527 ) $(8,527 )

Reconciliations of liabilities measured and carried at fair value on a recurring basis with the use of significant
unobservable inputs (Level 3) are as follows (in thousands):

Three Months Ended Nine Months Ended
September 30, September 30,
2014 2013 2014 2013
Contingent consideration:
Balance at beginning of period $(7,860 ) $(3,171 ) $(8,527 )y $(7,577 )
Payments on contingent consideration — 691 3,425
Fair value adjustment — 1,039 — 1,931
Foreign currency translation adjustment — (127 ) (24 ) (38 )
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Balance at end of period $(7,860 ) $(2,259 ) $(7,860 ) $(2,259

Certain assets and liabilities, such as goodwill, are not measured at fair value on an ongoing basis but are subject to
fair value adjustments in certain circumstances (e.g., when there is evidence of impairment). For the nine months

ended September 30, 2014, no fair value adjustments were required for non-financial assets or liabilities.

9
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7. Goodwill and Identifiable Intangible Assets. During the quarter ended March 31, 2014, the Company underwent a
realignment resulting in a change in the Company's reportable segments. The goodwill related to the former Life
Sciences segment has been allocated to the respective segments below based upon the relative fair value of each
component of the former Life Sciences segment. All prior periods have been retrospectively restated to conform to the
current presentation. See Note 13 Segment Reporting for further information. The changes in the carrying amount of
goodwill for the year ended December 31, 2013 and the nine months ended September 30, 2014 were as follows (in
thousands):

Life
Apex Oxford Physician Sciences Healthcare  Total
Europe

Balance as of December 31,
2012
Gross goodwill $289,712 $150,619 $51,561 $3,753 $122,230 $617,875
Accumulated impairment — — — — (121,717 ) (121,717 )

289,712 150,619 51,561 3,753 513 496,158
;K)’hltaker Acquisition (see Note o 7.452 o o 7.452
CyberCoders Acquisition (see 70.527 . o o 70,527
Note 3)
Divestiture - gross goodwill — — — — (121,717 ) (121,717 )
Dlve§t1ture - accumulated o o . o 121717 121717
impairment
Transfers — 513 — — (513 ) —
Translation adjustment — — — 811 — 811
Balance as of December 31,
2013
Gross goodwill 289,712 221,659 59,013 4,564 — 574,948
Accumulated impairment — — — — — —

289,712 221,659 59,013 4,564 — 574,948
Acquisition accounting — 796 (236 ) — — 560
Translation adjustment (1,210 ) (55 ) — (220 ) — (1,485 )
Balance as of September 30,
2014
Gross goodwill 288,502 222,400 58,777 4,344 — 574,023
Accumulated impairment — — — — — —

$288,502 $222,400 $58,777 $4,344 $— $574,023

10
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As of the dates presented, the Company had the following acquired intangible assets (in thousands):

As of September 30, 2014 As of December 31, 2013
Estimated Gross' Accumulated Net Carrying Gross‘ Accumulated Net Carrying
.. Carrying . Carrying .
Useful Life Amortization Amount Amortization Amount

Amount Amount
Intangible assets
subject to
amortization:
Customer dmonths = o569 ¢77  $53764 $56,108  $110,007  $41,564 $68,443
relations 10 years
Contractor 2-7years 43,545 33,971 9,574 43,598 30,737 12,861
relations
Non-compete 5 7 yois 3,808 1,855 1,973 3,863 1,424 2,439
agreements
In-use software 6 years 18,900 2,580 16,320 18,900 263 18,637

176,145 92,170 83,975 176,368 73,988 102,380
Intangible assets
not subject to
amortization:
Trademarks 185,846 — 185,846 186,075 — 186,075
Goodwill 574,023 — 574,023 574,948 — 574,948
Total $936,014 $92,170 $843,844 $937,391 $73,988 $863,403

Amortization expense for intangible assets with finite lives was $6.0 million and $5.2 million for the three months
ended September 30, 2014 and 2013, respectively. Amortization expense for intangible assets with finite lives was
$18.3 million and $15.9 million for the nine months ended September 30, 2014 and 2013, respectively. Estimated
amortization for the remainder of this fiscal year, each of the next four fiscal years and thereafter follows (in
thousands):

2014 $6,079
2015 21,333
2016 17,726
2017 12,892
2018 10,310
Thereafter 15,635
$83,975

Goodwill and other intangible assets having an indefinite useful life are not amortized for financial statement
purposes. Goodwill and intangible assets with indefinite lives are reviewed for impairment on an annual basis as of
October 31 and whenever events or changes in circumstances indicate that the carrying amount may not be
recoverable. There were no triggering events that required an interim impairment analysis during the current period.

8. Incentive Award Plan and Employee Stock Purchase Plan. On January 2, 2014, the Chief Executive Officer (the
"CEO") was awarded 23,255 performance-based restricted stock units ("RSUs") with a grant date fair market value of
$0.8 million, which will vest on January 4, 2015, contingent upon the Company achieving certain financial
performance objectives based on Adjusted EBITDA (earnings before interest, taxes, depreciation, and amortization of
identifiable intangible assets, but excluding gains, losses or expenses associated with unusual items such as
equity-based compensation expense, impairment charges and acquisition, integration and strategic planning expenses)
during 2014. On March 26, 2014, the CEO was awarded 91,569 performance-based RSUs with a grant date fair
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market value of $3.3 million, which will vest in three equal annual increments on January 4, 2015, January 4, 2016
and January 4, 2017, contingent upon the Company achieving certain financial performance objectives based on
Adjusted EBITDA during 2014. On March 26, 2014, the CEO was awarded a performance-based award which had a
grant date fair market value of $0.5 million, which will vest on January 2, 2015, contingent upon the Company
meeting certain financial performance objectives during 2014. The Company classifies this award as a liability award
until the number of shares is determined on the settlement date, by dividing $0.5 million by the closing price of the
Company’s stock on the settlement date. The grant date fair market value of the RSUs described in this paragraph is
expensed over the vesting term, based on an estimate of the percentage achievement of the applicable performance
targets. All awards are subject to the CEO’s continued employment through applicable vesting dates. All awards may
vest on an accelerated basis in part or in full upon the occurrence of certain events.

On March 26, 2014, the Company granted 60,244 performance-based RSU grants to certain Apex employees with an
aggregate grant date fair value of $2.2 million, which vest, if the performance objective is attained, in 12 equal
installments beginning on April 1, 2015 and quarterly thereafter, subject to continued employment through each
vesting date. Compensation expense for the performance-based component of these awards is recognized over the
vesting period, based on an estimate of the percentage achievement of the targets for these awards.

11
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On March 26, 2014, May 15, 2014 and June 16, 2014, the Company granted 27,141, 16,596 and 976
performance-based RSUs, respectively, to certain other executive officers with an aggregate grant date fair value of
$1.0 million, $0.6 million and $35,000, respectively. The March 26, 2014 grants will vest on January 2, 2015, and the
May 15, 2014 and June 16, 2014 grants will vest on May 15, 2015, subject to continued employment and the
Company attaining certain performance objectives during 2014, as approved by the Compensation Committee.
Compensation expense for the performance-based component of these awards is recognized over the vesting period,
based on an estimate of the percentage achievement of the targets for these awards.

On March 31, 2014, the Company issued 90,837 shares of common stock under the On Assignment 2010 Employee
Stock Purchase Plan (the "ESPP"). On September 30, 2014 the Company issued 116,968 shares of common stock
under the ESPP.

Compensation expense related to stock-based compensation, including the ESPP, was $4.6 million and $4.2 million
for the three months ended September 30, 2014 and 2013, respectively. Compensation expense related to stock-based
compensation, including the ESPP, was $11.9 million and $10.2 million for the nine months ended September 30,
2014 and 2013, respectively. Stock-based compensation is included in the Condensed Consolidated Statements of
Operations and Comprehensive Income in selling, general and administrative expenses.

9. Commitments and Contingencies. The Company carries large retention policies for its workers’ compensation
liability and its medical malpractice exposures. The workers' compensation and medical malpractice loss reserves are
based upon an actuarial report obtained from a third party and determined based on claims filed and claims incurred
but not reported. The Company accounts for claims incurred but not yet reported based on estimates derived from
historical claims experience and current trends of industry data. Changes in estimates and actual payments for claims
are recognized in the period that the estimates change or the payments are made. The workers' compensation and
medical malpractice loss reserves were approximately $11.7 million and $11.6 million, net of anticipated insurance
and indemnification recoveries of $19.2 million and $21.2 million, at September 30, 2014 and December 31, 2013,
respectively. Included in these amounts is one claim related to our discontinued operations for $10.7 million and $11.1
million, as of September 30, 2014 and December 31, 2013, respectively. This claim is above the Company’s retention
amount and will be recovered from the insurance company.

The Company has unused stand-by letters of credit outstanding to secure obligations for workers’ compensation claims
with various insurance carriers. The unused stand-by letters of credit at September 30, 2014 and December 31, 2013
were $2.9 million and $2.7 million, respectively.

The Company is subject to contingent consideration agreements entered into in connection with certain of its
acquisitions. If the acquired businesses meet predetermined targets, the Company is obligated to make additional cash
payments in accordance with the terms of such contingent consideration agreements. As of September 30, 2014, the
Company has potential future contingent consideration of $16.0 million through 2015.

The Company has entered into various non-cancelable operating leases, primarily related to its facilities and certain
office equipment used in the ordinary course of business. The Company leases two properties owned by related
parties.

At September 30, 2014 and December 31, 2013, the Company has an income tax reserve in other long-term liabilities
related to uncertain tax positions of $1.6 million.

The Company is involved in various legal proceedings, claims and litigation arising in the ordinary course of business.

Based on the facts currently available, the Company does not believe that the disposition of matters that are pending
or asserted will have a material effect on its consolidated financial statements.
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10. Earnings Per Share. Basic earnings per share are computed based upon the weighted average number of common
shares outstanding. Diluted earnings per share are computed based upon the weighted average number of common
shares outstanding and dilutive common share equivalents (consisting of stock options, restricted stock units and
employee stock purchase plan shares) outstanding during the periods using the treasury stock method.

The following is a reconciliation of the shares used to compute basic and diluted earnings per share (in thousands):

Three Months Ended Nine Months Ended

September 30, September 30,

2014 2013 2014 2013
Weighted average ngmber 9f common shares outstanding 53.374 53.620 53.955 53.350
used to compute basic earnings per share
Dilutive effect of stock-based awards 755 1,004 849 1,044
g;:;;ber of shares used to compute diluted earnings per 54,129 54,624 54.804 54.394

There were no significant share equivalents outstanding during the three and nine months ended September 30, 2014
and 2013 that became anti-dilutive when applying the treasury stock method.

12
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11. Stockholders' Equity. On July 21, 2014, the Board of Directors approved a program authorizing the Company to
repurchase up to $100.0 million of the Company’s common stock. The authorization was effective on August 4, 2014
and continues for two years thereafter. During the three and nine months ended September 30, 2014, there were 2.3
million shares repurchased under this program for $68.2 million. All shares repurchased under this program were
retired. As a result of the repurchase and retirement of shares, paid-in capital was reduced by $21.4 million and
retained earnings was reduced by $46.8 million. As of September 30, 2014, the remaining amount available under the
program to repurchase additional shares was $31.8 million.

12. Income Taxes. For interim reporting periods, the Company prepares an estimate of the full-year income and the
related income tax expense for each jurisdiction in which the Company operates. Changes in the geographical mix,
permanent differences or estimated level of annual pre-tax income can impact the Company’s actual effective rate.

13. Segment Reporting. The Company has four reportable segments: Apex, Oxford, Physician, and Life Sciences
Europe. During the quarter ended March 31, 2014, the Company realigned its former Life Sciences segment resulting
in Lab Support U.S. now being included in the Apex segment; Valesta U.S. now being included in the Oxford
segment; and the Life Sciences Europe segment includes Lab Support Europe, Valesta Europe, and Sharpstream
reported as a separate segment.

During 2013, the Company sold its Nurse Travel and Allied Healthcare divisions. See Note 4 Discontinued
Operations for further information. The realignment and divestitures resulted in changes to the internal reporting
package reviewed by the Chief Operating Decision Maker ("CODM"), and the Healthcare segment no longer exists.
Health Information Management, formerly included in the Healthcare segment, is included in the Oxford Segment and
unallocated corporate expenses are separately disclosed in order to align with the revised internal reporting package
reviewed by the CODM. All prior periods have been retrospectively restated to conform to the current presentation.

The Company’s management evaluates the performance of each segment primarily based on revenues, gross profit, and
operating income. The information in the following table is derived directly from the segments’ internal financial
reporting used for corporate management purposes. The Company's management does not evaluate, manage or
measure performance of segments using asset information, and such information is not readily available. Accordingly,
assets by reportable segment are not disclosed.

The following tables present revenues, gross profit, operating income and amortization by reportable segment (in
thousands):
Three Months Ended September 30, 2014

Life Sciences

Apex Oxford Physician Europe Corporate Total
Revenues $306,027 $125,944 $34,948 $10,905 $— $477,824
Gross profit 87,323 54,267 10,344 3,672 — 155,606
Operating income 33,735 18,323 2,714 490 (14,379 ) 40,883
Amortization 4,089 1,375 486 68 — 6,018

Three Months Ended September 30, 2013

.. Life Sciences

Apex Oxford Physician Europe Corporate Total
Revenues $276,849 $107,413 $26,223 $11,006 $— $421,491
Gross profit 78,854 36,825 7,382 4,149 — 127,210
Operating income 28,849 15911 1,783 1,774 (12,635 ) 35,682
Amortization 4,881 96 111 103 8 5,199
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Nine Months Ended September 30, 2014

Apex Oxford Physician
$882,328 $369,448 $100,396
247,506 156,904 29,480
88,227 50,435 6,428
12,267 4,107 1,754

Life Sciences

Europe Corporate
$33,544 $—
12,031 —

2,717 (40,994
210 8

Total

$1,385,716
445,921
106,813
18,346
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Nine Months Ended September 30, 2013
Life Sciences

Apex Oxford Physician Europe Corporate Total
Revenues $778,961 $319,254 $78,991 $31,193 $— $1,208,399
Gross profit 215,747 108,762 22,505 11,639 — 358,653
Operating income 70,715 45,521 6,422 2,755 (35,101 ) 90,312
Amortization 14,643 299 463 365 83 15,853

The Company operates internationally, with operations mainly in the United States, Europe, Canada, Australia and
New Zealand. The following table presents domestic and foreign revenues (in thousands):

Three Months Ended Nine Months Ended
September 30, September 30,
2014 2013 2014 2013
Revenues:
Domestic $456,601 $401,137 $1,323,561 $1,148,529
Foreign 21,223 20,354 62,155 59,870
$477,824 $421,491 $1,385,716 $1,208,399
14
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Item 2 - Management’s Discussion and Analysis of Financial Condition and Results of Operations

The information in this discussion contains forward-looking statements within the meaning of Section 27A of the
Securities Act of 1933, as amended (the “Securities Act”), and Section 21E of the Securities Exchange Act of 1934, as
amended (the “Exchange Act”). Such statements are based upon current expectations that involve risks and
uncertainties. Any statements contained herein that are not statements of historical fact may be deemed to be
forward-looking statements. For example, the words “believes,” “anticipates,” “plans,” “expects,” “intends,” and similar
expressions are intended to identify forward-looking statements. Forward-looking statements include statements
regarding our anticipated financial and operating performance for future periods. Our actual results could differ
materially from those discussed herein. Factors that could cause or contribute to such differences include, but are not
limited to, the following: (1) actual demand for our services; (2) the general political and economic environment;

(3) our ability to attract, train and retain qualified staffing consultants; (4) our ability to remain competitive in
obtaining and retaining temporary staffing clients; (5) the availability of qualified contract professionals; (6) our
ability to manage our growth efficiently and effectively; (7) continued performance and improvement of our
enterprise-wide information systems; (8) our ability to manage our medical malpractice and other potential or actual
litigation matters; (9) the successful integration of our recently acquired subsidiaries; (10) the successful
implementation of our five-year strategic plan and (11) other risks detailed from time to time in our reports filed with
the Securities and Exchange Commission (the "SEC"), including in our 2013 10-K under the section “Risk Factors.”
Other factors also may contribute to the differences between our forward-looking statements and our actual results. In
addition, as a result of these and other factors, our past financial performance should not be relied on as an indication
of future performance. All forward-looking statements in this document are based on information available to us as of
the date we file this Quarterly Report on Form 10-Q, and we assume no obligation to update any forward-looking
statement or the reasons why our actual results may differ.

99 ¢ 29 ¢
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OVERVIEW

On Assignment, Inc. is a leading global provider of in-demand, skilled professionals in the growing technology,
healthcare, and life sciences sectors. We provide clients with short-term and long-term placement of contract,
contract-to-hire, and direct hire professionals.

Our Apex segment serves clients’ needs for high-volume IT and scientific staffing and includes our Apex Systems, Inc.
subsidiary and Lab Support division in the United States. Apex Systems provides mission-critical daily IT operation
professionals for contract and contract-to-hire positions to Fortune 1000 and mid-market clients, and offers

recruitment solutions for other professional skills and workforce needs. Lab Support provides locally-based contract
scientific professionals to clients in the biotechnology, pharmaceutical, food and beverage, medical device, personal
care, chemical, automotive, educational and environmental industries.

Our Oxford segment specializes in delivering high-end professionals for contract and direct hire positions, and
includes our Oxford Global Resources, Inc. and CyberCoders, Inc. subsidiaries. Oxford Global Resources proactively
recruits and delivers seasoned IT, engineering, regulatory and compliance, health information management, and
clinical research professionals for consulting assignments across North America and Europe. It includes our Oxford
International, Oxford Healthcare IT, On Assignment Health Information Management, and Valesta U.S. brands.
CyberCoders recruits professionals predominately for permanent placements in engineering, technology, sales,
executive, financial, accounting, scientific, legal and operational positions across all industries throughout the United
States.

Our Physician segment provides short-term and long-term physician staffing (locum tenens) services and full-service
physician search and consulting services, primarily in the United States, with some locum tenens placements in
Australia and New Zealand. We work with physicians in a wide range of specialties, placing them in hospitals,
community-based practices and federal, state and local facilities. Our Physician segment includes our Vista Staffing
Solutions brand.

Our Life Sciences Europe segment includes the Lab Support, Valesta, and Sharpstream brands in Europe.

Seasonality

Demand for our staffing services historically has been lower during the first and fourth quarters due to fewer business
days resulting from client shutdowns, adverse weather conditions and a decline in the number of contract
professionals willing to work during the holidays. Demand for our staffing services usually increases in the second

and third quarters of the year. In addition, our cost of services typically increases in the first quarter primarily due to
the reset of payroll taxes.
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RESULTS OF OPERATIONS
CHANGES IN RESULTS OF OPERATIONS FOR THE THREE MONTHS ENDED SEPTEMBER 30, 2014
COMPARED WITH THE THREE MONTHS ENDED SEPTEMBER 30, 2013

Revenues by Segment (dollars in thousands):
Three Months Ended

September 30, Change

2014 2013 $ %
Apex $306,027 $276,849 $29,178 10.5 %
Oxford 125,944 107,413 18,531 17.3 %
Physician 34,948 26,223 8,725 333 %
Life Sciences Europe 10,905 11,006 (101 ) (0.9 ) %

$477,824 $421,491 $56,333 134 %

Revenues were $477.8 million, up 13.4 percent year-over-year on a reported basis, and 7.2 percent on a pro forma
basis. (Pro forma assumes the acquisitions of Whitaker and CyberCoders occurred at the beginning of 2012.) The
increase in revenues is due to year-over-year organic growth of 6.8 percent and the acquisitions of Whitaker and
CyberCoders, which contributed $27.6 million of revenues in the quarter. Direct hire and conversion fee revenues for
the quarter were $23.7 million, or 5.0 percent of total revenues, up from $7.2 million, or 1.7 percent of total revenues,
in the third quarter of 2013. The increase is due to CyberCoders, which accounted for $17.2 million of direct hire and
conversion fee revenues for the quarter.

Apex accounted for 64.0 percent of consolidated revenues. Revenues for Apex were $306.0 million, up 10.5 percent
year-over-year. This increase reflected an 8.2 percent increase in the average number of contract professionals on
assignment and a 1.0 percent increase in average bill rate.

Oxford accounted for 26.4 percent of consolidated revenues. Revenues for Oxford were $125.9 million, up 17.3
percent year-over-year on a reported basis and up 1.3 percent on a pro forma basis. Revenues for CyberCoders, which
was acquired in December 2013, were $21.0 million, up 24.8 percent year-over-year on a pro forma basis. The
increase in Oxford's revenues was due to the inclusion of CyberCoders.

Physician accounted for 7.3 percent of consolidated revenues. Revenues for Physician were $34.9 million, up 33.3
percent year-over-year on a reported basis and up 4.1 percent on a pro forma basis. Revenues for Whitaker, which was
acquired in December 2013, were $6.6 million. The increase in Physician's revenues was due to the inclusion of
Whitaker, and organic growth of 8.2 percent year-over-year excluding Whitaker.

Life Sciences Europe accounted for 2.3 percent of consolidated revenues. Revenues for Life Sciences Europe were
$10.9 million, down 0.9 percent year-over-year, mainly due to a decrease of $0.4 million in direct hire and conversion

fee revenues, partially offset by a $0.3 million increase in contract revenue.

Gross Profit and Gross Margin by Segment (dollars in thousands):

Three Months Ended

September 30,

2014 2013

Gross Profit Gross Margin Gross Profit Gross Margin
Apex $87,323 28.5 % $78,854 28.5 %
Oxford 54,267 43.1 % 36,825 343 %
Physician 10,344 29.6 % 7,382 28.2 %
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Life Sciences Europe 3,672 33.7 % 4,149 37.7 %
$155,606 32.6 % $127,210 30.2 %

Gross profit was $155.6 million, up 22.3 percent, as a result of the increase in revenues and expansion in gross
margin. Gross margin for the quarter was 32.6 percent, up approximately 2.4 percentage points year-over-year. The
increase in gross margin was primarily due to the higher mix of direct hire and conversion fee revenues (5.0 percent of
revenues for the current quarter compared with 1.7 percent for the third quarter of 2013) and higher contract gross
margins. The higher mix of direct hire and conversion fee revenues is attributable to CyberCoders, with $17.2 million
of revenues in the quarter.
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Apex accounted for 56.1 percent of consolidated gross profit. Apex's gross profit was $87.3 million, up 10.7 percent
year-over-year as a result of the year-over-year increase in revenues, while gross margin was flat.

Oxford accounted for 34.9 percent of consolidated gross profit. Oxford's gross profit was $54.3 million, up 47.4
percent year-over-year on a reported basis and up 6.4 percent on a pro forma basis. Oxford's gross margin for the
quarter was 43.1 percent, an expansion of 8.8 percentage points year-over-year on a reported basis and up 2.0
percentage points on a pro forma basis. The expansion in gross margin is due to a higher mix of direct hire and
conversion fee revenues from CyberCoders.

Physician accounted for 6.6 percent of consolidated gross profit. Physician's gross profit was $10.3 million, up 40.1
percent year-over year on a reported basis and up 7.7 percent on a pro forma basis. Physician's gross margin for the
quarter was 29.6 percent, an expansion of 1.4 percentage points year-over-year on a reported basis and up 100 basis
points on a pro forma basis. The expansion in gross margin reflected a $0.6 million reduction in the medical
malpractice reserve during the quarter.

Life Sciences Europe accounted for 2.4 percent of consolidated gross profit. Life Sciences Europe's gross profit was
$3.7 million, down 11.5 percent year-over-year. The segment's gross margin for the quarter was 33.7 percent,
reflecting a compression of 4.0 percentage points year-over-year. The compression in gross margin was due to a lower
mix of direct hire and conversion fee revenues. Direct hire and conversion fee revenues for the quarter were 6.4
percent of the segment's revenues, compared with 10.2 percent for the same period of 2013.

Selling, General and Administrative Expenses

For the quarter ended September 30, 2014, selling, general and administrative expenses ("SG&A") were $108.7
million (22.8 percent of revenues "SG&A Margin"), up from $86.3 million (20.5 percent of revenues) for the same
period of 2013. The increase in the SG&A Margin was due to the inclusion of CyberCoders, which has a higher gross
margin and SG&A Margin than our other business units. SG&A expenses for the quarter also included acquisition,
integration and strategic planning expenses of $1.0 million.

Amortization of Intangible Assets

Amortization of intangible assets for the quarter was $6.0 million, compared with $5.2 million in the same period of
2013. The increase related to amortization from the businesses acquired in December 2013.

Interest Expense, Net

Interest expense (net of interest income) for the quarter was $3.1 million, compared with $3.3 million in the same
period of 2013. Interest expense for the quarter was comprised of interest on the credit facility of $2.8 million and
amortization of capitalized loan costs of $0.3 million. The decrease in interest expense related to lower interest rates
under the amendment we made to our credit facility in February 2014 (see Note 5 - Long-Term Debt appearing in
Item 1).

Provision for Income Taxes

The provision for income taxes was $15.8 million for the quarter, compared with $13.0 million for the same period of
2013. The effective tax rate for the quarter was 41.7 percent, a slight increase from the 41.6 percent for the full year
2013.

Discontinued Operations
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We sold our Nurse Travel division in February 2013 for $33.7 million and our Allied Healthcare division in December
2013 for $28.7 million. These units formerly comprised the majority of our Healthcare segment. As a result of these
sales, operating results and the gain on sale of these divisions, net of income tax, are presented as discontinued
operations in our Condensed Consolidated Statements of Operations and Comprehensive Income for all periods
presented. Income (loss) from discontinued operations, net of income taxes, was $(8,000) for the quarter ended
September 30, 2014, compared with $0.7 million in the same period of 2013.

18

32



Edgar Filing: ON ASSIGNMENT INC - Form 10-Q

CHANGES IN RESULTS OF OPERATIONS FOR THE NINE MONTHS ENDED SEPTEMBER 30, 2014
COMPARED WITH THE NINE MONTHS ENDED SEPTEMBER 30, 2013

Revenues by Segment (dollars in thousands):

Nine Months Ended Change

September 30,

2014 2013 $ %
Apex $882,328 $778,961 $103,367 13.3 %
Oxford 369,448 319,254 50,194 15.7 %
Physician 100,396 78,991 21,405 27.1 %
Life Sciences Europe 33,544 31,193 2,351 7.5 %

$1,385,716 $1,208,399 $177,317 14.7 %

Revenues were $1.4 billion, up 14.7 percent year-over-year on a reported basis, and 8.5 percent on a pro forma basis.
The increase in revenues is due to year-over-year organic growth of 8.1 percent and the acquisitions of Whitaker and
CyberCoders, which contributed $79.2 million of revenues. Direct hire and conversion fee revenues were $66.7
million, or 4.8 percent of total revenues, up from $20.6 million, or 1.7 percent of total revenues, for the prior year
period. The increase is due to CyberCoders, which accounted for $46.5 million of direct hire and conversion fee
revenues for the period.

Apex accounted for 63.7 percent of consolidated revenues. Revenues for Apex were of $882.3 million, up 13.3
percent year-over-year, reflecting an 11.3 percent increase in the average number of contract professionals on
assignment and a 0.5 percent increase in the average bill rate.

Oxford accounted for 26.7 percent of consolidated revenues. Revenues for Oxford were $369.4 million, up 15.7
percent year-over-year on a reported basis and up 0.6 percent on a pro forma basis. Revenues for CyberCoders, which
was acquired in December 2013, were $58.3 million, up 21.7 percent year-over-year on a pro forma basis. The
increase in Oxford's revenues was due to the inclusion of CyberCoders.

Physician accounted for 7.2 percent of consolidated revenues. Revenues for Physician were $100.4 million, up 27.1
percent year-over-year on a reported basis and up 0.6 percent on a pro forma basis. Revenues for Whitaker, which was
acquired in December 2013, were $20.9 million, with no significant change on a pro forma basis.

Life Sciences Europe accounted for 2.4 percent of consolidated revenues. Revenues for Life Sciences Europe were
$33.5 million, up 7.5 percent year-over-year, due to an 8.4 percent increase in the average number of contract

professionals and a 2.1 percent increase in the average bill rate, compared with the same period of the prior year.

Gross Profit and Gross Margin by Segment (dollars in thousands):

Nine Months Ended

September 30,

2014 2013

Gross Profit Gross Margin Gross Profit Gross Margin
Apex $247,506 28.1 % $215,747 27.7 %
Oxford 156,904 42.5 % 108,762 34.1 %
Physician 29,480 294 % 22,505 28.5 %
Life Sciences Europe 12,031 359 % 11,639 37.3 %

$445,921 322 % $358,653 29.7 %
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Gross profit was $445.9 million, up 24.3 percent, year-over-year as a result of the increase in revenues and expansion
in gross margin. Gross margin was 32.2 percent, up approximately 2.5 percentage points year-over-year. The increase
in gross margin was primarily due to the higher mix of direct hire and conversion fee revenues (4.8 percent of
revenues up from 1.7 percent year-over-year) and higher contract gross margins. The higher mix of direct hire and
conversion fee revenues is attributable to CyberCoders, with $46.5 million of revenues for the period.

Apex accounted for 55.5 percent of consolidated gross profit. Apex's gross profit was $247.5 million, up 14.7 percent
year-over-year as a result of the year-over-year increase in revenues and expansion in its gross margin. Gross margin
was 28.1 percent, up approximately 40 basis points year-over-year. The expansion in gross margin is due to a 2.2
percent increase in bill/pay spread and a slightly higher mix of permanent placement revenues.
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Oxford accounted for 35.2 percent of consolidated gross profit. Oxford's gross profit was $156.9 million, up 44.3
percent year-over-year on a reported basis and 4.4 percent on a pro forma basis. Oxford's gross margin was 42.5
percent, an expansion of 8.4 percentage points year-over-year on a reported basis and up 1.5 percentage points on a
pro forma basis. The expansion in gross margin is due to a higher mix of direct hire and conversion fee revenues from
CyberCoders.

Physician accounted for 6.6 percent of consolidated gross profit. Physician's gross profit was $29.5 million, up 31.0
percent year-over-year on a reported basis and 2.7 percent on a pro forma basis. Physician's gross margin was 29.4
percent, an expansion of 90 basis points year-over-year on a reported basis and up 60 basis points on a pro forma
basis. The expansion in gross margin reflected a $1.2 million reduction in the medical malpractice reserve during the
period.

Life Sciences Europe accounted for 2.7 percent of consolidated gross profit. Life Sciences Europe's gross profit was
$12.0 million, up 3.4 percent, as a result of the 7.5 percent increase in revenues. Gross margin for the period was 35.9
percent, a decrease of approximately 1.4 percentage points. The contraction in gross margin was due to a lower mix of
direct hire and conversion fee revenues. Direct hire and conversion fee revenues were 7.0 percent of the segment's
revenues, compared with 9.5 percent for the same period of 2013.

Selling, General and Administrative Expenses

For the nine months ended September 30, 2014, SG&A expenses were $320.8 million (23.1 percent of revenues), up
from $252.5 million (20.9 percent of revenues) for the same period of 2013. The increase in the SG&A Margin was
due to the inclusion of CyberCoders, which has a higher gross margin and SG&A Margin than our other business
units. SG&A expenses for the period also included acquisition, integration and strategic planning expenses of $3.9
million.

Amortization of Intangible Assets

Amortization of intangible assets for the nine months ended September 30, 2014 was $18.3 million, compared with
$15.9 million in the same period of 2013. The increase related to amortization from the businesses acquired in
December 2013.

Interest Expense, Net

Interest expense (net of interest income) for the nine months ended September 30, 2014 was $9.5 million, compared
with $12.4 million in the same period of 2013. Interest expense in the current nine month period was comprised of
interest on the credit facility of $8.4 million and amortization of capitalized loan costs of $1.1 million. In February
2014, we amended our credit facility resulting in an increase in borrowings under our term A loan facility of $82.5
million to $175.0 million and a pay down on the term B loan facility by the same amount. This amendment is
estimated to have an annual interest expense savings of approximately $1.0 million (see Note 5 - Long-Term Debt
appearing in Item 1).

Write-Off of Loan Costs

Write-off of loan costs was $15.0 million for the nine months ended September 30, 2013 related to the refinancing of
our credit facility in May 2013. The refinancing in May 2013 was treated as an early extinguishment of debt resulting
in a full write-off of the loan costs associated with the previous facility.

Provision for Income Taxes
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The provision for income taxes was $40.5 million for the nine months ended September 30, 2014, compared with
$26.0 million for the same period of 2013. The effective tax rate for the current nine month period was 41.7 percent, a
slight increase from the 41.6 percent for the full year 2013.

Discontinued Operations

We sold our Nurse Travel division in February 2013 for $33.7 million and our Allied Healthcare division in December
2013 for $28.7 million. These units formerly comprised the majority of our Healthcare segment. As a result of these
sales, operating results and the gain on sale of these divisions, net of income tax, are presented as discontinued
operations in our Condensed Consolidated Statements of Operations and Comprehensive Income for all periods
presented. Income (loss) from discontinued operations, net of income taxes, was $(49,000) for the nine months ended
September 30, 2014, compared with $0.8 million in the same period of 2013.

Liquidity and Capital Resources

Our working capital as of September 30, 2014 was $199.4 million and our cash and cash equivalents were $29.9
million, of which $9.4 million was held in foreign countries. Cash held in foreign countries is not available to fund
domestic operations unless repatriated, which would require the accrual and payment of taxes. We do not intend to
repatriate cash held in foreign countries. Our operating cash flows and borrowings under our credit facilities have been
our primary source of liquidity and have been sufficient to fund our working capital and capital expenditure needs.
Our working capital requirements consist primarily of the financing of accounts receivable, payroll expenses and debt
service payments on our credit facilities. We believe that our working capital as of September 30, 2014, availability
under our revolving
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credit facility and expected operating cash flows will be sufficient to meet our future debt obligations, working capital
requirements and capital expenditures for the next 12 months.

Net cash provided by operating activities was $68.0 million for the nine months ended September 30, 2014, compared
with $73.9 million for the same period in 2013. The decrease of $5.9 million was primarily due to a $10.4 million tax
payment made in the current nine month period related to the gain on the sale of our Allied Healthcare division and a
decrease in cash flows provided by net operating assets, primarily from changes in accounts receivable and accrued
payroll and contract professional pay. These decreases in cash flows were partially offset by higher cash flows
provided by net income (as adjusted for non-cash items such as amortization, depreciation, stock-based compensation,
provision for workers’ compensation and medical malpractice, write-down of deferred loan costs, and gain on sale of
discontinued operations) in the current nine month period as compared to the same period in 2013.

Net cash used in investing activities was $13.7 million for the nine months ended September 30, 2014, compared with
$18.0 million provided by investing activities for the same period in 2013. The year-over-year change was primarily
due to $31.9 million net proceeds included in 2013 related to the sale of our Nurse Travel division. We estimate that
capital expenditures for the full year 2014 will be approximately $19.7 million.

Net cash used in financing activities was $61.0 million for the nine months ended September 30, 2014, compared
with $74.5 million for the same period in 2013. The decrease was primarily due to $68.2 million of repurchases of our
common stock in 2014, offset by lower net repayments under our credit facility.

Under terms of our credit facility, we will be required to make quarterly payments of $4.6 million on the term A loan
facility. We are also required to make mandatory prepayments from excess cash flows and the proceeds of asset sales,
debt issuances and specified other events. The maximum ratio of consolidated funded debt to consolidated EBITDA
steps down from 3.75 to 1.00 as of September 30, 2014 to 3.25 to 1.00 as of June 30, 2015. As of September 30, 2014,
the leverage ratio was 2.06 to 1.00. Additionally, the credit facility, which is secured by substantially all of our assets,
provides for certain limitations on our ability to, among other things, incur additional debt, offer loans, and declare
dividends. As of September 30, 2014, we had $62.1 million of borrowings available under our revolving credit
facility.

Our Board of Directors approved a $100.0 million share repurchase program on July 21, 2014. The authorization was
effective August 4, 2014 and continues for two years thereafter. During the third quarter we repurchased
approximately 2.3 million shares for approximately $68.2 million ($29.46 average price per share). The remaining
amount available under the program is $31.8 million.

Recent Accounting Pronouncements

In April 2014, the Financial Accounting Standards Board issued Accounting Standards Update No. 2014-08,
Presentation of Financial Statements (Topic 205) and Property, Plant, and Equipment (Topic 360): Reporting
Discontinued Operations and Disclosures of Disposals of Components of an Entity ("ASU 2014-08"). ASU 2014-08
amends the definition of a discontinued operation and requires entities to provide additional disclosures for both
discontinued operations and disposal transactions that do not meet the discontinued-operations criteria. It is effective
for annual periods beginning on or after December 15, 2014. We do not expect the adoption of this guidance to have a
material effect on our consolidated financial statements.

In May 2014, the Financial Accounting Standards Board issued Accounting Standards Update No. 2014-09, Revenue
from Contracts with Customers (Topic 606) ("ASU 2014-09"). ASU 2014-09 improves comparability of revenue
recognition practices across entities, industries, jurisdictions and capital markets, and requires entities to provide
additional disclosures. It is effective for annual reporting periods beginning after December 15, 2016. We do not
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expect the adoption of this guidance to have a material effect on our consolidated financial statements.

In May 2014, the Financial Accounting Standards Board issued Accounting Standards Update No. 2014-12,
Compensation-Stock Compensation (Topic 718) Accounting for Share-Based Payments When the Terms of an Award
Provide That a Performance Target Could Be Achieved after the Requisite Service Period ("ASU 2014-12"). ASU
2014-12 requires that a performance target that affects vesting, and which could be achieved after the requisite service
period, be treated as a performance condition. It is effective for annual reporting periods beginning after December 15,
2015. We do not expect the adoption of this guidance to have a material effect on our consolidated financial
statements.

Critical Accounting Policies

There have been no significant changes to our critical accounting policies and estimates during the nine months ended
September 30, 2014 compared with those disclosed in Item 7, Management’s Discussion and Analysis of Financial
Condition and Results of Operations of our 2013 10-K.

Commitments

In connection with certain acquisitions, we are subject to contingent consideration agreements. If the acquired
businesses meet predetermined targets, we are obligated to make additional cash payments in accordance with the

terms of such contingent consideration agreements. As of September 30, 2014, we have potential future contingent
consideration of approximately $16.0 million through 2015.

21

38



Edgar Filing: ON ASSIGNMENT INC - Form 10-Q

Other than those described above, we have not entered into any significant commitments or contractual obligations
that have not been previously disclosed in our 2013 10-K.
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Item 3 - Quantitative and Qualitative Disclosures about Market Risks

With respect to our quantitative and qualitative disclosures about market risks, there have been no material changes to
the information included in our 2013 10-K. We are exposed to certain market risks arising from transactions in the
normal course of business, principally risks associated with foreign currency fluctuations and changes in interest rates.
We are exposed to foreign currency risk from the translation of foreign operations into U.S. dollars. Based on the
relative size and nature of our foreign operations, we do not believe that a 10 percent change in the value of foreign
currencies relative to the U.S. dollar would have a material impact on our financial statements. Our primary exposure
to market risk is interest rate risk associated with our debt instruments. See the Notes to the Condensed Consolidated
Financial Statements for further description of our debt instruments. Excluding the effect of our interest rate caps, a
hypothetical 100 basis point change in interest rates on variable rate debt would have resulted in interest expense
fluctuating approximately $4.0 million based on $403.7 million of debt outstanding for any 12-month period. We have
not entered into any market risk sensitive instruments for trading purposes.

Item 4 - Controls and Procedures

As of the end of the period covered by this report, we carried out an evaluation, under the supervision and with the
participation of our management, including our CEO and Principal Financial and Accounting Officer, of the
effectiveness of our disclosure controls and procedures (as defined in Rules 13a-15(e) and 15d-15(e) of the Exchange
Act). Based on this evaluation, our CEO and Principal Financial and Accounting Officer have concluded that our
disclosure controls and procedures are effective as of the end of the period covered by this report. The term “disclosure
controls and procedures” means controls and other procedures of the Company that are designed to ensure that
information required to be disclosed by the Company in the reports that it files or submits under the Exchange Act is
recorded, processed, summarized and reported within required time periods. We have established disclosure controls
and procedures to ensure that information required to be disclosed by the Company in the reports that it files or
submits under the Exchange Act is accumulated and communicated to management, including our CEO and Principal
Financial and Accounting Officer, as appropriate, to allow timely decisions regarding required disclosure.

There have been no changes in our internal control over financial reporting that occurred during the nine months
ended September 30, 2014 that have materially affected, or are reasonably likely to materially affect, our internal

control over financial reporting.
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PART II - OTHER INFORMATION

Item 1 — Legal Proceedings

We are involved in various legal proceedings, claims and litigation arising in the ordinary course of business.
However, based on the facts available, we do not believe that the disposition of matters that are pending or asserted
will have a material effect on our financial position, results of operations or cash flows.

Item 1A — Risk Factors

Information regarding risk factors affecting our business is discussed in our 2013 10-K.

Item 2 — Unregistered Sales of Securities and Use of Proceeds

The Board of Directors approved a $100.0 million share repurchase program on July 21, 2014. The authorization was
effective August 4, 2014 and continues for two years thereafter. On Assignment purchases of securities during the

quarter ended September 30, 2014 are shown in the table below.

Total Number of Shares Maximum Number of Shares (or

Period Total Number of  Average Price Purchased as Part of Approximate Dollar Value) or Shares

Shares Purchased Paid per Share Publicly Announced Plans That May Yet be Purchased Under
or Programs the Plans or Programs.

July — $— — $—

August 2,016,400 $29.43 2,016,400 $40,692,000

September 300,000 $29.61 300,000 $31,815,000

Total 2,316,400 $29.46 2,316,400 $31,815,000
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Item 6 - Exhibits

INDEX TO EXHIBITS
Number Footnote  Description
Amended and Restated Certificate of Incorporation of On Assignment, Inc., effective June
3.1 (1)
23,2014

3.2 (D Amended and Restated Bylaws of On Assignment, Inc., effective June 23, 2014
4.1 2) Specimen Common Stock Certificate
311 « Certification of Peter T. Dameris, President and Chief Executive Officer pursuant to Rule

) 13a-14(a) or 15d-14(a)
312 « Certification of Edward L. Pierce, Executive Vice President and Chief Financial Officer

) pursuant to Rule 13a-14(a) or 15d-14(a)
31 « Certification of Peter T. Dameris, President and Chief Executive Officer pursuant to 18

) U.S.C. Section 1350
322 « Certification of Edward L. Pierce, Executive Vice President and Chief Financial Officer

' pursuant to 18 U.S.C. Section 1350
101.INS * XBRL Instance Document
101.SCH * XBRL Taxonomy Extension Schema Document
101.CAL * XBRL Taxonomy Extension Calculation Linkbase Document
101.DEF * XBRL Taxonomy Extension Definition Linkbase Document
101.LAB * XBRL Taxonomy Extension Label Linkbase Document
101.PRE * XBRL Taxonomy Extension Presentation Linkbase Document
* Filed herewith.
1) Incorporated by reference from an exhibit filed with the SEC on our Current Report on Form 8-K on June

25, 2014.
@) Incorporated by reference from an exhibit filed with our Registration Statement on Form S-1 (File No.
33-50646) declared effective on September 21, 1992.
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SIGNATURE

Pursuant to the requirements of the Exchange Act, the registrant has duly caused this report to be signed on its behalf
by the undersigned thereunto duly authorized.

ON ASSIGNMENT, INC.

Date: November 7, 2014 By: /s/ Edward L. Pierce

Edward L. Pierce

Executive Vice President and Chief Financial
Officer

(Principal Financial and Accounting Officer)

26

43



