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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 June 26, 2009
or
O 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 0-18603

INTEGRAL SYSTEMS, INC.

(Exact Name of Registrant as specified in its charter)

MARYLAND 52-1267968
(State or other jurisdiction of (I.R.S. Employer
incorporation or organization) Identification No.)

6721 COLUMBIA GATEWAY DRIVE, COLUMBIA, MD 21046

(Address of principal executive offices and Zip Code)

Registrant’s telephone number, including area code:
(443) 539-5008

Indicate by check mark whether the Registrant éE)filed all reports required to be filed by Secti® or 15(d) of the Securities
Exchange Act of 1934 during the preceding 12 mofah$or such shorter period that the Registrard vesjuired to file such reports), and
(2) has been subject to such filing requirementstfe past 90 days. Ye# No O

Indicate by check mark whether the registrant lsnstted electronically and posted on its corpo¥&b site, if any, every Interactive
Data File required to be submitted and posted puntsio Rule 405 of Regulation S-T during the prawgd2 months (or for such shorter
period that the registrant was required to submit @ost such files). Yed] No O

Indicate by check mark whether the Registrantlé&sge accelerated filer, an accelerated filer, a-accelerated filer, or a smaller
reporting company. See the definitions of “largeederated filer,” “accelerated filer” and “small@porting company” in Rule 12b-2 of the
Exchange Act.

Large accelerated filer]] Accelerated filer 4 Non-accelerated filer (I Smaller reporting company]
(do not check if a smaller
reporting company

Indicate by a check mark whether the registraatshell company (as defined in Rule 12b-2 of thehlarge Act). Yes[] No M
As of July 28, 2009, the Registrant had issuedanstanding 17,331,796 shares of common stock.
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FORWARD-LOOKING STATEMENTS

Certain of the statements contained in this ForaQlihcluding those in “Iltem 2. Management’s Dissioa and Analysis of Financial
Condition and Results of Operationaré forward looking within the meaning of SectiohA2of the Securities Act of 1933 and Section 21|
the Securities Exchange Act of 1934. In additioanT time to time, Integral Systems, Inc. (the “Camy’, “We”, “Us”, “Our”) may publish
forward-looking statements relating to such matéeranticipated financial performance, businessp@cts, technological developments, new
products, research and development activities amiths matters. Forward-looking statements candamfified by the use of forward-looking
terminology such as “may”, “will", “believe”, “expd”, “anticipate”, “estimate”, “continue”, or othaimilar words, including but not limited

to statements as to our intent, belief, or curesiectations and the intent, belief, or curreneekations of our directors, officers, and
management with respect to our future operatioegppmance, or positions or which contain othemfimd-looking information. These
forward-looking statements are predictions. Thariresults indicated, whether expressed or impiieay not be achieved. Our actual results
may differ significantly from the results discussedhe forward-looking statements. A variety oftfars could cause our actual results and
experience to differ materially from the anticiphtesults or other expectations expressed in atersents. Our business is dependent upon
general economic conditions and upon various camditspecific to us and to our industry and futueeds cannot be predicted with certai
Particular risks and uncertainties that may affestbusiness, other than those described elsevileeen, include the risk factors described in
“Iltem 1A. Risk Factors” included in our Annual Repon Form 10-K for the year ended September 3082When considering the forward-
looking statements in this Form 10-Q, you shoulekin mind the risk factors and other cautionaayeshents set forth in this Form 10-Q and
our Annual Report on Form 10-K.

These forward-looking statements are based up@miety of assumptions relating to our businesscivinmay not be realized. Because of the
number and range of the assumptions underlyindasward-looking statements, many of which are scibje significant uncertainties and
contingencies beyond our reasonable control, sdritfee@assumptions inevitably will not materializedaunanticipated events and
circumstances may occur subsequent to the dahésadldcument. These forward-looking statementdased on current information and
expectations, and we assume no obligation to upd@atrefore, our actual experience and the reaahgeved during the period covered by
any particular forward-looking statement should lbetegarded as a representation by us or any péhson that these estimates will be
realized, and actual results may vary materialbmg or all of these expectations may not be redbzeal any of the forward-looking
statements contained herein may not prove to heraiec

Factors, risks, and uncertainties that could causectual results to vary materially from recerguits or from anticipated future results are
described below. The risks described below aréh@bnly risks facing us. Additional risks and urtamties not currently known to us or that
we currently deem to be immaterial also may matgréalversely affect our business, financial coiodit and/or operating results.

. A significant portion of our revenue is derivedrfr@ontracts or subcontracts funded by the U.S. mowent and is subject to the
budget and funding process of the U.S. governn

. Our contracts and subcontracts are typically stilbgetermination without caus

. Our contracts and subcontracts that are fundetid{tS. government are subject to U.S. governnegntlations and audits, whi
include the acceptance of our reimbursable ratatng to overhead and selling, general and aditnatise expense:!

. Our contracts and subcontracts that are fundetdd{tS. government are subject to a competitivdibglprocess that may affect
our ability to win contract awards or renewalshe future.

. Our contracts and subcontracts that are fundetidWtS. government are subject to the budget amdirig process of the U.S.
government

. We are experiencing delays in the timeframes irctvifiinding increases on our existing contractssafmtontracts with the U.S.
government are approved, and in which new contsaittsthe U.S. government are award
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. We enter into fixe-price contracts that could subject us to lossekearevent that we have cost overrt

. Financial difficulties experienced by our commekciastomers may adversely affect our ability tdext payments on our
commercial contract:

. Our contracts and subcontracts are subject to ctitiope strict performance and other requireme

. The newly appointed federal administration may icarg to reduce aerospace and defense spendingd) weitd adversely affect
us.

. Intense competition in the satellite ground systedustry could affect our future financial perfornca.

. We are subject to risks associated with our styatégcquiring or merging with other compani

. We may be exposed to product liability or relatknas with respect to our produc

. Our products may become obsolete due to rapid tdegical change in the satellite indust

. Our business is subject to risks associated widrnational transaction

. Our business is dependent on the availability dag@ components and raw materials that we buy fsappliers

. We depend upon attracting and retaining a highijeskprofessional staf

. We depend upon the services of our key perso

. We depend upon intellectual property rights ankl hgving our rights infringec

. The estimated backlog under our contracts is noéssarily indicative of revenues that will actuddlyrealized under the contra

. U.S. government regulations require us to informmgbvernment whenever we have credible evideneevidlation of certain
federal criminal laws or a violation of the civilse Claims Act in connection with our governmaearitcacts and subcontrac

. Performance of some of our U.S. government corgnaety require certain security clearan
. Some of our contracts are subject to security ifleg8on restrictions

. The market price of our common stock may be vale

. Our quarterly operating results may vary signiftbafrom quarter to quarte

. We have substantial investments in recorded gobdwia result of prior acquisitions, and changdstinre business conditions
could cause these investments to become impa#gdiring substantial wri-downs that would reduce our operating inco

. The disruption, expense and potential liabilitycgsated with existing and future litigation againstcould have a material adverse
effect on our business, results of operationspfife condition and cash flow
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PART I. FINANCIAL INFORMATION
Iltem 1. Consolidated Financial Statements

INTEGRAL SYSTEMS, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
(in thousands, except share and per share amounts)

Assets

Current asset:

Cash and cash equivalel

Accounts receivable, net of allowance for doub#fttounts of $799 and $9, respectiv

Unbilled revenue

Prepaid expenses and other current a:

Income tax receivabl

Deferred contract cos

Inventory

Total current asse

Property and equipment, r
Goodwill
Intangible assets, n
Other asset

Total asset

Liabilities and Stockholders’ Equity
Current liabilities:
Accounts payabl
Accrued expense
Deferred revenu
Shor-term deb
Total current liabilities
Other nor-current liabilities
Total liabilities
Stockholder' equity:

Common stock, $.01 par value, 80,000,000 sharé®mared, and 17,298,941 and 17,246,034 sharesd

and outstanding, respective
Additional paic-in capital
Retained earning
Accumulated other comprehensive inca
Total stockholder equity
Total liabilities and stockholde’ equity

September 3C

June 26,

2009 2008

(unaudited)
$ 4,47 $ 15,02¢
14,27¢ 16,68¢
31,811 18,65¢
6,372 2,54
4,98¢ 4,782
594 6,55¢
10,12¢ 7,231
72,65: 71,48¢
20,10¢ 17,63
54,07¢ 51,41«
6,94¢ —
12,76¢ 6,66¢
$166,54t $ 147,20:
$ 458 $  7,16:
15,363 16,65(
9,57¢ 12,40:
8,731 —
38,26¢ 36,21¢
12,83¢ 94¢€
51,10¢ 37,16:
17:¢ 17z
65,81¢ 62,60¢
49,43: 47,24¢
19 11
115,44; 110,04:
$166,54¢ $ 147,20

The accompanying notes are an integral part oktheasolidated financial statements.

1
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INTEGRAL SYSTEMS, INC. AND SUBSIDIARIES
UNAUDITED CONSOLIDATED STATEMENTS OF OPERATIONS
(in thousands, except per share amounts)

Three Months Ended Nine Months Ended
June 26, June 30, June 26, June 30,
2009 2008(1) 2009 2008 (1)
Revenue
Contract revenu $32,40¢ $35,98¢ $ 99,937 $ 97,88
Product revenu 4,07¢ 3,892 12,49¢ 9,704
Software maintenance reven 3,29¢ 2,281 8,58¢ 6,24(
Total revenug 39,78 42,16: 121,02: 113,82¢
Cost of revenue
Contract and software maintenance cost of rev: 28,89¢ 23,26( 76,35: 68,23}
Product cost of revent 2,03( 2,29¢ 6,06¢ 5,55¢
Total cost of revenu 30,92¢ 25,55¢ 82,41¢ 73,79¢
Gross profit 8,851 16,60¢ 38,60: 40,03(
Operating expens:
Selling, general & administrati\ 11,35: 8,42: 34,18t 20,82t
Research & developme 1,32 38t 2,69¢ 1,71z
(Loss) income from operatiol (3,829 7,79¢ 1,722 17,49:
Other income (expense), r (60) 63 (125) 263
(Loss) income before income tax (3,889 7,861 1,597 17,75¢
Income tax (benefit) provisia (2,399 2,694 (58E) 4,49¢
Net (loss) incom $(1,48t) $ 5167 $ 2,182 $ 13,25¢
Comprehensive (loss) incon
Cumulative currency translation adjustm 17 — 8 36
Total comprehensive (loss) incor $(1,47) $5167 $ 2,19C $ 13,29t
Weighted average number of common she
Basic 17,32¢ 16,97: 17,30¢ 18,02:
Diluted 17,32¢ 17,22¢ 17,374 18,19t
Net (loss) income per shal
Basic $ (009 $ 03C $ 01z $ 0.74
Diluted $ (009 $ 03C $ 01z $ 0.7

@ Share and per share information reflect a stodk thgit was effected in the form of a stock dividdar which one share of our common

stock was distributed for each one share of comstack issued and outstanding on August 25, 2
The accompanying notes are an integral part oktheasolidated financial statements.

2
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INTEGRAL SYSTEMS, INC. AND SUBSIDIARIES
UNAUDITED CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands of dollars)

Cash flows from operating activitie
Net income
Adjustments to reconcile net income to net casbduis) provided by operating activitie
Depreciation and amortizatic
Bad debt expens
Stocl-based compensatic
Tax benefit on the exercise of stock opti
Provision for deferred income tax
Changes in operating assets and liabili
Accounts receivabl
Unbilled revenue
Prepaid expenses and other current a:
Deferred contract cos
Inventories
Income taxes receivahb
Accounts payabl
Accrued expense
Deferred revenu
Other
Net cash (used in) provided by operating activi
Cash flows from investing activitie
Purchases of property and equipm
Proceeds from sale lei-back of property and equipme
Acquisition of satIC
Other investing activitie
Net cash used in investing activit|
Cash flows from financing activitie
Proceeds from issuance of common si
Common stock repurchas
Proceeds from line of credit borrowil
Payments on capital lease obligatit
Net cash provided by (used in) financing activi
Net decrease in cash and cash equiva
Effect of exchange rate changes on ¢
Cash and cash equivaler beginning of periot

Cash and cash equivaler- end of perioc

Supplemental disclosures of cash flow informat
Income taxes pai
Interest expense pa
Supplemental schedule of noncash investing andding activities

Nine Months Ended

June 26, June 30,
2009 2008
$ 2,18: $ 13,25¢
2,89¢ 1,67¢

79€ (42)
2,64¢ 36¢
54 —
(719) —
1,97¢ (2,15¢)
(18,549 117
(1,277) 76C
5,96¢ (6,381)
(2,260) (1,115
(880) (2,187
(2,579 (2,164
(1,289 3,54¢
(3,029 22€
184 7
(13,87)) 5,92¢
(4,110 (3,169
12,50: —
(10,944 —
— 18€
(2,557) (2,975

76 4,662

— (23,51))
5,811 —
(€29 G
5,872 (18,859
(10,557) (15,90¢)
(1) (41)
15,02¢ 23,89¢
$ 447: $ 7,94¢
$ 3,31« $ 6,67
$ 89 $ 5

On January 21, 2009 a master agreement and prquagseent for a capital equipment lease facility wigeied. We had

borrowings of $5,382 relating to purchases of prigpand equipmen

A capital lease obligation of $48 was incurred whenentered into a lease for new equipment in 2

The accompanying notes are an integral part oktheasolidated financial statements.

3
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1.

INTEGRAL SYSTEMS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(UNAUDITED)

June 26, 2009

Description of Business

Integral Systems, Inc. (the “Company”, “We”, “UsQur”, “Integral Systems”), a Maryland corporatiorcorporated in 1982, provides
complex solutions for satellite command and confriégration and test, data processing, signayais, and flight simulation. We
design, develop, and integrate sophisticated swlstand provide services related to satellite gi@ystems and other communications
and networking equipment. We believe that our irgggn capability is unique, since we have devedoged own the key technologies
used in our solutions. By controlling pivotal techogies, we believe that we are able to providatsmis at significantly lower risk and
cost on accelerated schedules as compared to myreatibors. Since our founding in 1982, we have suiggal more than 200 different
satellite missions for both commercial and goveminoeistomers who perform communications, scien@tearology, and earth
resource applications and our systems are fieldatiwide. Integral Systems’ state of the art tedbgyp, algorithms, signals processing
and integration processes are based on a commereitd! that we have used to bring efficiencies thoU.S. government market,
which is now our largest source of revenue. Weelelithat our blend of commercial and governmentocusrs, mature systems
integration methodologies, and mix of software hatdware products position us for sustained growth.

Basis of Presentatior

The interim financial statements include the resaftintegral Systems, Inc. and our wholly owneblssdiaries, SAT Corporation
(“SAT"), Newpoint Technologies, Inc. (“Newpoint’Real Time Logic, Inc. (“RT Logic”), Lumistar, LLCl(umistar”), Integral
Systems Europe S.A.S. (“ISI Europe”), and Inte@ygdtems Europe Limited. All significant intercomgdransactions have been
eliminated in consolidation.

Effective with the first quarter of our fiscal ye2009, it is now our practice to close our bookd etords on the Friday prior to the
calendar quarteend for interim periods. This change was madeitmalur financial closing with our business proessVe also inter
to change our fiscal year end date to the lastlyraf September of each year. This change is @ffebeginning with the current fiscal
year, resulting in our fiscal year 2009 ending ept8mber 25, 2009.

The accompanying unaudited consolidated finanta#éments have been prepared in accordance withgererally accepted
accounting principles for interim financial infortian and with the instructions to Form 10-Q andidet 10 of Regulation S-X.
Accordingly, they do not include all of the infortitm and notes required by U.S. generally acceptedunting principles for complete
financial statements. In the opinion of managemahadjustments (consisting of normal recurringuatinents) considered necessary
a fair presentation have been included. Operatisglts for the nine months ended June 26, 2008aneecessarily indicative of the
results that may be expected for fiscal year 2008ing the nine months ended June 26, 2009, thep@agnidentified and recorded
adjustments related to prior periods that increasednues, pre-tax income and net income by apmately $900,000, $660,000 and
$425,000, respectively. We have concluded thakthegrections are immaterial to the 2008 and 200@&ial financial statements and
accordingly, retroactive adjustments to previoussyied financial statements are unnecessary.

The preparation of financial statements in conftymiith U.S. generally accepted accounting priresplequires us to make estimates
and judgments that affect certain reported amooindssets and liabilities, and changes therei)alisre of contingent assets and
liabilities, and revenues and expenses recognirgdglthe reporting period. Actual results coulffetifrom those estimates.

On August 25, 2008, we effected a stock split anfttrm of a stock dividend for which one share @wf common stock was distributed
for each one share of common stock issued andamdlisiy on August 25, 2008. We issued a total @B267 shares relating to this
stock split. The shares presented throughout theatimlated financial statements and the notestiheeflect the effect of this stock st
for all periods presented. All share and per shameunts for the three and nine months ended Juri20B8 have been adjusted to ref
the stock split.
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INTEGRAL SYSTEMS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(UNAUDITED)

June 26, 2009

3. Acquisition of satID Product Line

On February 20, 2009, we acquired the intellegwaperty and other net assets of the satlD prdihefrom U.K.-based QinetiQ
Limited (the “satID acquisition”)Satellite operators around the world use satlDetml@rate the source of satellite interference, jargs
and unauthorized use to ensure quality of satelitgice. The satlD product is being integratedhwitegral Systems’ Telemetrix
Compas® , and Moniés products to provide a fullggrated capability to detect, characterize, araddagate the source of satellite
uplink communication signals with applications onemercial, military, government, and intelligencarkets. The satID product is fu
integrated into the Space Communication Systemsisey

The consideration paid for the satID acquisitiors\&0.9 million in cash, including transaction so$Ve financed this acquisition with
borrowings under our line of credit (see Note 8¢ ¥¢counted for this acquisition as a purchasenbasicombination. In accordance
with Statement of Financial Accounting StandartiSFAS”) No. 141, “Business Combinationsassets acquired and liabilities assu
are recorded in the accompanying consolidated balaheet at their estimated fair values as of Repr20, 2009. The excess purchase
price over the value of the net tangible and idiattie intangible assets was recorded as goodWik goodwill and intangible assets are
expected to be deductible for tax purposes overrehss. The following represents the preliminargeation of the purchase price to the
acquired assets and liabilities assumed (in thalsyaand the associated estimated useful lives:

Estimated useful lives

Assets acquirec
Current asset:

Accounts receivabl $ 3¢
Inventory 632
Prepaid expens 91
Total current asse 1,102
Property and equipme 107
Intangible asset:
Customer relationshiy 3,49( 8 year:
Patent 3,34( 8 year:
Trademark/tradenan 24C 10 year
Non-compete 19C 3 year:
Total intangible asse 7,26(
Goodwill 2,664
Total assets acquire 11,13:
Liabilities assumec
Deferred revenu 18¢
Net assets acquire $10,94-

4.  Accounts Receivable, Unbilled Revenue, and Defed Revenue

Accounts receivable are recorded at the amounfidéedaand generally do not bear interest. The allmgdor doubtful accounts is our
best estimate of the amount of probable credigl®$om the existing accounts receivable. As o6 2009, we had an allowance for
doubtful account balance of $0.8 million. Unbillexenue represents amounts recognized as reveaiLigatie not been billed. Unbilled
revenue was $43.3 million as of June 26, 2009, la€lw$31.8 million is expected to be collectedhia hext 12 months. As of June 26,
2009, unbilled revenue that is not expected todleated within the next 12 months, in the amour1l.5 million, is included in other
assets in our consolidated balance sheet. Unbiteehue was $24.8 million as of September 30, 260&hich $18.7 million was
expected to be collected within 12 months. As qit&aber 30, 2008, unbilled revenue that was notebeg to be collected within one
year, in the amount of $6.1 million, was includadther assets in our consolidated balance sheet.

5
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INTEGRAL SYSTEMS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(UNAUDITED)

June 26, 2009

Revenue from our Government Systems cost-plus actstare driven by pricing based on costs incugmbrform services under
contracts with the U.S. government. Cbaed pricing is determined under the Federal Aitipri Regulation, which provides guidar
on the types of costs that are allowable in esthivlg prices for goods and services and allowghalitd allocability of costs to contracts
under U.S. government contracts. Allocable costsdled to the U.S. government based upon apprbilkdg rates. We have incurred
allocable costs we believe are allowable and reisdhle under our cost-plus contracts that are hitjize the approved billing rates.
The unbilled revenues that are not expected tmbeated within one year relate to the differeneéneen the incurred allocable costs
and the amount based on the approved billing fatesosts incurred during the third and fourth dqeres of fiscal year 2008 and during
the nine months ended June 26, 2009. If we re@@peoval and obtain funding for our actual incuradidcable costs, we will be able
bill these amounts.

For the nine months ended June 26, 2009, we haegmeed $4.3 million in revenue above funding, abihis considered at-risk
revenue. The revenue in excess of funding relatescognition of estimated award fees and highdireat rates than originally planne
We believe this amount is fully realizable and ttiet funding is forthcoming.

Deferred revenue represents amounts billed andatell for contracts in progress for which revena ot been recognized and is
reflected as a liability. Revenue will be recoguizéhen revenue recognition criteria are met.

5. Inventory

Inventories consist primarily of raw materials dimished goods (which include raw materials an@ditabor). Inventories are valuec
the lower of cost or market. We determine costhenltasis of the weighted average cost or firstrgt-but method. We did not have a
reserve for obsolescence at June 26, 2009, or8@bpte30, 2008. Inventory consists of the following:

September 3C
June 26,
2009 2008
(in thousands of dollars)
Finished Good $ 30€ $ 74C
Raw Materials 9,82 6,491
Total $10,12¢ $ 7,231

6. Sale-leaseback of Building and Land

On June 26, 2009, we sold the land and buildingtetat 12515 Academy Ridge View, Colorado SpriGgorado to COPT Academy
Ridge, LLC (“COPT") (the “Sale Property”) for $12rbillion pursuant to a purchase and sale agree(tient Sale Agreement”) by and
between our wholly-owned subsidiary, Real Time kogic. (“RT Logic”) and COPT. At the same time, Ragic entered into a Lease
Agreement (the “Lease Agreement”) with COPT to éetids building and the directly associated prem{siee “Rental Property”) for a
12 year term, and an option to extend this termafoadditional five years. The 60,714 square fodting is utilized by RT Logic. The
Lease Agreement provides for an initial rent of $56per square foot per annum, with periodic recttations. RT Logic’s obligations
under the Lease Agreement are guaranteed by Ih@&gstems, Inc. The Lease Agreement provides RTidwwgh a one-time right to
terminate the lease at the expiration of the tégdke year for a termination fee of $1.4 million.

6
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INTEGRAL SYSTEMS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(UNAUDITED)

June 26, 2009

The sale of the land and building qualifies asade’sas that term is defined in Financial AccougtBtandards Board Statement No. 66,
Accounting for Sales of Real Estatédditionally, the subsequent leaseback of thet®d®roperty qualifies as normal leaseback as
defined in Financial Accounting Standards Board&&nent No. 98\ccounting for Leases: Sale-Leaseback Transactioraving

Real Estate, Sales-Type Leases of Real Estatenitiefiof the Lease Term, and Initial Direct CosfDirect Financing Leases—an
amendment of FASB Statements No. 13, 66, and 94 eewtission of FASB Statement No. 26 and TednBidketin No. 79-11
Therefore, we deferred the gain on the sale, ofeqdmately $700,000, and we will amortize the gasna reduction in expense in
proportion with the monthly rentals over the terhthe lease.

The Sale Agreement contains covenants by each afdgic and COPT to negotiate, at the request oL.Bgic, a build-to-suit lease
pursuant to which COPT would build a second buddim the land purchased in this sale. This optidrich expires at the fourth
anniversary of the consummation of the sale, regURT Logic to pay COPT option payments in the amhofi$0.1 million per year.

The future minimum lease payments under the teffrttsed_ease Agreement are as follows (in thousands)

2009 $ 27¢
2010 1,12¢
2011 1,15t
2012 1,187
2013 1,19¢
Thereaftel 9,897

$14,83:

7. Net (Loss) Income Per Shar

Basic net (loss) income per share is calculatediliging net (loss) income by the weighted averagmber of common shares
outstanding during the period plus shares that westeed on July 6, 2009 under our Employee StockHage Plan. Diluted net (loss)
income per share is calculated by dividing netgjjagscome by the diluted weighted-average commamesh which reflects the potential
dilution of stock options. The reconciliation of ammts used in the computation of basic and dilattdncome per share consists of the
following:
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INTEGRAL SYSTEMS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(UNAUDITED)

June 26, 2009

Three Months Ended Nine Months Ended
June 26, June 30, June 26, June 30,
2009 2008 2009 2008
(in thousands, except per share amounts)
Numerator:
Net (loss) incom $(1,48t) $ 5167 $ 2,18. $13,25¢
Denominator
Shares used for basic earnings per s- weightec-average share 17,32¢ 16,97 17,30« 18,02t
Effect of dilutive securities
Employee stock optior — 25E 70 172
Shares used for diluted earnings per share-adjustaghted-average shares and assume
conversions 17,32¢ 17,22¢ 17,37 18,19¢
Net (loss) income per shal
Basic (loss) earnings per shi $ (009 $ 03C $ 01t $ 0.74
Diluted (loss) earnings per shz $ (009 $ 03C $ 01z $ 0.7¢

Outstanding options to purchase 2.4 million shafesur common stock as of June 26, 2009 and 1.Bomihares as of June 30, 2008
were not included in the computations of dilutet (fess) income per share because the effect wane been anti-dilutive.

On February 29, 2008, we entered into a stock odyase agreement to repurchase 2,129,944 sharas @drmmon stock for $11.00 per
share from Fursa Alternative Strategies, LLC. Tfiect on earnings per share was an increase ofL$0.6ur basic and diluted earnings
per share for the nine months ended June 26, 2009.

8. Credit Facilities
Line of Credit

We have a line of credit agreement, which permitsegured borrowings of up to $25.0 million, inchglia sub-facility of $10.0 million
for the issuance of letters of credit. Any borrogsrunder the facility will accrue interest at theeemonth London Inter-Bank Offering
Rate (“LIBOR"), plus a margin of 1.25% to 2.25% depending on otiv if funded debt to earnings before interest, thepreciation ar
amortization (“EBITDA”). We are required to pay aajterly fee on the undrawn amount of the facilitiya rate of 0.20% to 0.25% per
annum, depending on our ratio of funded debt toTEB\. As of June 26, 2009, we had outstanding boimga of $5.8 million on the
line of credit and outstanding borrowings of $2.llian on the sub-facility for the issuance of k4 of credit.

Capital Equipment Lease Facility

On January 21, 2009, we signed a master leaseragné@nd progress payment agreement for a capiigment lease facility (the
“facility”) with Banc of America Leasing & CapitalLLC (“BALC"). Under the facility, we may borrow ufp $7.0 million for the
purchase of new furniture, fixtures and equipmém (new assets”). Initially, under the progresgmant agreement, BALC will
advance funding for the new assets. No principgirnts will be due on such borrowings, and intenétaccrue at one-month
LIBOR, plus 1.5%, payable monthly in arrears. Adafie 26, 2009, BALC had advanced $5.4 million unlde progress payment
agreement, which was used to purchase furnitureirés, and equipment for
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the new corporate headquarters in Columbia, MDeapdpment for our other facilities. Upon final pagmt for the new assets, the short-
term funding under the progress payment agreemidirtieweplaced by capital leases under the mdsase agreement. We have
classified $2.5 million of amounts due under thegpess payment agreement as long-term due to thesion to a capital lease
subsequent to June 26, 2009. Although we anticifp@eemaining amounts due under the progress paywikk be converted into a
capital lease, a portion of which will be long temre have presented such amounts as current futiee26, 2009 balance sheet because
the amount that will be lontgerm is not known. The lease term will be 72 motitbs the lease commencement date, with monthise
payments (representing the payment of principaliatedtest on the borrowed amount) calculated baseal lease rate factor as defined
under the facility. The lease rate factor will keesed on the three-year swap index as quoted iBldmnberg Daily Summaries as of the
lease commencement date.

9. Commitments and Contingencie:
Operating Lease

On June 6, 2008, we entered into a material legieement for newly leased property located at 8Z@limbia Gateway Drive in
Columbia, Maryland, which is now our new corporagéadquarters. We relocated our corporate headgsifiden its previous location
at 5000 Philadelphia Way, Lanham, Maryland, in N&@9. The lease term is for 11 years; the facdtitgpproximately 131,450 square
feet and has an initial $28 per square foot anleaesle cost, with annual escalations of approxim&al5% to 3.00%. We are entitled to
$7.4 million in allowances for costs to build ohistfacility to our specifications and we will réee a $2.1 million incentive, which
approximates the rent obligation for our Lanhamynd facility for two years. These lease inceasiwill be amortized as a reduction
of rental expense over the lease term. As a refufioving to our new headquarters in May 2009 weehzaacated substantially all of ¢
leased space in Lanham, MD and we anticipate vag&tbm the remaining leased space by Decembe2®19. We estimate that we
will be able to sublease the two facilities in Lanhy MD by June 2010. We have recorded an estintassdbf $0.5 million related to the
vacated leased space in Lanham, MD which is refteirt our Consolidated Statement of Operationshfethree-month period ended
June 26, 2009. Additionally, we have acceleratguatgation on furniture and fixtures associatedhwlie abandoned leased space of
approximately $0.2 million during fiscal year 2008 .determining our liability related to excessili# costs, we are required to estim
such factors as future vacancy rates, the timeinedjto sublet properties and sublease rates. TéstBrates will be reviewed quarterly
based on known real estate market conditions amdrédit-worthiness of subtenants and may resuéisions to the liability.

Litigation, Claims, and Assessments

We are subject to various legal proceedings arehtBned legal proceedings from time to time. Wenateurrently a party to any legal
proceedings, the adverse outcome of which, indadigior in the aggregate, management believes woalg a material adverse effect
on our business, results of operations, finan@abion, or cash flows.

As previously disclosed, on December 15, 2008,raqoted securities class action complaint was fiteMaryland federal court against
the Company and certain of its current and fornfiéicars following the Company’s announcement on &aber 10, 2008, that it would
restate its financial results for the first thremuders of fiscal year 2008. The complaint seeksfication of a class comprised of all
persons who purchased the Company’s common stdalebr April 28, 2008 and December 10, 2008, ingkigihe “Class

Period”). The complaint asserts claims under sestid(b) and 20(a) of the Securities Exchange feted on allegations that certain
statements made by the Company during the ClagsdReere false and/or misleading because thosemstatts failed to disclose that
(1) the Company was improperly recognizing reverfRpeas a result, the Company misstated its firmesults during the Class Peri
(3) the Company'’s financial statements were nopared in accordance with generally accepted acowuptinciples; (4) the Company
lacked adequate internal and financial controlst @) as a result, the Company’s financial statdmesmre materially false and
misleading. No specific damage amount is allegatiéncomplaint. On February 17, 2009, five indiatishareholders referring to
themselves as the “Ulrich Group” filed an uncoredganotion for appointment as lead plaintiffs anddpproval of lead
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counsel. On July 21, 2009, the Court dismisseadse for failure to effect service, apparently assalt of the fact that plaintiffs had
not filed proofs of service as of that date. On BstgB, 2009, plaintiffs filed a motion for religbim judgment requesting that the court
vacate the order of dismissal, grant the uncordasigtion for appointment of lead plaintiff and leamlinsel, and enter a joint stipulati
and proposed scheduling order. Defendants havesntetsto the relief requested in the motion. Theedaling order proposed by the
parties contemplates that plaintiffs will have 338l after entry of a lead plaintiff order within izh to file an amended complaint, and
defendants will thereafter have 45 days to resporide amended complaint. The court has not yetrah plaintiffs’ motion for relief
from judgment.

On July 14, 2009, a shareholder derivative lawgai filed in the same Maryland federal court againslve individuals associated
with the Company, including all current directorglaertain other current and former officers, agdiast the Company as a nominal
defendant. The derivative complaint purports tagpiglaims on behalf of the Company for breach ddidiary duty based on the same
events at issue in the securities class actiorriéescabove. The shareholder filing the derivatieenplaint previously submitted a
demand letter to the Company’s board of directtivs {Board”) on February 23, 2009, asserting esadnthe same claims. In response
to the demand letter, the Board appointed a DerRaview Committee (the “Committee”) on February 2809, comprised of directors
James B. Armor and John M. Albertine. The Committas charged with investigating, analyzing, andwating the matters raised in
the demand letter and in a second substantivehtiaig letter also received by the Company. With dldvice of independent counsel
and after extensive investigation, the Committegctiaded, prior to the filing of the derivative amii that no basis existed for breach of
fiduciary duty claims against any of the namedvidtiials and that pursuit of litigation against thasdividuals was not in the bests
interests of the Company. At a meeting held on 2aly2009, the Board accepted the Committee’s rezamdation that the Company
accordingly reject the demand and seek dismissleoflerivative complaint. The Compasyhotion to dismiss the derivative comple
is not yet due.

As previously disclosed, on March 1, 2007, we ledrthat the Securities and Exchange Commission'8B€") had issued a formal
order of investigation regarding the Company, aedawd subsequently certain of our then officersived subpoenas in connection
with the investigation. The investigation by theCS&nd a related inquiry by NASDAQ included questias to whether Gary A. Prince
was acting as a de facto executive officer of tben@any prior to his promotion to the position ofeEutive Vice President and
Managing Director of Operations of the Company irgAst 2006. The investigation and inquiry alsoudeld questions as to whether
Mr. Prince was practicing as an accountant befogeStEC while an employee of the Company. Mr. Pragreed with the SEC in 1997
to a permanent injunction barring him from practgcas an accountant before the SEC, as part dflensent with the SEC related to
Mr. Prince’s guilty plea to charges brought agahist for conduct principally occurring in 1988 tlugh 1990 while he was employed
by Financial News Network, Inc. and United Predermational. In March 2007, we terminated the emplent of Mr. Prince. Under tf
supervision of a Special Committee establishechbyBoard, the Company also took other remediabacind provided full cooperation
to the SEC in the investigation. The Company has e#mained in contact with NASDAQ, although theNFAQ inquiry has been
inactive in light of the SEC investigation.

On July 30, 2009, the SEC and the Company eachuaiced that a final administrative settlement hashtreached concluding the
SEC'’s investigation as to the Company. Under theiaidtrative settlement the Company, without admgtor denying the SEC'’s
findings, consented to a “cease and desist” omtuiring future compliance with certain provisiafdhe Securities Exchange Act and
the SEC Exchange Act rules. The order does noinethe Company to pay a monetary penalty. The States in the order that in
determining to accept the settlement it considet the remediation efforts promptly undertakernti®yCompany, and the cooperalt
the SEC staff received from the Company.

In conjunction with its announcement of the adntmaisve settlement, the SEC also disclosed thahi instituting separate civil actions
against Mr. Prince and two other former officershef Company. In prior periods the Company advategal fees and costs incurred
these individuals in connection with the SEC inigggton, up to the deductible limit under the Comga Directors and Officers
insurance policy, and subsequently such fees astd bave been paid directly by the insurance caffftee Company anticipates that
legal fees and expenses for these individualsowittinue to be paid for by the insurance carrier.
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Stock Option Plan and Stocl-Based Compensatiot

We have a 2008 Stock Incentive Plan that providesritives for our employees, consultants, and wire¢o promote our financial
success. The Compensation Committee of the Bodbdre€tors has sole authority to select fitthe employees, directors, or consulti
to receive awards of options, stock appreciatights, restricted stock, and restricted stock umitter this plan. The maximum number
of shares of common stock that may be issued parsadhe 2008 Stock Incentive Plan is 3,199,8%loAJune 26, 2009, we had
reserved for issuance an aggregate of 2,649,968ssbhcommon stock under the 2008 Stock Incertiaa. As of June 26, 2009, we
had options outstanding of 525,060 under our 2@62k30ption Plan and 1,869,000 options outstandimder our 2008 Stock Incentive
Plan.

The exercise price of each award of options ancksippreciation rights is set at our common stocldsing price on the date of grant,
unless the optionee owns greater than 10 percantrafommon stock and is granted an incentive soption (a stock option that is
intended to qualify as an “incentive stock optievithin the meaning of Section 422 of the InternalBnue Code). The exercise prict
such incentive stock option must be at least 116gme of the fair market value of the common stookhe date of grant. Options, stock
appreciation rights, restricted stock, and regtdcttock units expire no later than ten years fiteendate of grant (five years for incent
stock options received by greater than 10 percentes) and vest over one to five years.

There were 233,400 forfeited options during theemimonths ended June 26, 2009. The weighted averageise price of the forfeited
options was $21.73 per share and the average dpafair value was $8.61 per share. The sharesrlyity the forfeited options
became eligible for grant under the 2008 Stockntige Plan.

There were 716,000 options granted during the miaeths ended June 26, 2009. The weighted-average date fair value of options
that were granted during the nine months ended 26n2009 was $8.57 per share. The fair value®bitions granted was estimated
on the date of the grant using the Black-Schol¢®ng pricing model. The following table shows #sumptions used for the grants

that occurred during the nine months ended Jun2@m.

Nine Months Endec

June 26, 2009

Expected volatility 34.9- 49.5%
Risk free interest rai 2.47%
Forfeiture rate 3.1-6.1%
Dividend yield 0.0%
Expected live: 6 years

The expected volatility is established based orhterical volatility of our common stock. Thekiffee interest rate is determined
based on the U.S. Treasury yield curve that is censurate with the expected life of the options g@nThe dividend yield is 0% bas
upon the decision by the Board of Directors on Ddner 5, 2007 to cease the payment of dividendthéoforeseeable future. During
the first three quarters of 2009 and fiscal yed&Qve issued stock options with a 10 year ternor P this, our stock options had a f
or six year term. Therefore, the expected livegHerstock options issued in fiscal year 2008 izae a 10 year term are based on the
“simplified” method allowed by Staff Accounting Betin (“SAB”) No. 107, whereby the expected term is equal tartitpoint betwee
the vesting date and the end of the contractuead térthe award.

We have recognized $1.0 million of stock-based cemsption expense in the Consolidated Stateme@pefations for the three
months ended June 26, 2009. We did not incur aogkdtased compensation expense for the three menttesd June 30, 2008. We
have recognized $2.6 million and $0.4 million afct-based compensation expense in the Consolidateeh@tats of Operations for t!
nine month periods ended June 26, 2009 and JurZ088, respectively.
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As of June 26, 2009, there was $10.6 million ofeeognized compensation expense related to remamoing/ested stock options that
will be recognized over a weighted average perfotl4b years. The total fair value of options whigsted during the nine month
period ending June 26, 2009 was $0.1 million.

Stockholders’ Equity Transactions

Effective October 15, 2008, we established thegitaeSystems, Inc. Employee Stock Purchase Plag EFhployee Stock Purchase F
permits pre-tax contributions by eligible employ€Bse maximum percentage of an employee’s contahutannot exceed 10%. The
purchase price per share at which shares are maghader the Employee Stock Purchase Plan is 8586 fair-market value of our
common stock. A maximum of 1,800,000 shares ofcommmon stock may be purchased under the Employexd Sturchase Plan.
During the nine months ended June 26, 2009, we isaued 44,607 shares under this plan.

Business Segment and Geographical Informatio

During the first quarter of fiscal year 2009, waligned our Space Communications Systems segméntltmle the operations of our
SAT subsidiary. The signal monitoring products doydSAT are better aligned with the product offgarof the Space Communications
Systems segment. SAT was previously included irCthmercial Systems segment. Results from the Si§idiary for the nine
months ended June 30, 2008 have been reclassifizzhform to the presentation of the nine montltednJune 26, 2009. The
reclassification does not modify the previouslyaeed consolidated revenue, net income or earrpegshare for the nine months en
June 30, 2008. We evaluate the performance offrwaetoperating segments based on operating incimeefollowing is a brief
description of each of the segments:

Government Systemghis segment provides ground systems productsandces to the U.S. government. It is currently largest
segment in terms of revenue and consists of o cemmand and control business for governmentegipns. Its primary customer is
the U.S. Air Force.

Commercial Systemsthis segment provides ground systems productsarndces to commercial enterprises and internation
governments and organizations. It consists of ooe command and control business (our Command antt@ division) for
commercial applications and three of our wholly-edrsubsidiaries as follows:

. Newpoint offers an integrated suite of productsnarily for commercial users, including communicaticsatellite operator
communications satellite users, and gel-purpose telecommunications compan

. Integral Systems Europe S.A.S. serves as the patat for our ground systems business in EuropeAdrida for command and
control, signal monitoring, and network managemesitig our products

. ISI Europe Limited provides antenna systems/netvirtdgration capabilities to address telemetrnyghirag, and control
antenna/network systems and broadcast antennaftkety&tems in the global marke

Space Communications Systenthis segment includes our wholly-owned subsiégRT Logic, Lumistar, and SAT. RT Logic designs

and builds satellite communications equipment arstesns, principally for military applications. Thegiuipment is used in satellite
tracking stations, control centers, spacecrafofées, and range operations. Lumistar providessydtvel and board level telemetry
products. SAT offers a range of software produntstarnkey systems for monitoring and detectingriierence, signals, and terrestrial
communications.
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Summarized financial information by business segriseas follows:

Three Months Ended Nine Months Ended
June 26, June 30, June 26, June 30,
2009 2008 2009 2008
(in thousands of dollars)
Revenue
Government Systern $22,73. $23,87: $ 64,79° $ 59,42.
Commercial Systernr 7,001 4,41¢ 18,67: 14,13¢
Space Communications Syste 13,32« 17,26¢ 44,84( 46,65
Elimination of intersegment sal (3,279) (3,399 (7,28%) (6,38¢)
Total revenue 39,78 42,16 121,02: 113,82¢
(Loss) income from operation
Government Systern (2,179 3,25¢ 624 5,23
Commercial Systerr (562) 383 (21%) 1,13
Space Communications Syste (1,086) 4,161 1,31 11,12¢
Total (loss) income from operatio (3,827) 7,79¢ 1,72 17,49:
Other income (expense), r (60) 63 (125) 263
(Loss) income before income tax (3,887) 7,861 1,59 17,75¢
Income tax (benefit) provisia (2,399 2,69/ (58%) 4,49¢
Net (loss) incom $(1,48¢) $5167 $ 2,18 $ 13,25¢

Asset information for our segments at June 26, 20@PSeptember 30, 2008 is as follows;

June 26, 200 September 30, 20C
(in thousands of dollars)
Total Assets

Government Systern $ 38,88¢ $ 27,56
Commercial Systerr 11,05¢ 5,58(
Space Communications Syste 82,94¢ 92,30¢
Corporate Support Asse 33,65¢ 21,75¢

Total asset $ 166,54t $ 147,20:

13. Income Taxes

Our tax provision for income taxes is determineigign estimate of our annual effective tax rateefich of our legal entities in
accordance with the interim reporting requirem@ftSFAS No. 109, ‘Accounting for Income TaxesAccounting Principles Board
(“APB”) Opinion No. 28, “Interim Financial Reporting;, and Financial Accounting Standards Board (“FASBiterpretation No. 18 “
Accounting for Income Taxes in Interim Periods —raarpretation of APB Opinion No. 28Accordingly, we have estimated our
annual effective tax rate for the fiscal year apgli@d that rate to our income before taxes inmeit@ng our tax expense for the nine
months ended June 26, 2009. Non-recurring andedesitiems that impact tax expense are recorddtkipériod incurred.
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FASB Interpretation No. 48 (FIN 48),Accounting for Uncertainty in Income Taxem interpretation of SFAS No. 10@larifies the
accounting for income taxes by prescribing thavmgany should use a more-likelyan not recognition threshold based on the teel
merits of the tax position taken. Tax provisionsttimeet the more-likely-than-not recognition thiiddshould be measured as the
largest amount of tax benefits, determined on awtative probability basis, which is more likely thaot to be realized upon ultimate
settlement in the financial statements. FIN 48 plswides guidance on derecognition, classificatioterest and penalties, accounting
for interim periods, disclosure and transition, axglicitly excludes income taxes from the scop&BAS No. 5, “Accounting for
Contingencies’

During the quarter ended June 26, 2009, we saitled).S. income tax audit for the years ended Seipee 30, 2004 through 2006 with
respect to our amended income tax returns claitaxgredits for research and development expereditks a result of such settleme
we received a refund of $2.3 million (includingergst) and reduced our income tax liability foremain tax provisions by $0.8 million
(including interest). As of June 26, 2009, we hes@rded an income tax liability of $0.3 milliom¢luding interest) related to uncertain
tax positions.

If recognized, the entire balance of unrecognizedbenefits would impact the effective tax ratee©te next 12 months, we do not
anticipate that any of the liability for unrecogeiztax benefits will be reversed. We recognizer@geincome, interest expense, and
penalties relating to tax exposures as a compafantome tax expense. The amount of interest esgppand penalties related to the
above unrecognized tax benefits was $10 thousatdfrihe federal tax benefit for the nine monthdex June 26, 2009.

Included in the income tax provision for the ninemths ended June 26, 2009 are tax benefits 00(¥) &iillion related to the settlement
of our U.S. income tax audit for the years endirgt&8mber 30, 2004 through 2006, (ii) $0.2 millietated to tax return filings in the
period that reflected lower tax expense than preshiorecorded and (iii) $0.2 million relating tesesrch and development expenditures
incurred in fiscal year 2008 and recorded in th&t fijuarter 2009 due to a retroactive extensich@tax credit passed by Congress in
October 2008. Of these amounts, $0.2 million wasnded as a discrete benefit in the first quard&@2and $0.9 million was recordec

a discrete benefit in the third quarter 2009. Dgitime first quarter 2008, we recognized a $1.8ioniltax credit (including interest) for
research and development expenditures that weueréttin prior years. We filed amended returns eiased with the tax credits.

Accounting Policy Change

In accordance with SFAS No. 142Gbod-will and Other Intangible AssetsWe previously completed our annual goodwill intpant
testing as of the last day of the fiscal year (idotg fiscal year 2008). Effective August 5, 200@, changed the date of our annual
goodwill impairment testing to the first day of tfwarth quarter in order to provide additional titmequantify the fair value of our
reporting units and if necessary to determine tingied fair value of goodwill. This change in tingimlso reduces the likelihood that the
annual impairment analysis would not be completethb filing date of our annual financial statensemh accordance with SFAS

No. 142, we will also perform interim impairmenstieag should circumstances requiring it arise. Wkelve the resulting change in
accounting policy related to the annual testing dtl not delay, accelerate, or avoid an impairb@rarge. We determined that the
change in accounting policy related to the annestinig date is preferable under the circumstancésiaes not result in adjustments to
our financial statements when applied retrospelstive

Recent Accounting Pronouncements

In September 2006, the FASB issued SFAS No. 153jr‘Value Measurement$ (“SFAS No. 157") which became effective
October 1, 2008. SFAS No. 157 defines fair valstaldishes a market-based framewaork or hierarchynfasuring fair value and
expands disclosures about fair value measuremhbetstndard generally is applicable whenever anaite@unting pronouncement
requires or permits assets and liabilities to basueed at fair value. On February 12, 2008, theB-&Sued FASB Staff Position
No. 157-2, “Effective Date of FASB Statement No. 56 delay the effective date of SFAS No. 157rionfinancial assets and
nonfinancial liabilities, except for items that asezognized or disclosed at fair
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value in the financial statements on a recurringjéhat is, at least annually). For items wititsnscope, the FASB Staff Position

No. 157-2 defers the effective date of SFAS No. tibfiscal years beginning after November 15, 2G0®] interim periods within those
fiscal years. Management adopted SFAS No. 157ectkat its financial assets and liabilities, effeetOctober 1, 2008. The adoption did
not have a material impact on our results of ojpenaf financial position or cash flows.

In February 2007, the FASB issued SFAS No. 15%he Fair Value Option for Financial Assets and Fiogl Liabilities — Including

an amendment of FASB Statement No. 1{%5FAS No. 159”), which became effective Octoliei2008. Under SFAS No. 159, a
company may choose to measure certain financiabiments (e.g., assets and liabilities) and ced#ier items not currently subject to
fair value measurement at fair value. If so electey unrealized gains and losses from markingetlitesns to market will be included
earnings on an instrument-by-instrument basis, feithexceptions. We did not elect the fair valuéap

In December 2007, the FASB issued SFAS No. 141(Blsiness Combination5a revised version of SFAS No. 141BUsiness
Combinations” The revision is intended to simplify existing gance and converge rulemaking under U.S. genaatigpted
accounting principles with international accountiaes. This statement applies prospectively tortmss combinations where the
acquisition date is on or after the beginning &f finst annual reporting period beginning on oeafdbecember 15, 2008, and may affect
the release of our valuation allowance against @oguisitions, if any. We will adopt SFAS 141 @tective September 26, 2009 and
are currently evaluating the impact of adoptioroan consolidated results of operations and findrpmaition.

In December 2007, the FASB issued SFAS No. 1&Wricontrolling Interests in Consolidated Financ&thtements, an amendment of
ARB No. 5T (“SFAS No. 160"),which changes the accounting and reporting for nityéterest and requires the ownership intenest i
subsidiaries held by parties other than the parcebe clearly identified, labeled, and presenteth@nconsolidated statement of financial
position within equity, but separate from the p&r®equity. It also requires that the amount of cbdated net income attributable to
parent and to the noncontrolling interest be cleiaéntified and presented on the face of the cadfested statement of operations. This
statement is effective for fiscal years and intgpieniods within those fiscal years, beginning omfter December 15, 2008. Earlier
adoption is prohibited. The statement is appliezspectively as of the beginning of the fiscal yieawhich the statement is initially
applied, except for the presentation and disclosegairements. Presentation and disclosure regeinesrare to be applied
retrospectively for all periods presented. We aibpt this statement on September 26, 2009. Ciyreve do not have any
noncontrolling (minority) interests in a subsidiary

In March 2008, the FASB issued SFAS No. 16Djsclosure about Derivative Instruments and Hedghagivities — an amendment of
SFAS No. 133 (“SFAS No. 161"),which changes the disclosure requirements for dévie instruments and hedging activities. This
Statement requires enhanced disclosures abouttigyi €derivative and hedging activities and is effexfior financial statements isstL
for fiscal years and interim periods beginning aMevember 15, 2008, with early application encged Currently, we do not have ¢
derivative or hedging instruments.

In May 2009, the FASB issued SFAS No. 165ubsequent Everit§"SFAS No. 165"), which established principlesdarequirements
for reporting subsequent events. This statemeanildéhe period after the balance sheet date duvirigh companies should evaluate
events or transactions that may occur for potergiegnition or disclosure in the financial stataisethe circumstances under which
companies should recognize events or transactiongiong after the balance sheet date in theimfired statements and the required
disclosures for such events. SFAS No. 165 is affedor interim or annual reporting periods endafter June 15, 2009. The Company
has evaluated subsequent events through Augu808, #hich coincides with the issuance of its fitiahstatements for the period
ended June 26, 2009.
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ITEM 2.  Managemen’s Discussion And Analysis Of Financial Condition Ad Results Of Operations
Overview

We build satellite ground systems and equipmentdéonmand and control, integration and test, datagesing, and simulation. Since our
inception, we have provided ground systems for @@€r different satellite missions for communicasipscience, meteorology, and earth
resource applications. We have an established danaesl international customer base that includeegment and commercial satellite
operators, spacecraft and payload manufacturetlsaemospace systems integrators.

Effective with the first quarter of our fiscal ye2009, it is now our practice to close our bookd stords on the Friday prior to the calendar
quarter-end for interim periods, to align our fin&th closing with our business processes. We almd to change our fiscal year end date to
the last Friday of September of each year. Thinghas effective beginning with the current fisgahr, resulting in our fiscal year 2009
ending on September 25, 2009. We do not beliegectiinge materially affects the comparability ef guarters and nine month periods
presented within this Management’s Discussion andlysis of Financial Condition and Results of Ogierss.

We measure financial performance for each operatggnent based on income from operations, whichkissof revenue less cost of
revenue, selling, general & administrative, rese&aevelopment, and intangible asset amortizagiqmenses.

During the first quarter of fiscal year 2009, waligned our Space Communications Systems segméntltmle the operations of our SAT
subsidiary. The signal monitoring products sold3I#yT are better aligned with the product offerinfshe Space Communications Systems
segment. SAT was previously included in the ComiméR&ystems segment.

In accordance with SFAS No. 142Gbod - will and Other Intangible Assets Wve previously completed our annual goodwill intpent
testing as of the last day of the fiscal year (idatg fiscal year 2008). Effective August 5, 200@, changed the date of our annual goodwiill
impairment testing to the first day of the fourthagter in order to provide additional time to qufyrthe fair value of our reporting units anc
necessary to determine the implied fair value afdyall. This change in timing also reduces thelitk@od that the annual impairment anal
would not be completed by the filing date of ounaal financial statements. In accordance with SIN&8S142, we will also perform interim
impairment testing should circumstances requiriragise. We believe the resulting change in acdngrmiolicy related to the annual testing
date will not delay, accelerate, or avoid an impaint charge. We determined that the change in atiogupolicy related to the annual testing
date is preferable under the circumstances andrimiegesult in adjustments to our financial statete@vhen applied retrospectively.

This section contains forward-looking statemeritsfavhich are based on current expectations. @ajections may not in fact be achieved
and these projections do not reflect any acquisstior divestitures that may occur in the futurefeRmnce should be made to the various
important factors identified under the heading Ri@ctors” in Item 1A of our Annual Report on Fot®+K for the fiscal year ended
September 30, 2008, and under the heading “RistoFsidn Item 1A of Part Il of this quarterly regan Form 10-Q, any of which could
cause our results of operations to differ materidtlease also refer to the section under the hgdéhorward-Looking Statements” in this
document.

Outlook

Integral Systems primarily derives its revenuegtfieustomers in the aerospace and defense industry@a lesser extent, customers in other
industries such as telecommunications and media.a€hospace and defense community is comprise@jof movernment operations
(including defense, civil, and homeland security)d large-scale commercial operators includinglgateperators, communications
companies and other media companies.

A significant portion of our revenue is derivedrfra¢ontracts and subcontracts funded by the U.Sergovent, which are subject to the budget
and funding process of the U.S. government. Duttiegfirst nine months of fiscal year 2009, the tighdf receipt of funding increases on our
existing contracts and subcontracts with the Udsegnment was delayed in comparison to historica¢frames. Furthermore, the award of
new contracts and subcontracts with the U.S. gonent has not occurred within the timeframes irjtiahticipated. As a result of these
delays, and the substantial completion of work@resal existing contracts, our backlog has declsirde the end of fiscal year 2008.

Due to recent schedule delays on several largergment contracts, the loss or cancellation of tiy@eernment programs during the second
quarter, and continued weakness in the aerospateindgne Company now expects fiscal year 2009megdo be approximately $160 milli
and net earnings to be approximately $0.15 peresfdre Company previously had expected fiscal 688 revenue of approximately $170
million and net earnings of approximately $0.45 glesire. The Company expects gross profit as am@ge of revenue for fiscal year 200¢
decline compared to fiscal year 2008 due to pregechanges in the mix of lower margin servicesmaeeversus higher margin product sales.
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Critical Accounting Policies

Management’s discussion and analysis of our firdrodindition and results of operations are baseah apr consolidated financial
statements, which have been prepared in accordeitité).S. generally accepted accounting principléee preparation of these financial
statements requires us to make estimates and judgriat affect the reported amounts of assets|itias, revenues and expenses, and
related disclosure of contingent assets and ltadsli On an on-going basis, we evaluate our estisnadsed on historical experience and on
various other assumptions that are believed teasanable under the circumstances. Actual resalysdiffer from those estimates.

Critical accounting policies are those that arénbimtportant to the presentation of our financiahdition and results of operations and require
management’s most difficult, complex, or subjecfivdgments. A discussion of our critical accountodicies, which relate to revenue
recognition, allowance for doubtful accounts, teeaverability of goodwill and other long-lived atssestock-based compensation, the
recoverability of deferred tax assets, and obselesz of inventory, are discussed in the “Notesdog0lidated Financial Statements” of our
Annual Report on Form 10-K for the year ended Saptr 30, 2008.

Impact of Last Year's Accounting Restatement on Reanue in the First Nine Months of Fiscal Year 2009

In our Annual Report on Form 10-K for the fiscahyended September 30, 2008, we disclosed thatdedstated our previously filed
unaudited financial statements for the interim gasiended December 31, 2007, March 31, 2008, arel3Qy 2008, to correct errors in
accounting treatment largely relating to the timafigecognition of revenue between periods (thed®Restatement”Additional informatior
about the 2008 Restatement is provided in our @dgrReport on Form 10-Q for the quarter ended Mac, 2009. As a result of the 2008
Restatement, $10.5 million in revenue and $3.9aonilin gross profit were deferred from the firstetl quarters of fiscal year 2008 to future
periods. Of the deferred revenue amounts, apprdzign®1.0 million was recognized in the fourth geawof fiscal year 2008 and
approximately $9.0 million was recognized in thstfnine months of fiscal year 2009.
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Results of Operations — Three Months Ended June 28009 Compared to Three Months Ended June 30, 2008

Revenue
Government Systen
Contract revenu
Software maintenance reven

Total Government Systen
Commercial Systernr
Contract revenu
Software maintenance reven

Total Commercial Systen
Space Communications Syste
Contract revenu
Software maintenance reven
Product revenu

Total Space Communications Syste
Elimination of intersegment sal
Total revenue

Cost of revenue
Government Systen
Contract and software maintenance cost of rev:
Commercial Systerr
Contract and software maintenance cost of rev:
Space Communications Syste
Contract and software maintenance cost of rev:
Product cost of revent
Total Space Communications Syste
Elimination of intersegment sal
Total cost of revenu

Gross profit:
Government Systen
Commercial Systernr
Space Communications Syste
Total gross profi
Operating expens:
Government Systen
Commercial Systerr
Space Communications Syste
Total operating expen:
(Loss) income from operation
Government Systen
Commercial Systernr
Space Communications Syste
Total (loss) income from operatio
Other income (expense), r
(Loss) income before income tax
Income tax (benefit) provisia
Net (loss) incomi
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Three Months Ended

Favorable
June 26, 200 June 30, 200 (unfavorable)
(in thousands of dollars)
(Unaudited)

$ 22,22 $ 23,30: $ (1,079
50& 57C (65)
22,73: 23,87 (1,140
5,98: 3,77¢ 2,20¢
1,01¢ 644 374
7,001 4,41¢ 2,58:
7,53¢ 12,22¢ (4,699
1,57¢ 1,15(C 42¢€
4,21° 3,89: 32z
13,32« 17,26¢ (3,945
(3,279 (3,39¢) 124
39,78: 42,16: (2,379
19,78¢ 15,60¢ (4,17¢)
6,09¢ 3,37¢ (2,727)
6,14¢ 7,67 1,52¢
2,16¢ 2,297 12¢
8,31 9,97( 1,65
(3,279 (3,399 (124)
30,92¢ 25,55¢ (5,370
2,94¢ 8,26 (5,316
90z 1,047 (141)
5,007 7,29¢ (2,297)
8,857 16,60¢ (7,749
5,122 5,01( (112)
1,464 66C (804)
6,097 3,13¢ (2,955
12,67¢ 8,80¢ (3,87))
(2,179 3,25¢ (5,42¢)
(562 38¢ (945)
(1,086) 4,161 (5,247)
(3,822) 7,79¢ (11,620)
(60) 63 (123)
(3,887 7,861 (11,749
(2,399 2,69/ 5,08¢
$ (1,489 $ 5,167 $ (6,655
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Revenue

Consolidated revenue in the third quarter 2009 $&88 million, a decrease of $2.4 million, or 5.6%mpared to $42.2 million in the third
quarter 2008. The decrease in revenue was relatie following:

Government Systems revenue was $22.7 million inttthid quarter 2009, a decrease of $1.1 millior4d. 886, compared to $23.9 million in 1
third quarter 2008. Contract services revenuesedsed $4.8 million as a result of the near congmiedf work scope on a sub-contract with
the United States Air Force and a civilian contrattese contracts had contributed $5.5 millionevenue in the third quarter 2008. Offsett
these decreases was an increase in contract sereienue of $3.6 million relating to an increaswork scope, the utilization of significant
equipment in the performance of the work scope,thadevel of effort on an existing contract wiktetUnited States Air Force.

Commercial Systems revenue was $7.0 million inttivel quarter 2009, an increase of $2.6 million58r4%, compared to $4.4 million in the
third quarter 2008. Contract services revenue asgd $3.7 million as a result of six new contra¢isp from our Command and Control
division, which resulted in a $3.4 million increased four from Integral Systems Europe S.A.S, Whéasulted in an increase of $0.6 million)
and an increase in contract services revenue frempldint of $0.5 million due to a higher volume obguct shipments. Offsetting this
increase was a decrease in contract services rewdr$0.8 million from our Command and Control dign relating to two contracts with a
customer experiencing financial difficulty. Becawdeur concern over collection from this custonvee, did not realize any revenue with
respect to these two contracts during the thirdtqu2009.

Space Communications Systems revenue was $13i8miill the third quarter 2009, a decrease of $4lllom, or 22.8%, compared to $17.3
million in the third quarter 2008. Contract sergaevenue decreased by $3.0 from our RT Logic ¢iperdue to the near completion of two
large contracts that had contributed $2.9 millibnewenue in the third quarter 2008. In additioontract services revenue decreased $1.7
million from SAT due to four contracts that had jeais scheduled in the third quarter 2008, but veerapleted prior to the third quarter

2009. Product revenue increased $0.3 million frékT &nd $0.3 million from RT Logic, offset by a $018llion decrease due to a decrease in
volume of product shipments from Lumistar. Reveftam software maintenance agreements increaseddifi@n, from RT Logic and $0.1
million from SAT.

Gross Profit

Our gross profit can vary significantly dependingtbe type of product or service provided. Gengréitense and maintenance revenue
related to the sale of our commercial off-the-skeftware products have the highest gross profigina due to minimal incremental costs to
produce them. By contrast, gross margin for equigraad subcontractor costs are typically lower.iB@gring service gross margin is
typically in the 20% range or higher.

Gross profit was $8.9 million in the third quarB09, a decrease of $7.7 million, or 46.7%, congp&veb16.6 million in the third quarter
2008. The decrease in gross profit in the thirdign®009 was attributable to the following:

Government Systems gross profit was $2.9 millioththird quarter 2009, a decrease of $5.3 millaar64.3%, compared to $8.3 million in
the third quarter 2008. Gross profit decreased 88ll&n as a result of the near completion of & santract with the United States Air Force
and two civilian contracts as of the end of thedlguarter 2009. These contracts had contributesl iB8lion of gross profit in the third
quarter 2008. In addition, gross profit decreaszd #illion relating to a decrease in the leveéfibrt on existing projects and a shift to lov
margin projects relating to two contracts with thaited States Air Force.

Commercial Systems gross profit was $0.9 milliothia third quarter 2009, a decrease of $0.1 milliwrl3.5%, compared to $1.0 million in
the third quarter 2008. A decrease in gross phafih contract services of $1.6 million relateswmtcontracts with a customer in our
Command and Control operation that is experientiimancial difficulty. Because of our concern oveilection from this customer, no
revenue was realized with respect to those costaatd an allowance for bad debt of $0.8 million wstablished during the third quarter
2009. Offsetting this decrease was an increasernitract services gross profit of $0.9 million dttriiable to six new contracts, as mentioned
above, and $0.2 million from our Newpoint operation

Space Communications Systems gross profit wasriilion in the third quarter 2009, a decrease aB3$8illion, or 31.4%, compared to $7.3
million in the third quarter 2008. Contract sergagoss profit decreased $1.9 million from RT Lodjie to the near completion of two large
contracts that had contributed $1.0 million of grpsofit in the third quarter 2008 and due to a wewtract with a civilian government agel
that is generating a $0.2 million negative grossiprin addition, contract services gross profitceased $1.1 million from SAT due to four
contracts that had work scope in the third qua&088, but were completed prior to the third qua2@9. Gross profit from product shipme
increased by $0.6 million from RT Logic due to hjgtofit follow-on product shipments, offset by acdease of $0.2 million from Lumistar
relating to a decline in revenue. Gross profit fresftware maintenance agreements increased $di8mftom RT Logic and $0.1 million
from SAT.
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Operating Expenses

Operating expenses were $12.7 million in the thirdrter 2009, an increase of $3.9 million, or 44.8&mmpared to $8.8 million in the third
quarter 2008. The increase was attributable to $illibn from stock based compensation as a resfidtock option grants in July 2008 and
May 2009, $0.9 million in higher salary and perselmelated expenses due to an increase in suppdin&astructure headcount, an increase
in research and development expense of $0.9 mi#liah$0.6 million of higher professional servicesd, including accounting and tax fees
and professional services fees associated withstrficture development projects and complianceegtlactivities, offset by lower legal fees.
During the third quarter 2009, our corporate headigus moved to Columbia, MD. The facilities in bham, MD, the previous location of our
corporate headquarters, have not been sublet, amtbwot anticipate this space to be sublet befane 2010, therefore an anticipated loss of
$0.5 million was recognized in the current quarter a result of these two locations, the facilikpense increased by $0.5 million.

Operating expenses in our Government Systems ségmeea $5.1 million in the third quarter 2009, anrease of $0.1 million, or 2.2%,
compared to $5.0 million in the third quarter 2008e to an increase in corporate expenses, offseiler travel expense.

Operating expenses in our Commercial Systems sdgm#re third quarter 2009 were $1.5 million ire tthird quarter 2009, an increase of
$0.8 million, or 121.8%, compared to $0.7 millienthe third quarter 2008. Corporate expenses wigteehin the third quarter 2009
compared to the third quarter 2008 and $0.3 milii@s incurred relating to the establishment ofgraeSystems Europe Limited in the
United Kingdom.

Operating expenses in our Space Communicationg®@gstegment were $6.1 million in the third qua2@89, an increase of $3.0 million or
94.2%, compared to $3.1 million in the third qur&808. The increase was attributable to an iner@asorporate expenses of $2.5 million,
an increase in labor and related expense of $dl@mielating to the integration of the satlD prmd line that was acquired from QinetiQ
Limited, in the second quarter of 2009 and $0.3ionilrelating to higher research and developmeptasges incurred in the third quarter 2
compared to the third quarter 2008.

Income Tax Expense

We recorded an income tax benefit of $2.4 milliorthie third quarter 2009 and income tax expen&2af million in the third quarter 2008.
The tax benefit for the third quarter 2009 includistrete benefits of approximately $0.7 milliotated to the settlement of our U.S. income
tax audit for the years ended September 30, 20d@4igh 2006 and $0.2 million related to tax retulinds in the period that reflected lower
tax expense than previously recorded. Excludingéltiscrete benefits, the effective tax ratesHerthird quarter 2009 and the third quarter
2008 were 39.0% and 37.8%, respectively. The iseréathe effective tax rate excluding discretsmgaevas due to (i) a change in the
estimated forecast of pretax income for the yeatrithpacted the overall expected effective tax, f@ifean increase in the tax credits for
research and experimental expenditures over tloe ypear as the Congress had not yet extended ¢k and (iii) partially offset by losses
incurred in certain foreign jurisdictions in 200 fwvhich no tax benefit was provided. We establishaaluation allowance in certain foreign
jurisdictions where management believes it is notenikely than not that the deferred tax asselshairealized
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Results of Operations — Nine Months Ended June 28009 Compared to Nine Months Ended June 30, 2008

Revenue
Government Systen
Contract revenu
Software maintenance reven

Total Government Systen
Commercial Systernr
Contract revenu
Software maintenance reven

Total Commercial Systen
Space Communications Syste
Contract revenu
Software maintenance reven
Product revenu
Total Space Communications Syste
Elimination of intersegment sal
Total revenue
Cost of revenue
Government Systen
Contract and software maintenance cost of revi
Commercial Systerr
Contract and software maintenance cost of rev:
Space Communications Syste
Contract and software maintenance cost of rev:
Product cost of revent
Total Space Communications Syste
Elimination of intersegment sal
Total cost of revenu
Gross profit:
Government Systen
Commercial Systernr
Space Communications Syste
Total gross profi
Operating expens:
Government Systen
Commercial Systerr
Space Communications Syste
Total operating expen:
Income from operation:
Government Systen
Commercial Systernr
Space Communications Syste
Total income from operatior
Other income (expense), r
Income before income tax
Income tax (benefit) provisia
Net income

21

Nine Months Ended

Favorable
June 26, 200 June 30, 200 (unfavorable)
(in thousands of dollars)
(Unaudited)
$ 63,33¢ $ 58,02¢ $ 5,31
1,457 1,39¢ 61
64,79: 59,42 5,371
16,02¢ 12,37 3,65¢
2,644 1,762 882
18,67: 14,13¢ 4,53i
27,62¢ 33,65: (6,026)
4,432 3,26( 1,17
12,781 9,74¢ 3,03¢
44.,84( 46,65 (1,817
(7,285) (6,38¢) (89€)
121,02: 113,82¢ 7,19t
48,50¢ 43,26: (5,24¢)
15,04¢ 10,07: (4,979
19,80¢ 21,28: 1,474
6,34( 5,56€ (774)
26,14¢ 26,84¢ 70C
(7,285 (6,38¢) 89¢€
82,41¢ 73,79¢ (8,627)
16,28¢ 16,15¢ 12t
3,627 4,06: (436
18,69! 19,80¢ (1,115
38,60: 40,03( (1,42¢)
15,66( 10,927 (4,739
3,842 2,92¢ (916)
17,37¢ 8,68¢ (8,697)
36,88( 22,53¢ (14,347
624 5,232 (4,60¢)
(21%) 1,137 (1,352
1,31: 11,12 (9,810
1,722 17,49: (15,770)
(125) 265 (38¢€)
1,597 17,75" (16,15¢)
(58E) 4,49¢ 5,081
$ 2,18 $ 13,25¢ $ (11,07)
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Revenue

Consolidated revenue was $121.0 million in the mmaaths ended June 26, 2009, an increase of $Mi@mor 6.3%, compared to $113.8
million in the nine months ended June 30, 2008.iMuthe nine months ended June 26, 2009, the Coyrigantified and recorded
adjustments related to prior periods that increasednues, pre-tax income and net income by apmately $900,000, $660,000 and
$425,000, respectively. The Company has concludgtthese corrections are immaterial to the 20@82809 annual financial statements
accordingly, retroactive adjustments to previous$yied financial statements are unnecessary. Ehegise in revenue for the nine months
ended June 26, 2009, compared to the nine montfesielune 30, 2008, was related to the following:

Government Systems revenue was $64.8 million imthe months ended June 26, 2009, an increase 4ih$i8ion, or 9.0%, compared to
$59.4 million in the nine months ended June 3082@ntract services revenue increased $8.9 millismto an increase in work scope, the
utilization of significant equipment in the perfaance of the work scope, and the level of efforeristing contract work with the United
States Air Force. During the second quarter 20@egeived a written acknowledgement from our gustoon a large United States Air
Force contract that they will seek additional furgdfor amounts that have exceeded the contracirfgrah this contract and accordingly, we
included this amount as an increase in fundinghéndontract. This increase in funding plus incesas work scope resulted in an increase in
revenue of $1.7 million on this contract. Offsaitihese increases was a decrease in contracteereicenue of $4.0 million relating to
several civilian programs that have been completatiat are almost complete as of June 26, 200%aletrease of $1.3 million relating to a
sub contract with the United States Air Force thaimost complete.

Commercial Systems revenue was $18.7 million imihe months ended June 26, 2009, an increase Dfdiflion, or 32.1%, compared to
$14.1 million in the nine months ended June 3082@®ntract services revenue increased as a kEsudw contracts from our Command &
Control division, which resulted in a $6.8 milliarcrease, and from Integral Systems Europe S.Atghwesulted in an increase of $0.6
million. Contract services revenue from Newpoirdreased $0.5 million due to a higher volume of prtghipments. These increases were
offset by decreases of $3.4 million relating to coamd and control contract services work that werapleted in the nine months ended
June 30, 2008 and revenue of $0.8 million from@ammand and Control division relating to two coatsawith a customer that is
experiencing financial difficulty. Because of owncern over collection from this customer, we did realize any revenue with respect to
these two contracts during the third quarter 2689.enue from software maintenance agreements senle0.5 million from our
Commercial & Control division and $0.3 million frokewpoint.

Space Communications Systems revenue was $44i8miill the nine months ended June 26, 2009, a deeref $1.8 million, or 3.9%,
compared to $46.7 million in the nine months endiegak 30, 2008. Contract services revenue decrga®.® from our RT Logic operation
due to the near completion of two large contrawds had contributed a significant amount of revedwréng 2008. In addition, contract
services revenue decreased $1.8 million from SAF tdfour contracts that had work scope in the nioaths ended June 30, 2008, but were
completed during the nine months ended June 2@®.@duct revenue increased $3.7 million from RBit and $0.3 from SAT due to an
increase in volume of product shipments, offsealiecrease of $0.9 million from Lumistar due tolidecin the commercial aircraft industry
market as a result of the economy. Revenue frotmaoé maintenance agreements increased $0.9 mifiranarily from RT Logic and $0.3
million from SAT.

Gross Profit

Our gross profit can vary significantly dependingtbe type of product or service provided. Gengréitense and maintenance revenue
related to the sale of our commercial off-the-skeftware products have the highest gross profigma due to minimal incremental costs to
produce them. By contrast, gross margin for equigraad subcontractor costs are typically lower.iB@gring service gross margin is
typically in the 20% range or higher.

Gross profit was $38.6 million in the nine montisied June 26, 2009, a decrease of $1.4 millio8,6%, compared to $40.0 million in the
nine months ended June 30, 2008. The decreasesa grofit in the nine months ended June 26, 209 attributable to our Space
Communications Systems and Commercial Systems sggme

Government Systems gross profit was $16.3 milliothe nine months ended June 26, 2009, an incoé&&1 million, or 0.8%, compared to
$16.2 million in the nine months ended June 3082@ntract services gross profit increased $1lifomidue to the large United States Air
Force contract noted above, for which an increasevenue was realized relating to an increaseoitk wcope and an increase in the funding
amount on this contract for certain work, and $tillion relating to increases in work scope ancelesf effort on existing contract work with
the United States Air Force. Offsetting this ineeavas a decrease of $2.3 million relating to tlereiian programs that are almost complete
and $0.5 million from the near completion of wodope on a sub contract with the United States Aic€.
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Commercial Systems gross profit was $3.6 milliothia nine months ended June 26, 2009, a decre&&4omillion, or 10.7%, compared to
$4.1 million in the nine months ended June 30, 2@08ecrease in gross profit from contract servimfeB1.6 million relates to two contracts
with a customer in our Command and Control dividiwat is experiencing financial difficulty. Becausfeour concern over collection from
this customer, no revenue was realized with regpetttose contracts and an allowance for bad deb®.8 million was established during the
third quarter 2009. In addition, gross profit decred $0.6 million from our Newpoint operation, whis attributable to higher overhead
support costs relating to product development awd Iousiness development. Offsetting this decre@sean increase in contract services
gross profit of $0.8 million attributable to sixwme&ontracts, as mentioned above. Gross profit fsoftware maintenance agreements
increased $0.5 million from the Command and Corthgiion and $0.3 million from Integral Systemsr&pe S.A.S.

Space Communications Systems gross profit was $aBidn in the nine months ended June 26, 200&@ease of $1.1 million, or 5.6%,
compared to $19.8 million in the nine months endieak 30, 2008. Contract services gross profit dsed $2.9 million from SAT due to four
contracts that had work scope during the nine nwattded June 30, 2008, but were completed durangitte months ended June 26, 2009,
costs relating to the replacement of equipment cordract for which work had previously been cortgrdleand higher overhead support costs.
In addition, contract services gross profit deceee®l.3 million from RT Logic due to the near coetjgn of two large contracts that had
contributed a significant amount of gross profi2B08 and due to a new contract with a civilianaefoment agency that is generating a $0.3
million negative gross profit. Gross profit fromopluct shipments increased by $2.7 million from Rigic due to an increase in volume of
product shipments and high profit follow-on prodsbipments, offset by a decrease of $0.3 milliemfiLumistar relating to the decline in
revenue. Gross profit from software maintenanceeaments increased $0.9 million, from RT Logic a@B$nillion from SAT.

Operating Expenses

Operating expenses were $36.9 million in the nioatims ended June 26, 2009, an increase of $14lidmibr 63.6%, compared to $22.5
million in the nine months ended June 30, 2008. ifheease was attributable to higher professioaalises fees of $5.1 million, including
accounting fees related to the 2008 audit, leges,fand professional services fees associatednfiitstructure development projects and
compliance related activities, $4.5 million in higlsalary and personnel-related expenses dueitigase in support and infrastructure
headcount, and an increase in research and devefmxpense of $0.9 million. In addition, stockdzsompensation, increased $1.9
million. During the second quarter 2009, we incdr$@.7 million in severance restructuring expemrsating to personnel actions taken in
March 2009. During the third quarter 2009, our cogbe headquarters moved to Columbia, MD. Theifesslin Lanham, MD, the previous
location of our corporate headquarters, have nem Iseiblet. We anticipate that we will be able tblsase the two Lanham, MD facilities by
June 2010, therefore an anticipated loss of $0ltomivas recognized for the approximate 12 morehiqul of vacancy. As a result of our
maintaining these two locations, facility expenmseréased by $0.5 million.

Operating expenses in our Government Systems segmeea $15.7 million in the nine months ended J26,€2009, an increase of $4.7
million, or 43.3%, compared to $10.9 million in thime months ended June 30, 2008, due to an ireieamrporate expenses and severance
expense.

Operating expenses in our Commercial Systems segrega $3.8 million in the nine months ended JuBie2®P09, an increase of $0.9

million, or 31.3%, compared to $2.9 million in thime months ended June 30, 2008. Corporate exparseshigher in the nine months en:
June 26, 2009 compared to the nine months ended3r2008 and $0.4 million was incurred relatinghte establishment of Integral
Systems Europe Limited in the United Kingdom, whigdis offset by a decrease in our Newpoint operakmenses in the nine months ended
June 26, 2009 compared to the nine months ended3yr2008.

Operating expenses in our Space Communicationg®@gstegment were $17.4 million in the nine monttded June 26, 2009, an increas
$8.7 million, or 100.0%, compared to $8.7 millienthe nine months ended June 30, 2008. The increasattributable to an increase in
corporate expenses of $7.9 million and an incr@akeadcount, which resulted in an increase ofrgalad related expenses of $0.7 million,
and $0.4 million relating to research and develapneéforts.

23



Table of Contents

Income Tax Expense

We recorded an income tax benefit of $0.6 millioriHe nine months ended June 26, 2009 and incarexfgense of $4.5 million in the nine
months ended June 30, 2008. Included in the ningmsended June 26, 2009 are discrete benefifgpobrimately (i) $0.7 million related to
the settlement of our U.S. income tax audit forytbars ended September 30, 2004 through 200&@0(i) million related to tax returns filings
in the period that reflected lower tax expense thra@viously recorded and (iii) $0.2 million reladito research and development tax credit for
expenditures incurred in fiscal year 2008. Thiglitreras recognized in the first quarter 2009 dua tetroactive extension of the tax credit
passed by Congress in October 2008. Included inittemonths ended June 30, 2008 income tax expemsea $1.8 million tax credit for
research and development expenditures that weunerettin prior years and other discrete benefitg8 million. The effective tax rates,
excluding these discrete benefits, for the nine ti®ended June 26, 2009 and the nine months ended30, 2008 were 32.0% and 37.2%,
respectively. The decrease in the effective tax eatluding discrete items was due to (i) a deer@athe forecasted pre-tax income for the
fiscal year 2009 that impacted the overall expeeféettive tax rate, (ii) an increase in the tagdits for research and experimental
expenditures over the prior year as the Congredsibhyet extended the credit and (iii) partialffset by losses incurred in certain foreign
jurisdictions in 2009 for which no tax benefit wa®vided. We established a valuation allowanceeiain foreign jurisdictions whel
management believes it is not more likely thanthat the deferred tax assets will be realized.

Backlog

We ended the nine months ended June 26, 2009 itickdog of approximately $174.9 million as compbie $221.4 million at the end of
fiscal year 2008. A significant portion of this kg relates to our Government Systems segmentGouvernment Systems contracts are
typically larger in terms of contract value andesd for longer periods of time than our CommersSigdtems and Space Communications
Systems contracts. Because our Commercial SystethSgace Communications Systems contracts areatlypgmaller in dollar volume and
shorter in duration, they generally do not havegaificant effect on backlog. Many of our contraate multiyear contracts and contracts v
option years, and portions of these contracts amgéed forward from one year to the next as padwfcontract backlog. A significant portion
of our revenue is derived from contracts and sutveots funded by the U.S. government and is sulbjettte budget and funding process of
the U.S. government. During the first nine monthszal year 2009, the timing of receipt of fundiimcreases on our existing contracts and
subcontracts with the U.S. government was delayedinparison to historical timeframes. Furthermtre,award of new contracts and
subcontracts with the U.S. government has not oedwithin the timeframes initially anticipated. Asesult of these delays, and the
substantial completion of work on several existiogtracts, our backlog has declined since the éfidoal year 2008. Our total contract
backlog represents management’s estimate of thegafg unearned revenues expected to be earneddweuthe life of all of our contracts,
including option periods. Because many factorscafiiee scheduling of projects, we cannot predictmvievenues will be realized on projects
included in our backlog. In addition, although cant backlog represents only business where we Watten agreements with our custom

it is possible that cancellations or scope adjustmmay occur.

Liquidity and Capital Resources

We have been routinely profitable on an annualsbaisd have generally financed our working capids through funds generated from
income from operations, supplemented by borrowingter our general line of credit facility with ansmercial bank when necessary.

For the nine months ended June 26, 2009, operatitigties used $13.9 million of cash, as a resfilhcreases in unbilled revenue, invent
and prepaid and other current asset balances decra@ase in deferred revenue, accounts payablacanded expense balances, offset by a
decrease in deferred contract costs and accowgwable balances and due to depreciation and &aaton, stock-based compensation, and
net income. During the nine months ended June @ ,2ve invested $10.9 million to acquire the saifbduct line from QinetiQ Limited

and $4.1 million to purchase fixed assets (pririlydaasehold improvements, furniture, and new cateps and equipment). We received
proceeds of $12.5 million from the sale of the diniy and land that was owned by RT Logic. Concurvéth the sale, the building was lea
for a 12 year term. During the nine months ended 26, 2009, we borrowed $17.8 million under one lof credit that we used to acquire
satlD product line unit and to fund our operatictj\aties. We used the net proceeds of $12.0 mmlfimm the sale of the building and land to
repay a portion of these borrowings. We received #tillion in proceeds from the issuance of comratitk from the exercise of stock
options.
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For the nine months ended June 30, 2008, operatiigties provided us $5.9 million of cash prinia@s a result of net income, an increase
in accrued expense, and depreciation and amodizaiffset by a decrease in deferred contract @aisaccounts payable and increases in
income tax receivable and accounts receivable.nguhie nine months ended June 30, 2008, we usédilion in investing activities

related to the purchase of fixed assets (pringigalisehold improvements and new computers angbenguit). During the nine months ended
June 30, 2008, our financing activities includeel tise of $23.5 million in cash to repurchase oanroon stock and we received $4.7 million
in proceeds from the issuance of common stock fteerexercise of stock options.

Unbilled revenue was $43.3 million as of June 82 of which $31.8 million is expected to be cotél in the next 12 months. As of

June 26, 2009, unbilled revenue that is not expeittde collected within the next 12 months indhgount of $11.5 million, is included in
other assets in our consolidated balance sheeerRevfrom our Government Systems cost-plus costeaetdriven by pricing based on costs
incurred to perform services under contracts with.S. government. Cost-based pricing is deternimeler the Federal Acquisition
Regulation, which provides guidance on the typesosts that are allowable in establishing pricegfmnds and services and allowability and
allocability of costs to contracts under U.S. goweent contracts. Allocable costs are billed towh®. government based upon approved
billing rates. We have incurred allocable costshelieve are allowable and reimbursable under ost-plus-fee contracts that are higher than
the approved billing rates. The unbilled reventnes are not expected to be collected within one gedate to the difference between the
incurred allocable costs and the amount basedeaghroved billing rates for costs incurred dutimg third and fourth fiscal year 2008
quarters and during the nine months ended Jun20®®, If we receive approval for our actual incdra#iocable costs, we will be able to bill
these amounts.

We have a line of credit agreement, which permitsegured borrowing of up to $25.0 million, incluglia sub-facility of $10 million for the
issuance of letters of credit. Any borrowings unidher facility will accrue interest at the one-mohatindon Inter-Bank Offering Rate
(“LIBOR™), plus a margin of 1.25% to 2.25% deperglion our ratio of funded debt to earnings befoterast, tax, depreciation and
amortization (“EBITDA”). We are required to pay aajterly fee on the undrawn amount of the facilittya rate of 0.20% to 0.25% per
annum, depending on our ratio of funded debt toTEB\. The credit agreement has certain financialec@ants, including the maintenance of
a maximum ratio of funded debt to EBITDA of 2.51t® and a minimum fixed charge coverage ratio 510 1, and expires on

December 31, 2010. The credit agreement contastemary covenants, including affirmative covendhé require, among other things,
certain financial reporting by us, and negativear@mants that, among other things, restrict ourtgii incur additional indebtedness, incur
encumbrances on assets, reorganize, consolidaterge with any other company, and make acquisigmusstock repurchases. The credit
agreement also contains customary events of defacliding a cross-default to other indebtedngsa Failure by us to comply with such
covenants, or the occurrence of any other evedéfault, could result in the acceleration of argni® or other financial obligations of ours
under the credit agreement and the terminatiohefdcility. The availability of loans and letterkcredit under the facility is subject to
customary conditions, including the material accyraf certain representations and warranties bgnasto no default continuing under the
credit agreement. As of June 26, 2009, we hadandstg borrowings of $5.8 million on the line oédit and $2.3 million on the sub-facility
for the issuance of letters of credit.

On June 6, 2008, we entered into a material legiement for newly leased property located at 8Z@iuimbia Gateway Drive in Columbia,
Maryland, which is now our new corporate headquari®/e relocated our corporate headquarters frerévious location at 5000
Philadelphia Way, Lanham, Maryland, in May 2009eTéase term is for 11 years; the facility is agprately 131,450 square feet and ha
initial $28 per square foot annual lease cost, aithual escalations of approximately 2.75% to 3.008 are entitled to $7.4 million in
allowances for costs to build out this facilitydar specifications and we will receive $2.1 millionincentives, which approximates the rent
obligation for our Lanham, Maryland facility for bayears. These lease incentives will be amortizeal reduction of rental expense over the
lease term. As a result of moving to our new headegus, we have vacated substantially all of oaséel space in Lanham, MD and we
anticipate vacating from the remaining leased spgdeecember 31, 2009. We estimate that we withlle to sublease the two facilities in
Lanham, MD by June 2010. We have recorded an pat®i loss of $0.5 million related to the vacagaséd space in Lanham, MD which is
reflected in our Consolidated Statement of Openatfor the three-month period ended June 26, 28@8itionally, we have accelerated
depreciation on furniture and fixtures associatétl the abandoned leased space of approximate®/slion during fiscal year 2009. In
determining our liability related to excess fagiliosts, we
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are required to estimate such factors as futuran@crates, the time required to sublet propediebsublease rates. These estimates will be
reviewed quarterly based on known real estate nhadwitions and the credit-worthiness of subtesiamid may result in revisions to the
liability.

On January 21, 2009, we signed a master leaseragné@and progress payment agreement for a capitgment lease facility (the “facility”
with Banc of America Leasing & Capital, LLC (“BALG"Under the facility, we may borrow up to $7.0 Iioih for the purchase of new
furniture, fixtures and equipment (the “new assgetsiitially, under the progress payment agreem@AL.C will advance funding for the new
assets. No principal payments will be due on surholwings, and interest will accrue at one-montBQR, plus 1.5%, payable monthly in
arrears. As of June 26, 2009, BALC had advanced $lion under the progress payment agreementghivvias used to purchase furniture,
fixtures, and equipment for the new corporate headqrs in Columbia, MD and equipment for our offaeilities. Upon final payment for tl
new assets, the short-term funding under the pssgrayment agreement will be replaced by capitede under the master lease agreement.
We have classified $2.5 million of amounts due urile progress payment agreement as long-termodilre tconversion to a capital lease
subsequent to June 26, 2009. Although we anticifp@teemaining amounts due under the progress paynikk be converted into a capital
lease, a portion of which will be long term, we @gresented such amounts as current in the Jur#®@8 balance sheet as the amount that
will be long-term is not known. The lease term Wil 72 months from the lease commencement date manthly rent payments
(representing the payment of principal and inteoesthe borrowed amount) calculated based on e eds factor as defined under the
facility. The lease rate factor will be based oa tifree-year swap index as quoted in the Bloombeily Summaries as of the lease
commencement date.

On June 26, 2009, we sold the land and buildingtet at 12515 Academy Ridge View, Colorado SpriG@gdorado to COPT Academy
Ridge, LLC (“COPT") for $12.5 million pursuant topairchase and sale agreement (the “Sale Agreemantihd between our wholly-owned
subsidiary, Real Time Logic, Inc. (“RT Logic”) ai@DPT. At the same time, RT Logic entered into askeigreement (the “Lease
Agreement”) with COPT to lease this building fot2nyear term with an option to extend this termdoradditional five years. The 60,714
square foot building is utilized by RT Logic. Thedse Agreement provides for an initial rent of $56er square foot per annum, with
periodic rent escalations. RT Logic’s obligatiom&lar the Lease Agreement are guaranteed by IntS8gsééms, Inc.

The sale of the land and building qualifies asade’sas that term is defined Financial Accountitigrdlards Board Statement No. 66,
Accounting for Sales of Real Esti.. Additionally, the subsequent leaseback of théding qualifies as normal leaseback as defined in
Financial Accounting Standards Board’s Statementd8pAccounting for Leases: Sale-Leaseback Transactiondving Real Estate, Sales-
Type Leases of Real Estate, Definition of the L&asm, and Initial Direct Costs of Direct Financih@ases—an amendment of FASB
Statements No. 13, 66, and 91 and a rescissio8BFStatement No. 26 and Technical Bulletin NdL79Therefore, we deferred the gain
on the sale, of approximately $700,000, and we awiibrtize the gain into revenue in proportion wtite monthly rentals over the term of the
lease.

We currently anticipate that our current cash badanamounts available under our line of credit@amital equipment lease facility, and cash
provided by operating activities will be sufficigiotmeet our working capital and capital expendittaquirements for at least the next 12
months.

Item 3. Quantitative and Qualitative Disclosures About Market Risk

For quantitative and qualitative disclosures aboatket risk, see Iltem 7A. “Quantitative and Quéhlta Disclosures About Market Risk,” of
our Annual Report on Form 10-K for the year endegdt&mber 30, 2008. As of June 26, 2009, virtudllpfeour contracts were denominated
in U.S. dollars, and we did not have any outstagdiiedge agreements. Our exposures to market ngkrat changed materially since
September 30, 2008. We have $5.8 million in outiitepmborrowings under our line of credit and $2.i8iom in outstanding borrowings unc
our sub-facility as of June 26, 2009. In additime, had borrowings of $5.4 million under the maftase agreement and progress payment
agreement for a capital lease facility as of Juhe2R09. Our market risk exposure primarily reldteshanges in interest rates, principally in
the United States. A hypothetical interest ratengeaof 1% on our bank credit facility and the maktase agreement for the nine months
ended June 26, 2009 would have changed intereshegy approximately $74 thousand.
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ltem 4. Controls and Procedures
Evaluation of Disclosure Controls and Procedures

As required by Rule 13a-15 under the Exchange d&witmanagement carried out an evaluation, wittptrécipation of the Company’s Chief
Executive Officer and Chief Financial Officer, tieteffectiveness of our disclosure controls andguiares, as of June 26, 2009, the end of
the period covered by this report. Based upondghiuation, our Chief Executive Officer and Chigfdncial Officer have concluded that our
disclosure controls and procedures (as definediie B3a-15(e) of the Exchange Act) were not effectis of June 26, 2009 to provide
reasonable assurance that information requiree widtlosed by us, in the reports that we fileutorsit under the Exchange Act is recorded,
processed, summarized and reported within the pieniods specified in the SEC’s rules and forms, thatl such information is accumulated
and communicated to our management, including tiiefExecutive Officer and Chief Financial Officais appropriate, to allow timely
decisions regarding required disclosure becauieeaiaterial weaknesses in internal control overftial reporting previously disclosed in
the Company’s Annual Report on Form 10-K for tisedil year ended September 30, 2008.

Changes in Internal Control over Financial Reportirg

Management has reviewed and evaluated its inteomdtols procedures and the design of those praoesdalating to revenue recognition
accounting processes in light of the material weakss in those areas that were disclosed in the@&ugrs Annual Report on Form 10-K for
the fiscal year ended September 30, 2008. In dodesmediate such material weaknesses, managesaking or has taken the following
actions:

. Actions taken

. Established a ne* Controller, Project Servic” position;
. Hired two experienced revenue recognition persqrarel
. Established a quarterly revenue review meetingdasclission for each major progr:
. Actions still ir-process
. Continue to provide formal training for existingt
. Prepare comprehensive revenue recognition chezldisd documentation at the onset of each con
. Review revenue with project managers on a quarbsdys;
. Establish a policy for accounting and project mamago approve revenue memoranda and calcula
. Establish documented accounting policies and praress
. Establish quarterly revenue recognition review rimgstwith the Compar's Chief Financial Officer and Controller; a
. Conduct reviews of compliance prograr

Although we believe that these remediation effasitsimprove our internal controls over financiaporting, and our disclosure controls and
procedures, we have not fully implemented thesegds, and further action will be required. Our nggamaent will continue to closely
monitor the remediation plan and take steps to dgynentified material weaknesses.

Other than as described above, there were no chaodglee Company’s internal control over financegorting (as defined in Rules 13a-15(f)
under the Exchange Act) that occurred during thheodecovered by this report that have materialfgeted, or are reasonably likely to
materially affect, the Company’s internal contrekofinancial reporting.
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PART Il. OTHER INFORMATION
Item 1. Legal Proceedings

For a discussion of legal proceedings, pleasehgemtormation under “Litigation, Claims and Assessits” in Note 9 to the Company’s
consolidated financial statements included in @usrterly Report on Form 10-Q.

ltem 1A. Risk Factors

A description of our risk factors can be foundtenm 1A. “Risk Factors” of our Annual Report on Foti®K for the year ended September
2008, as well as discussed below. There were nerrabthanges to those risk factors during the nilmaths ended June 29, 2009, other than
the following updates.

. We are experiencing delays in the timeframes in whbh funding increases on our existing contracts ansubcontracts with
the U.S. government are approved, and in which nesontracts with the U.S. government are awarded.

A significant portion of our revenue is derivedrfr@ontracts and subcontracts funded by the U.Semgavent and is subject to the
budget and funding process of the U.S. governnizunting the first nine months of fiscal 2009, thmitig of receipt of funding increases on
our existing contracts and subcontracts with tH&. Jovernment was delayed in comparison to higtbtimeframes. Furthermore, the award
of new contracts and subcontracts with the U.Seguwent has not occurred within the timeframegailhjtanticipated. As a result of these
delays and the substantial completion of work aresa existing contracts, our backlog has declisiade the end of fiscal year 2008. Delays
in the authorization of funding for our existingntacts and subcontracts funded by the U.S. govemhnand delays in the award of new
contracts and subcontracts, could have a matehedrae effect on our business, financial condiéind results of operations.

. The new federal administration may continue to redae aerospace and defense spending, which could achety affect our
business.

Defense spending has been reduced since the nevafediministration took office in January 2009dfense spending continues to be
reduced, our existing contracts or our ability o wdditional defense contracts could be affeatddch could have a material adverse effect
on our business, financial condition, or resultepérations.

. Financial difficulties experienced by our commerciacustomers can adversely affect our ability to cédct payments on our
commercial contracts.

Many companies are experiencing financial diffiguit the current economic environment. We are eégpeing delays in the receipt of
payment from some of our contracts. One of our cencial customers recently declared bankruptcy, wbeused us to establish a bad debt
reserve of $0.8 million and not recognize reverareMork performed during the third quarter of 20f89,this customer. Other customers may
experience financial difficulty, which could advelg affect our ability to collect payment on oumumercial contracts. Delays in payments
can adversely affect our cash flows and our residltperations. In addition, if commercial custombecome unable to pay us, non-payments
could exceed our allowance for doubtful accountsctvis based on our best estimate of the amoupttadifable credit losses. If that occurs,
our business, financial condition and results arafions could be materially adversely affected.

Item 2. Unregistered Sales of Equity Securities and Use Bfoceeds
None.

Item 3. Defaults Upon Senior Securitie:

None.
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Iltem 4. Submission of Matters to a Vote of Securities Holds
None.

Item 5. Other Information

None.
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ltem 6. Exhibits and Financial Statement Schedule

In reviewing the agreements included or incorpatdig reference as exhibits to this Quarterly ReparForm 10-Q, it is important to note
that they are included to provide investors wittoimation regarding their terms, and are not ingshtb provide any other factual or
disclosure information about Integral Systems, tache other parties to the agreements. The agnesncontain representations and
warranties made by each of the parties to the egiplk agreement. These representations and wasdrave been made solely for the benefit
of the other parties to the applicable agreememt veere not intended to be and should not be releuh by stockholders of the Company;
should not be treated as categorical statemerigepfout rather as a way of allocating risk betwte parties; have in some cases been
qualified by disclosures that were made to thergplaety in connection with the negotiation of thgplcable agreement, which disclosures are
not necessarily reflected in the agreement; majyagtpndards of materiality in a way that is diffet from what may be material to investors;
and were made only as of the date of the applicadpleement or such other date or dates as mayebd#isd in the agreement and are subject
to more recent developments.

Accordingly, these representations and warrantigg not describe the actual state of affairs ab®fdate they were made or at any other-
Additional information about Integral Systems, Intay be found elsewhere in this Quarterly Reporfform 10Q and our other public filing
with the Securities and Exchange Commission (thari@ission” or “SEC”), which are available witholtazge through the SE€website &
http://www.sec.gov

Index to Exhibits

3.1 Articles of Restatement of the Company dated May9B9, as supplemented by Articles SupplementatiieoCompany dated
March 13, 2006, as supplemented by Articles Suppieary of the Company dated February 12, 2007 (purated by reference to
Exhibit 3.1 to the Company’s Quarterly Report omd. 0-Q for the period ended March 31, 2007 filethuhe Commission on
May 10, 2007), as amended by the Articles of Ameenindated February 26, 2009 and effective AprilZ)9 (incorporated by
reference to Exhibit 3.1 to the Company’s Quart&gport on Form 10-Q for the period ended March?®D9, filed with the
Commission on May 6, 200

3.2 Amended and Restated By-laws of the Company, asdedeby Amendments No. 1, 2, 3 and 4 to the AmenadedRestated By-
laws of Integral Systems, Inc. (incorporated byrefice to Exhibit 3.1 to the Company’s Current Repo Form 8-K filed with the
Commission on September 20, 20(

10.1+  Second Amendment to the Employment Agreement betwWétiam M. Bambarger and the Company, Dated Mag2@9
(Incorporated by reference to Exhibit 10.1 to ttwerpany’s Current Report on Form 8-K filed with Bemmission on May 14,
2009).

10.2 Purchase and Sale Agreement between Real Time ,Uogicand COPT Academy Ridge, LLC, dated June2@69 (Incorporated
by reference to Exhibit 10.01 to the Comg’s Current Report on Forn-K filed with the Commission on June 30, 20C

10.3 Lease Agreement between Real Time Logic, Inc. 2ad@TAcademy Ridge, LLC, dated June 26, 2009 (Inm@ted by reference
to Exhibit 10.02 to the Compa’s Current Report on Forn-K filed with the Commission on June 30, 20C

18.1 Letter re: change in accounting princi

31.1 Certification Pursuant to Rule 1-14(a) Under the Securities Exchange Act of 1934nasnded

31.2 Certification Pursuant to Rule 1-14(a) Under the Securities Exchange Act of 1934nasnded

32.1 Certification Pursuant to 18 U.S.C. Section 135@dspted Pursuant to Section 906 of the Sart-Oxley Act of 2002
32.2 Certification Pursuant to 18 U.S.C. Section 135@dspted Pursuant to Section 906 of the Sart-Oxley Act of 2002
+ Indicates management or compensatory plan or araeqgt.
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f(the Securities Exchange Act of 1934, the reaiigthas duly caused this report to be
signed on its behalf by the undersigned, theredutyp authorized, as of August 5, 2009.

| NTEGRAL SYSTEMS, | NC.

By: /s/ WiLLiaM M. B AMBARGER, JR.

William M. Bambarger, Jr.
Chief Financial Officer and Treasurer,
Principal Accounting Office

By: /s/ HEmI G. L EE-G ALLAGHER

Hemi G. Lee-Gallagher
Vice President and Corporate Contro
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EXHIBIT INDEX
Exhibit
Number Description
3.1 Articles of Restatement of the Company dated Mal9B9, as supplemented by Articles SupplementatiieoCompany dated
March 13, 2006, as supplemented by Articles Suppieary of the Company dated February 12, 2007 (purated by reference
to Exhibit 3.1 to the Company’s Quarterly Reportramrm 10-Q for the period ended March 31, 200 fikéth the Commission
on May 10, 2007), as amended by the Articles of Admeent dated February 26, 2009 and effective A%il2009 (incorporated
by reference to Exhibit 3.1 to the Company’s QuértReport on Form 10-Q for the period ended M&&h2009, filed with the
Commission on May 6, 200
3.2 Amended and Restated By-laws of the Company, as@dedeby Amendments No. 1, 2, 3 and 4 to the AmeadeldRestated By-

laws of Integral Systems, Inc. (incorporated byrefce to Exhibit 3.1 to the Company’s Current Repo Form 8-K filed with
the Commission on September 20, 20

10.1+ Second Amendment to the Employment Agreement betwdédiam M. Bambarger and the Company, Dated Mag@9
(Incorporated by reference to Exhibit 10.1 to tlwrpany’s Current Report on Form 8-K filed with tBemmission on May 14,
2009).

10.2 Purchase and Sale Agreement between Real Time Uogicand COPT Academy Ridge, LLC, dated June269 (Incorporate
by reference to Exhibit 10.01 to the Comg’s Current Report on Forn-K filed with the Commission on June 30, 20C

10.3 Lease Agreement between Real Time Logic, Inc. 28T Academy Ridge, LLC, dated June 26, 2009 (Inuated by
reference to Exhibit 10.02 to the Comp’s Current Report on Forn-K filed with the Commission on June 30, 20(C

18.1 Letter re: change in accounting princi

31.1 Certification Pursuant to Rule 1-14(a) Under the Securities Exchange Act of 1934nasnded

31.2 Certification Pursuant to Rule 1-14(a) Under the Securities Exchange Act of 1934nasnded

32.1 Certification Pursuant to 18 U.S.C. Section 135@dgpted Pursuant to Section 906 of the Sark-Oxley Act of 2002

32.2 Certification Pursuant to 18 U.S.C. Section 135@dspted Pursuant to Section 906 of the Sart-Oxley Act of 2002

+ Indicates management or compensatory plan or araeqgt.



Exhibit 18.1
Preferability Letter
August 5, 2009

Board of Directors
Integral Systems, Inc.

Note 14 of the Notes to the Consolidated Finarfsiatements of Integral Systems, Inc. (‘Company”) included in its quarterly report on
Form 10-Q for the three and nine months ended 26n2009 describes an accounting change regardinddte of the Company’s annual
goodwill impairment assessment from the last dapheffiscal fourth quarter to the first day of fiscal fourth quarter. There are no
authoritative criteria for determining which dasepireferable based on the particular circumstarmm®gever, we conclude that such change is
acceptable, and based on your business judgmemake this change for the stated reasons, is pldéeirmyour circumstances. We have not
conducted an audit in accordance with the stand#rttee Public Company Accounting Oversight Bodddifed States) of any financial
statements of the Company as of any date or fopanpd subsequent to September 30, 2008, anddhense do not express any opinion on
any financial statements of the Company subsedoehat date.

Very truly yours,

/sl Ernst & Young LLP




Exhibit 31.1
CERTIFICATIONS

I, John B. Higginbotham, certify that:
1. I have reviewed this Form 10-Q of Integral Sgstelnc. (the “registrant”);

2. Based on my knowledge, this report does notaiominy untrue statement of a material fact or dmn#ttate a material fact necessal
make the statements made, in light of the circuntgts.under which such statements were made, nigadisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statememid,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amngtfe@ periods presented in this report;

4. The registrant’s other certifying officer(s) anare responsible for establishing and maintaimlisglosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))%nd internal control over financial reportirag @defined in Exchange Act Rules 13a-
15(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procsdorecaused such disclosure controls and procedoifee designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgbsidiaries, is made known to
us by others within those entities, particularlyidg the period in which this report is being pregzh

(b) Designed such internal control over financial réipgr, or caused such internal control over finah@gaorting to be designed un
our supervision, to provide reasonable assuram@ading the reliability of financial reporting attte preparation of financial
statements for external purposes in accordancegeitlerally accepted accounting princip

(c) Evaluated the effectiveness of the registradisslosure controls and procedures and presentgilsi report our conclusions about
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyédport based on such
evaluation; ant

(d) Disclosed in this report any change in thestgnt's internal control over financial reportitigat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repo&) tfas materially affected, or is
reasonably likely to materially affect, the regast’s internal control over financial reporting; a

5. The registrant’s other certifying officer(s) antave disclosed, based on our most recent evatuat internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

(@ All significant deficiencies and material weakses in the design or operation of internal cootrer financial reporting which are
reasonably likely to adversely affect the regig’s ability to record, process, summarize and refpanhcial information; an

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a sagmifiole in the registrant’s
internal control over financial reportin

Date: August 5, 2009 /s/ JOHN B. HIGGINBOTHAM
John B. Higginbotham
Chief Executive Officer and President
Integral Systems, In




Exhibit 31.2
CERTIFICATIONS

[, William M. Bambarger, certify that:
1. I have reviewed this Form 10-Q of Integral Sgstelnc. (the “registrant”);

2. Based on my knowledge, this report does notaiominy untrue statement of a material fact or dmn#ttate a material fact necessal
make the statements made, in light of the circuntgts.under which such statements were made, nigadisg with respect to the period

covered by this report;

3. Based on my knowledge, the financial statememid,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amngtfe@ periods presented in this report;

4. The registrant’s other certifying officer(s) anare responsible for establishing and maintaimlisglosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))%nd internal control over financial reportirag @defined in Exchange Act Rules 13a-
15(f) and 15d-15(f)) for the registrant and have:

€)) Designed such disclosure controls and procsdarecaused such disclosure controls and procedortee designed under
our supervision, to ensure that material infornmatielating to the registrant, including its condatied subsidiaries, is made
known to us by others within those entities, pattdy during the period in which this report isige prepared

(b) Designed such internal control over financ@darting, or caused such internal control overrfaial reporting to be
designed under our supervision, to provide readerasurance regarding the reliability of financegorting and the
preparation of financial statements for externappsges in accordance with generally accepted atioguprinciples;

(c) Evaluated the effectiveness of the registsadisclosure controls and procedures and presemtads report our conclusio
about the effectiveness of the disclosure contintsprocedures, as of the end of the period cousyeldis report based on
such evaluation; ar

(d) Disclosed in this report any change in thesggnt’s internal control over financial reportitigat occurred during the

registrant’s most recent fiscal quarter (the regidts fourth fiscal quarter in the case of an annyabrrg that has materiall
affected, or is reasonably likely to materiallyeaft, the registra’s internal control over financial reporting; &

5. The registrant’s other certifying officer(s) antave disclosed, based on our most recent evatuat internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

(@  All significant deficiencies and material weakses in the design or operation of internal cootrer financial reporting
which are reasonably likely to adversely affectrigistrant’s ability to record, process, summasiad report financial
information; anc

(b)  Any fraud, whether or not material, that invedvmanagement or other employees who have a sigmifiole in the
registran’'s internal control over financial reportir

Date: August 5, 2009 /s/ WiLLiaM M. B AMBARGER
William M. Bambarger
Chief Financial Officer and Treasurer
Integral Systems, In




Exhibit 32.1

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Interim Report of IntegraisEems, Inc. (the “Company”) on Form 10-Q for theee months ended June 26,
2009, as filed with the Securities and Exchange @@sion on the date hereof (the “Report”), I, J&iigginbotham the Chief Executive
Officer and President of the Company, certify, piarg to and for purposes of 18 U.S.C. Section 185@dopted pursuant to Section 906 of
the Sarbanes-Oxley Act of 2002, that:

(1) The Report fully complies with the requirementsSefction 13(a) or 15(d) of the Securities Exchangeoh 1934; anc

(2) The information contained in the Report faphesents, in all material respects, the finan@alition and results of operations of
the Company

/s/ JOHN B. HIGGINBOTHAM

John B. Higginbotham

Chief Executive Officer and President
Date: August 5, 200




Exhibit 32.2

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Interim Report of IntegraisEems, Inc. (the “Company”) on Form 10-Q for theee months ended June 26,
2009, as filed with the Securities and Exchange @@sion on the date hereof (the “Report”), I, Vdifi M. Bambarger, the Chief Financial
Officer and Treasurer of the Company, certify, parg to and for purposes of 18 U.S.C. Section 185@dopted pursuant to Section 906 of
the Sarbanes-Oxley Act of 2002, that:

(1) The Report fully complies with the requirementsSefction 13(a) or 15(d) of the Securities Exchangeoh 1934; anc

(2) The information contained in the Report faphesents, in all material respects, the finan@alition and results of operations of
the Company

/s WiLLIAM M. B AMBARGER

William M. Bambarger

Chief Financial Officer and Treasurer
Date: August 5, 200




