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PART |
Item 1. Business.

Company Overview

Analysts International Corporation (“AlIC,” “Company,” “we,” “dgr “our”) is an information technology (“IT”)
services company. We employ approximately 900 IT professiomailsagement and administrative staff and are focused on
serving the IT needs of mid-market to Fortune 500 compamig¢government agencies across North America. AIC was
incorporated in Minnesota in 1966 and our corporate heagsiés located in Minneapolis, Minnesota.

From IT Staffing to Project Based Solutions, we provitbecad range of services designed to help businesses and
government agencies drive value, control costs and delivdreopromise of a more efficient and productive enterprige. O
value proposition is based on:

» Our nearly 45 years of experience in the IT staffing igiasour understanding of the labor market, the
requirements of complex organizations and the competiticengrand compensation rates for quality IT
professionals;

»  Our longstanding client relationships;
»  Our extensive network of qualified IT professionals;

»  Our recruiting process which is designed to source, guatifi quickly respond with IT professionals that meet
our clients’ requirements; and

e Our company-wide commitment to quality in all aspecthefbusiness.

We deliver our IT services across a broad spectrum of inesistWe utilize a branch-based model, staffed with
account executives and recruiters serving both local anmhahticcounts. Our IT consultants are primarily located abwsri
client sites throughout North America.

Our goal is to be an employer of choice within the IT isevindustry. We believe we offer a competitive
compensation and benefits package for our consultants,rd@acutives, recruiters and management personnel. The
average tenure of our IT consultants is four years, wiaiitbats our commitment to our consultants and our aldityest
match their talents to assignments.

IT Services

Our IT services consist of IT Staffing, Managed Teams aog&rBased Solutions. The type of IT service is
determined by the needs and objectives of our clients.

IT Staffing

We provide quality IT professionals on demand. We suppigutants across a number of technology disciplines to
companies in diversified industries. We maintain a stromgutant network, which is comprised of full-time and tenapy
employees and contract professionals. When recruiting caesdjde¢ tailor our searches to match our clients’ requirement
and search through our consultant network, job boardsraé$ and, for some clients, we utilize an offshore recuitin
partner. This client-centric approach leads to more successful gateand faster ramp-up times that adds value to our
clients.

The majority of our contracts are billed on a time and masdasis and revenue is recognized as hours are worked
and costs are expended. We invoice our clients in accordarcthwiterms of our agreement, which is primarily on a
monthly basis. Our standard credit terms require owi@es to be paid within 30 days from receipt by the client.

We generally do not have exclusivity with respect to oentd’ IT staffing needs. Our clients typically use multiple
IT staffing firms to ensure a competitive environment and awantracts based on price, candidate quality, fit and prior
relationships.



Managed Teams

Our Managed Teams source IT talent and construct project tedims with client requirements. While clients
maintain overall project management and direction, our projecageas direct the project team throughout the engagement
and provide a single point of contact for client communicatioequirement definition, and administrative and process
compliance. The result is a specifically constructed team withgheopriate support that provides our clients with a flexib
solution.

Project-Based Solutions
Our Project-Based Solutions practices deliver custom applicatidrsystems integration solutions.

We determine contract pricing based on bill rates and markromsdur employees’ hourly rate of pay, the hourly
cost of our contract professionals and the negotiated cosir gubsuppliers. The majority of our contracts aredfipxéce
contracts and we invoice our clients in accordance with the g agreement.

Our Project-Based Solutions are primarily delivered thraughpractice areas:
Government Solutions

Our Government Solutions practice delivers industry leadimgpliant solutions to government agencies. Our
services are designed to connect information, data, applicatimhsystems across justice, public safety and homeland
security domains to help solve business and technologgsisssociated with information sharing, interoperabilitgtesys
information and workflow.

Lawson Solutions

We have been a certified Lawson Software partner since 19%anaduccessfully implemented thousands of
successful projects across the United States. We providesalitellof enterprise resource planning (ERP) enhancement,
implementation and management services so that our clientsstam@e offerings to address specific technical, functional
or business requirements across their enterprise.

Seasonality

We experience seasonality in our business. Quarterly resaitsluctuate depending on, among other things, the
number of billing days in a quarter and the seasondlit}ients’ businesses. As a result of the timing of dm}s and
seasonal vacation time taken by our IT consultants and theeadf contract renewals, we generally experience lower
billable hours per consultant and lower revenues in teedird fourth quarters during a fiscal year.

Client Information

Approximately 95% of our annual revenue is from servicesiged to our existing client base, which consists
primarily of Fortune 500 companies. This high percentage of repeat business dertesisiiacommitment to client
satisfaction and the development of long-term relationshigsour clients. Many of our client relationships golbawre
than a decade, some as far back as 25 years.

We provided services to more than 250 clients during f2@80. Our revenue for fiscal 2010 was derived from
services rendered to clients in the following industryugeo

Approximate
Percent of FY
2010 Revenue

MANUFACTUIING ..eeiieiiiiieie ettt e e e e e e e e e e 32.3%
(CT0)V/=T 4] 0 T= o | SO PRP 17.3%
BUSINESS & TeChNOIOQY SEIVICES .....vveeiiiiiiiieeeeeeeiiieiieeeee ettt 15.7%
Energy 11.5%
Finance & Insurance 5.0%
Healthcare 4.8%
RELAI ..o 4.0%
COMMUNICALIONS ...ttt eee et e et e e e e e e e e e e e e eerebb e aaaaaaanes 3.6%
U IS vt e et e e e e e e e e e e e e e et e e e e e e eaaaeeeeeeeeerarraaas 2.8%
(O] {11 ST 2.9%



International Business Machines Corporation (“IBM”) has beegrafiiant client of ours for many years and
represents the only client relationship we have that exce@d®flOur total revenue. The services we provide to IBM are
predominantly in the area of IT staffing. The IBM busgascounted for approximately 11%, 11% and 13% of our total
revenue for fiscal years 2010, 2009 and 2008, respectively.

Personnel

Our business is dependent on our ability to attract etadhrtalented personnel to serve our clients. Our staff
consists of 909 personnel. Of these, 799 are IT profedsiand 110 are individuals who work in sales, recruiting,
management, delivery, administrative and support positileshelieve that our relationship with our employees isigbio
employees are covered by a collective bargaining agreemare ogpresented by a labor union. AIC is an equal opptyrtuni
employer.

Competition

The IT services industry is extremely competitive and fragetewith limited barriers to entry. Our branch offices
compete primarily with local IT services firms and withiog@l and national companies.

We compete with numerous independent contractors andesrifalitaffing firms that primarily concentrate their
resources in one geographic market. On a regional and natamig| Wwe compete with national IT services companies and
with the computer consulting and/or IT staffing divissaof larger companies. These companies are substantially kger t
us in terms of sales volumes and personnel and have stigdstagreater financial resources.

Principal competitive factors in the IT services industgiude technical expertise, the ability to hire quality
technical personnel on a timely basis, responsiveness to cheaftaig needs in a broad spectrum of skill sets, repuatat
credibility, service delivery models and bill rates. We believamecompetitive in all of these aspects.

Fiscal 2010 Business Development
Sale of Client Contracts

On March 3, 2010, we sold certain client contracts, prgerd equipment and sublet a facility. In consideration for
the assets sold and the liabilities transferred, we recetz@€dndillion in cash. We recorded a loss on the sale of
approximately $50,000 which is included within Sellindménistrative and other operating costs (“SG&A”) in our
Consolidated Statement of Operations. For the preceding dthabefore the sale date, the client contracts generated
revenues of approximately $3.2 million and had an unfal@@mntribution margin of approximately $0.7 million.

Available | nformation

We maintain our website at www.analysts.com and make availadxeof charge, in the Investor Relations section
of the website, our Annual Reports on Form 10-K, QuriReports on Form 10-Q, Current Reports on Formagi
amendments to those reports as soon as reasonably practitableeatlectronically file such material with, or furnish such
material to, the Securities and Exchange Commission (“SEC”").

Other Matters

Our principal executive office is located in Minneapolisnhgsota. Raw materials, compliance with environmental
protection laws, patents, trademarks, licenses, franchésesgnch and development, and other concessions are not material
an understanding of our business. No portion of osmass is subject to re-negotiation of profits at the eledf the
government. No material governmental approval is requinedrfp of our services and no existing or probable gawenal
regulations are material to an understanding of our bissiBegklog is not material because nearly all of our contracts f
services, including contracts with the government (whidghénaggregate are not material), are terminable by either the client
or us with notice of 30 days or less.

Item 1A. Risk Factors

We operate in a dynamic, rapidly changing and challengingamagnt that involves numerous risks and
uncertainties. The risks and uncertainties described below galividually or collectively have a material adverse effect on
our business, assets, profitability or prospects. Whédse are not the only risks and uncertainties we face, managemen
believes that the more significant risks and uncertaintieasaf@lows:



We have experienced changesin our strategic direction.

During the past three years we have not met our annua@gtraglan objectives. We have also experienced ongoing
operating losses and significant turnover in senior managepersonnel. The turnover in our senior management has been
accompanied by changes in our strategic vision and turnogatds and recruiting staff.

Our current strategic plan includes the attainment of akwebjectives, including:

e Build a platform for growth;
e Improve gross margin rates; and

e Generate profitability in fiscal 2011.

If we are unable to focus in a consistent manner on ougrdstrategic plan, the results of our operations and our
financial condition could be adversely affected.

The loss of the services of one or more of our key personnel or the inability to attract key personnel could weaken our
ability to deliver quality services and could adversely affect our business.

We are substantially dependent on certain key employees,imglin services of our executive management team,
to direct efforts related to execution of our strategic plée.are also dependent on certain sales and recruiting persmnnel
maintain critical existing customer and consultant relationsdmpsattract new business. The loss of one or more &f Kegs
personnel could have an adverse effect on our operationglimglour ability to execute our strategic plan, maintaistieg
customer relationships, recruit qualified consultants ca@thew clients in the context of changing economic or etithge
conditions. If we are unable to attract and retain key paeddo perform these services, our business, the resuts of
operations and our financial condition could be adversiébcted.

Our success also depends upon our ability to attract eublifi professionals who possess the skills, competencies
and experience necessary to meet the requirements of our alenitsust continually attract and retain qualified IT
professionals who meet the needs of changing customerawguits and our growth could be limited by our abilitdacso.
Competition for qualified personnel is strong and IT essfonal turnover rates can be high. If we are unable tohiegain
the talent required by our clients in a timely, cost-effecthanner, negotiate mutually beneficial pay rates and benefit
packages or have our new professionals timely achieve acceptaditeof productivity, it will affect our ability to
successfully operate our business.

I ntense competition within the I T staffing industry may result in a loss of market share or lower bill rates, both of which
could adversely affect our business.

The market for our services is extremely competitive and fragmenitbdiimited barriers to entry. Intense price
competition in the area of IT staffing, continued pressurgill rates, and clients’ continued requests for distguebates
and price concessions involving lower cost models fotdffisg services, are likely to continue to exert downwaneksure
on our operating results and could adversely affect parating results. Management expects that our clients will eantin
for the foreseeable future, to request lower cost offerfagIT staffing services through e-procurement systextsemely
competitive bidding processes, the granting of variopesyf discounts, engagement of vendor management orgamszati
and the use of offshore resources, all of which tend terd@ur gross margins. There has been a significant indrettse
number of clients consolidating their staffing serviceslpases with a single provider or with a small numberafiders.
The trend to consolidate purchases has in some cases made difficult for us to obtain or retain clients. We afaoe the
risk that certain of our current and prospective clients mayldéoiprovide similar services internally.

Our ability to respond to client requests for lower pgcor to provide other low-cost services will have adtir
effect on our performance. If we are unable to maintain or inef@she number of hours billed by our IT professisnal
(b) their current billing and/or utilization rates or tag gross margins we realize from their work, our finaneslits will
be negatively affected. Our gross margins, and therefongrofitability, are largely a function of the rates we chargefo
services and the utilization rate, or chargeability, of oysridfessionals. Accordingly, if we are not able to maintlagnrates
we charge for our services or an appropriate utilization cateur IT professionals, we will not be able to sustainpoafit
margin and our profitability will suffer. Additionaljstiff competition, especially in IT staffing, may alsougq us to accept
less favorable contractual terms, especially in the area oftiiomgaon liability (with respect to both direct and cansantial
damages) and indemnification. We are also experiencing préssureome clients who desire to utilize companies with
larger market capitalization than ours for their IT staffingdse Further, we do not have an “offshore” outsourcing o
development center and do not have any strategic alliancea wéttner to provide offshore services.
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Additionally, many of our current and potential competiteaige significantly greater financial, technical, marketing
and other resources than we have and as a result, may beatjlestdo changing market conditions and respond to client
demands more effectively. They may also have greater resourcemte titethe development of new technologies, products
and services. It is possible that new competitors, allianceagueompetitors or alliances between competitors and third
parties may emerge and acquire significant market sharés iivéine to occur, it could have an adverse effect on our
business, results of operations and financial condiMmexpect highly competitive conditions in the market Tostiaffing
services to continue for the foreseeable future.

Our client contracts are typically short term and subject to cancellation without penalty.

We provide services to our clients under contracts that caartsgajly cancelled without penalty and upon short
notice. These cancellations could result from factors that amnteur control and are unrelated to our work produther
progress of the project, but could be related to busindasanicial conditions of the client, changes in client stiategr the
economy in general. When contracts are cancelled, we losetitipated future revenue, gross margin and we may be
unable to eliminate our associated cost or reassign ounfégsionals in a timely manner. The cancellation or redudation i
scope of an engagement could, therefore, reduce the utilizateof our IT professionals, which would have a negative
effect on our business, financial condition and resultgpefations.

We may be subject to liability to our clients under certain circumstances.

If we do not meet our contractual obligations to a climetmay be subject to legal liability to our client. Our
contracts typically include provisions to limit our expasto legal claims arising from the services we provide/gver,
these provisions may not protect us, or may not be enfdeceatler some circumstances or under the laws of some
jurisdictions. If we cannot or do not fulfill our obhtions or have adequate contract protection, we could facdibduilitly.
Although we maintain professional liability insurances grolicy limits may not be adequate to provide protectgairest all
potential liabilities. In addition, if we were to fail teliver services properly, we may not be able to collect anyectlat
accounts receivable or could even be required to refund aspaiat by the client.

The protection of client, employee and company data is criti@alitdusiness. Our clients have an expectation that
we will adequately protect their confidential informationd ave are subject to various laws and regulations whighine us
to maintain the confidentiality of client and employee infation. If any of our employees negligently disregards or
intentionally breaches our established controls with respexttch data or otherwise mismanages or misappropriates that
data, we could be subject to monetary damages, fines anaimadrprosecution. Unauthorized disclosure of sensitive or
confidential client or employee data, whether through systaeituse, employee negligence, fraud or misappropriation,dcoul
damage our reputation and cause us to lose clients.

We have adopted a shareholder rights plan and other charter provisionsthat could make it difficult for another company
to acquire control of the Company or limit the price investors might be willing to pay for our stock.

We have adopted a Rights Agreement, commonly known as a figoisd under which each stockholder of the
Company holds one share purchase right, which we referadaght, for each share of Company common stock held. The
Rights become exercisable upon the occurrence of certain evemsmgmdake the acquisition of our Company more
difficult and expensive. In addition, our bylaws confainvisions that may make the acquisition of our Compaoiem
difficult without the approval of our board of directoincluding a provision requiring shareowners intendingnake a
director nomination or bring other business at a shareomaeting to have provided the Company advance written radtice
such nominations or business, generally not less thaudys before the shareowner meeting.

Forward-Looking Statements

This Form 10-K contains forward-looking statementsk{imithe meaning of the Private Securities Litigation
Reform Act of 1995) about: (i) our strategic plans, thgctives of those strategic plans and our ability to sstuibs
implement our strategic plans, including our goal of ipabflity during fiscal 2011, (ii) our expectations withspect to the
demand for our services and continuing pressure fromtgliemequest lower cost offerings for IT staffingvéees, (i) our
expectations with respect to competition in our industryamdability to compete, and (iv) our expectations with eesfo
our financial results and operating performance. You carifgéinese statements by the use of words such as anticipate,
estimate, expect, should, project, forecast, intend, plaeveelvill and other words and terms of similar meaningnpoit,
or variations thereof, and in connection with any disamsef future operating or financial performance.



Among the factors that could cause our estimates and assosasido future performance, and our actual results to
differ materially, are: (i) our inability, in whole or part, to implement or execute our strategic plans, (iijroability to
successfully recruit and hire qualified technical personniglo(r inability to successfully compete on a local andameti
basis with other companies in our industry or with me@mpetitors who face limited barriers to entry in the mariet
serve, (iv) our inability to maintain key client relatiorshor to attract new clients, (v) our inability to attraetain or
motivate key personnel, (vi) our inability to continuegdduce or leverage our operating costs, (vii) the podgitilat we
may incur liability for the errors or omissions of mansultants providing IT services for clients or th& tisat we may be
subject to claims for indemnification under contracts withaients, (viii) our inability to comply with the reqeiments in
our line of credit or to obtain a replacement line of aredicommercially reasonable terms, and (ix) as well as other
economic, business, competitive and/or regulatory factors iaffestir business generally, including those set forthim
Annual Report on Form 10-K for fiscal year 2010 (especialihe Management's Discussion and Analysis and Risk EBacto
section thereof) and our Current Reports on Form 8{KfoAvard-looking statements included in this FormK.@re based
on information available to us as of the date hereof and Yargiéct estimates and assumptions made by our management,
which may be difficult to predict and beyond our cont¥de undertake no obligation (and expressly disclaim any such
obligation) to update forward-looking statements madeignRbrm 10-K to reflect events or circumstances after theofate
this Form 10-K or to update reasons why actual resultédabifer from those anticipated in any such forward-ingk
statements, other than as required by law.

Iltem 1B. Unresolved Staff Comments.
None.
Item 2. Properties.

Our principal executive offices are currently located at 38@&t 76th Street, Minneapolis, Minnesota 55435, in a
134,000 square foot office building in which we currgifiebse approximately 31,000 square feet. This lease is sqtite e
in May 2012.

In September 2010, we amended the lease agreement for aipadréxecutive offices to remove approximately
22,000 leased square feet in exchange for a significanttiedin our rental payments over the remaining term of the leas
In addition, the amended lease agreement provided our ldnaiitr an option to take possession of the remainingCgL
square feet in exchange for a significant reduction inental payments over the remaining term of the lease. In December
2010, the landlord exercised their option for the remgifih,000 square feet, which will require us to vacate therityajd
our current leased square footage by May 31, 2011 and vheatnaining leased square footage by August 31, 2011. We
are currently evaluating alternative locations for our prinaakutive offices.

All other locations are held under leases with varying axpin dates ranging from one month to approximately
four years.

Item 3. Legal Proceedings.

There are no material pending legal proceedings to which th@&uonis a party or to which any of its property is
subject, other than routine litigation and other matters émtad to the business.

Item 4. Submission of Matters to a Vote of Security Holers.

No matters were submitted to a vote of the Company’s shaerisaluring the fourth quarter of fiscal 2010.

PART Il
Item 5. Market for Registrant's Common Equity, RelatedStockholder Matters, and Issuer Purchases of Equity
Securities.
a) Market I nformation

On February 26, 2010, we amended our Articles of Incatfmm to effect a one-for-five reverse stock split
(“Reverse Stock Split”). As a result of the Reverse Sgylk, every five shares of our Common Stock were automigtical
converted into one share of our Common Stock immediat&ly forthe opening of trading on March 1, 2010. Adidtional
shares were rounded down. To reflect the effect of the Re@&ogk Split, we have retroactively adjusted all share and per
share data for the periods presented.



Our common shares are traded on The Nasdaq Global Marketthadsgmbol ANLY. The table below sets forth
for the periods indicated the high and low intraday saiesgfor our common stock as reported by Nasdag.

Market Range

High Low

Fiscal Year Ended January 1, 2011

o U141 o IO T T= T =Y $2.65 $1.63
Third QUANET ..ceeviiiiiceie e e e e e e e e e e e e e eeere bbb a e s e e e eeaeeseeeeeeeees 259 201
SECONA QUANET ...vvtiiicieie e et eeeee e e et s e e e e e e e e e e e e ae bbb sns 3.37 218
1S SO T = 1 =] O PUUPRR 7.00 1.60
Fiscal Year Ended January 2, 2010

FOUh QUAMET ....oiiiiiiie ettt e e $5.25 $3.00
Third QUANET ...ceeeeiiiiciie e e e e e e e e e e e e e e e e e te bbb e e s e e e eeeeeeeeeeneenes 5,00 2.55
Y= ToTo] o B @ TN F= T g (= CO P 430 1.85
165 WO T = 1 (=] USRS 275 1.30

b) Holders of our Common Equity

As of February 22, 2011, there were approximately 9a6esiolders of record of our common stock.
C) Dividends

We have not declared or paid dividends on our common stagigdhe last five fiscal years and currently have no
intention of initiating a dividend paying policy.

d) Stock Performance
Not applicable.
e) I ssuer Purchases of Equity Securities

We did not engage in any repurchases of our common stoickydbie fourth quarter of the fiscal year ended
January 1, 2011.

Item 6. Selected Financial Data.

Not applicable.
Item 7. Management’s Discussion and Analysis of Finaral Condition and Results of Operations.

The following discussion should be read in conjunctiaiwur consolidated financial statements and related notes.
This discussion contains forward-looking statementsitivatve risks and uncertainties. Our actual results cdifier
materially from those anticipated due to various factors disclgnder “Forward-Looking Statements” and elsewhett@sn
Annual Report on Form 10-K, including the “Risk Factatecribed in Iltem 1A.
A. Our Business

Analysts International Corporation (“AlIC,” “Company,” “we,” “Ugr “our”) is an information technology (“IT")
services company. We employ approximately 900 IT professiomalsagement and administrative staff and are focused on
serving the IT needs of mid-market to Fortune 500 compamieégovernment agencies across North America. AIC was
incorporated in Minnesota in 1966 and our corporate heatdgsiés located in Minneapolis, Minnesota.
B. Review of Fiscal 2010 Strategic Plan

Our primary goal for fiscal 2010 was to achieve profitapdihd return value to our shareholders. We focused our

efforts on growing our IT Staffing business, improvthg productivity of sales and recruiting, controlliraggis and
delivering profitable financial results.



Our five main objectives for fiscal 2010 and the related resu# as follows:
1. Increase revenue

During fiscal 2010, our revenues declined $36.5 millmm?5.5%, from fiscal 2009. After adjusting for
our planned exit from non-core and low-margin linesusiiess, our revenues declined 7.5% from fiscal 2009.

2. End fiscal 2010 with 1,000 billable consultants

We ended fiscal 2010 with 799 billable consultants,dimke of 79 billable consultants, or 9.0%, from the
end of fiscal 2009.

3. Achieve industry standard gross margin rates

Our fiscal 2010 gross margin rate was 22.3%, an improveof@30 basis points over our fiscal 2009
gross margin rate.

4, Become a profitable company

In fiscal 2010, we generated a net loss of $0.5 milliarimgrovement of $15.4 million from fiscal 2009.
In the third and fourth quarters of fiscal 2010, we gateel net income of $0.6 million and $0.9 million,
respectively.

5. Build cash to invest in our strategy

We ended fiscal 2010 with approximately $4.3 milliorcash and cash equivalents, an increase of
$0.5 million since the beginning of fiscal 2010.

C. Fiscal 2011 Strategic Plan

Our primary goals for fiscal 2011 are to deliver profitéypilvhile making the investments required to positien
for long term growth and return AIC to a leading IT $&#8 company. Our strategy emphasizes:

»  Building on our strong brand;
» Leveraging our longstanding client relationships; and
* Investing in core markets where we believe we can become a neattet In either presence or specialty.

Our fiscal 2011 objectives in support of our strategy afelbsvs:

1. Build a platform for growth;
2. Improve gross margin rates;
3. Generate profitability in fiscal 2011.

Build a platform for growth

We expect to invest in our core markets and selectively pifsstaffing acquisitions.

We expect to increase our sales and recruiting capacity by moréG#@afrom the beginning of fiscal
2011. Based on the time we believe it takes an account exeautivgeracruiter to reach full productivity, we

believe there will be a positive impact on fiscal 2011 reverhmsever, we expect a greater impact on future
period revenues.
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Our acquisition strategy is to identify IT staffingnfis located in our core markets that complement our
existing IT staffing business. We will evaluate future asitjons based on the size of the firm, capabilities of thei
sales force and recruiter personnel and cultural fit as welh&s relevant criteria.

+ Improve gross margin rates

We anticipate further gross margin rate improvement from2t#292 we achieved in fiscal 2010 as we
continue to change our mix of business and focus ocarermarkets.

e Generate profitability in fiscal 2011

We plan to make investments in our sales and recruiting opesatiowever, we believe improvements in
our gross margin rate and continued focus on contgodlim administrative and other operating costs will allew
to generate profitability in fiscal 2011.

D. Business Developments
Change in Leadership

On December 14, 2009, our Board of Directors terminatedrtitoyment of Elmer N. Baldwin, pursuant to the
terms of his employment agreement. Mr. Baldwin servedeaPtbsident, Chief Executive Officer and Director of the
Company. On December 18, 2009, our Board of Directors afgubAndrew K. Borgstrom as President and Chief Executive
Officer. Mr. Borgstrom had been a member of our Board difeng 2008.

On September 28, 2010, Mr. Borgstrom resigned as Rresi@hief Executive Officer and a Director of our
Company. Under a transitional services agreement, Mr. Borgsvas available to assist AIC with ongoing business
initiatives through January 31, 2011. On September@8),20ur Board of Directors appointed Brittany B. Mckagras our
Interim President and Chief Executive Officer.

On February 22, 2011, our Board of Directors appoimMedMcKinney as our President and Chief Executive
Officer and a nominee for Director of our Company.

Reverse Stock Split and Amendment to Rights Plan

On February 26, 2010, we amended our Articles of Incatfmm to effect a one-for-five reverse stock split (the
“Reverse Stock Split”) of its common stock, par value $@di0share (the “Common Stock”). As a result of the Reverse
Stock Split, every five shares of our Common Stock werenaatically converted into one share of our Common Stock
immediately prior to the opening of trading on Marcl2@10. All fractional shares were rounded down and amgkbhder
that would be entitled to receive a fractional share wouldalzbthe fair market value of the fractional share in cash.

To reflect the effect of the Reverse Stock Split, we haveaetively adjusted all share and per share data to reflect
the Common stock and Additional capital line in our Cdidated Balance Sheets as of January 2, 2010 and the
weighted-average shares outstanding in our Consolidatednstateof Operations and related disclosures for the periods
presented.

The Reverse Stock Split also resulted in proportionatesadgnts under our then-existing Amended and Restated
Rights Agreement having an effective date of February 2'8 @@ “Amended Rights Plan”) in (a) the number of shares
issuable under the Amended Rights Plan and (b) then®sedPrice.

On May 25, 2010, we amended the Amended Rights Plan bsireptnto Amendment No. 1 to the Amended
Rights Plan with Wells Fargo Bank, N.A. as rights ag&®amendment No. 1"). The principal purposes of Amendniént 1
were to reflect the Reverse Stock Split (by decreasing thé&e®rice for Common Share Purchase Rights to $30.00 per
share), and to make certain other technical and conforming ehang

Sale of Client Contracts

On March 3, 2010, we sold certain client contracts, prg@erd equipment and sublet a facility. In consideration for
the assets sold and the liabilities transferred, we recet@€dndillion in cash. We recorded a loss on the sale of
approximately $50,000 which is included within Sellindménistrative and other operating costs (“SG&A”) in our
Consolidated Statement of Operations. For the preceding tathsbefore the sale date, the client contracts generated
revenues of approximately $3.2 million and had an unfal@@mntribution margin of approximately $0.7 million.
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Sale of the Company'’s Value Added Reseller (“VAR"pfsss

On August 4, 2009, we entered into and closed on ansaseigreement for our VAR operations. In consideration
for the assets sold, which were primarily client contraatd, the liabilities transferred, we received $3.0 millioeash at
closing and, based on the number of client contract assigismeceived prior to December 31, 2009, we earned an
additional $0.5 million, which was collected in fiscal 2040¢ was recorded in Prepaid expenses and other currentassets
our fiscal 2009 Consolidated Balance Sheets. We recorded argtir sale of the net assets of $0.1 million in fisc@b20

For fiscal 2009, the VAR operations generated revenugspobrimately $21.4 million and had an unfavorable
contribution margin of approximately $0.7 million.

Sale of the Company’s Medical Concepts Staffing (“MOsets

On September 25, 2009, we entered into and closed wsansale agreement for our full service nurse staffing
agency operations. In consideration for the assets soltharidbilities transferred, we received $0.5 million in cadle
recorded a gain on the sale of the net assets of $0.2 miaoriiscal 2009, MCS generated revenues of approxiynatel
$2.0 million and had an unfavorable contribution mardiapproximately $0.1 million.

Restructuring Costs and Other Severance Related Costs

For fiscal 2010, we recorded a net reversal of restrugtwosts and other severance-related costs of $0.3 million.
The net reversal is comprised of a $0.4 million charge nglati severance and other severance-related expenses and a
reversal of $0.7 million primarily relating to the madétion of lease agreements for office space previously vacated.

For fiscal 2009, we recorded severance and other severaatretharges and office closure and consolidation
charges totaling $3.8 million. Of these charges, $1.6anilelated to severance and other severance-related costs and
$2.2 million related to future rent obligations, netaficipated sub-lease income.

For fiscal 2008, we recorded severance and other severaataretharges and office closure and consolidation
charges totaling $2.9 million. Of these charges, $2.6anilelated to severance and other severance-related costs and
$0.3 million related to future rent obligations, netaficipated sub-lease income.

Revolving Credit Facility

On September 30, 2009, we entered into a revolvingfiweedit (“Credit Facility”) with Wells Fargo Bank,
National Association (“Wells Fargo”). On February 23, P0de entered into the First Amendment with Wells Fargo
(“Amended Credit Facility”), which amended the terms of tihed@ Facility and extended the maturity date to
September 30, 2014. Under the Amended Credit Facility, Walgo will continue to advance up to $15.0 million tdars
working capital purposes and to facilitate the issuandettefs of credit.
E. Overview of Fiscal 2010 Results

During fiscal 2010, we focused on increasing our mikigher margin services, exiting low-margin, non-coredin
of business and continuing to reduce our selling, adtnative and other expenses.

For fiscal 2010, our revenues decreased $36.5 millioB5 &%, from fiscal 2009 primarily due to our exitrfro
non-core and low-margin lines of business in fiscal 208%0%) and from less demand for our IT services (7.5%).

Gross margins as a percent of revenue increased 230 bassfpmi 20.0% in fiscal 2009 to 22.3% in fiscal 2010
due to our focus on higher margin business and exingnargin lines of business.

SG&A expenses declined $13.3 million in fiscal 2010 dismal 2009, to 23.0% of revenues, due largely to our
asset sales, the impact of the personnel and facility reduetimhthe overall reduction in business volume.

We generated cash from operations of $0.6 million and cashifrvesting activities of $0.1 million during fiscal
2010. As of January 1, 2011, we had a cash balance of $d® mnd no borrowings under our Credit Facility.
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RESULTS OF OPERATIONS FOR FISCAL 2010 AS COMPARED TO FISCAL 2009

The following table illustrates the relationship between regeand expense categories and provides a count of
employees and technical consultants for fiscal 2010 versted £009.

Year Ended Year Ended
Fiscal 2010 Fiscal 2009 Increase (Decrease)
% of % of
(Dollars in thousands) Amount  Revenue Amount Revenue  Amount %
Revenue:
Professional services provided directly ...........cccccceeeeunee.. $106,056 99.4% $131,338 91.8% $(25,282) (19.2)%
Professional services provided through subsuppliers....... 632 0.6 2,488 1.7 (1,856) (74.6)
Product Sales.......ccccuviiiiiiiiiiiieeee s ccemee e — 0.0 9,339 6.5 (9,339) (100.0)
TOtAl FEVENUE ...ttt 106,688 100.0 143,165 100.0 (36,477) (25.5)
Expenses:
Cost of services provided directly...........cooeeeeecvevveeeeenennnn, 82,313 77.1 104,251 72.8 (21,938) (21.0)
Cost of services provided through subsuppliers................ 598 0.6 2,350 1.6 (1,752) (74.6)
Cost of product Sales............ccoveiiiiccceee e — 0.0 7,973 5.6 (7,973) (100.0)
Selling, administrative and other operating costs ............. 24554 23.0 37,886 26.5 (13,332) (35.2)
Restructuring costs and other severance related costs........  (300)  (0.3) 3,825 27 (4,125) (107.8)
Impairment of intangible assets ..........cccoevn, — 0.0 2,268 1.6 (2,268) (100.0)
Amortization of intangible assets................ e, — 0.0 491 0.3 (491) (100.0)
TOtal EXPENSES ..ovieeiiiiiiiee ettt 107,165 100.4 159,044 111.1 (51,879) (32.6)
OPperating l0SS ......cvviiiiiiiiiii et (477) (0.4) (15,879) (11.1) (15,402) (97.0)
NON-operating INCOME ............uuiiiiiiiiiiiiieeaaane e e e e e e e e e 14 0.0 41 0.0 (27) (65.9)
INTEreSt EXPENSE ...ttt ettt e e (13) (0.0) (39) (0.0) (26) (66.7)
LOSS before iINCOME taXES......uuuriieiiiiiieies e aaaa e (476) (0.4) (15,877) (11.1) (15,401) (97.0)
INCOME taX EXPENSE...cceiiiiieiiiiiiit et eeeeeemre e e e e e e e e e e 4 0.0 30 0.0 (26) (86.7)
NELIOSS ..eeieeiiiiiiie et e e e s e $(480) (0.4)% $(15,907) (11.1)% $(15,427) (97.0)%
Personnel:
Management and Administrative .........ccccceeeeeveviieiieiiicnns 110 137 (27) (19.7)%
LO70] g 1TV 7= ) PR 799 878 (79) (9.00%
Revenue

Revenue from services provided directly declined 19.2% to.$X@8lion for fiscal 2010 from $131.3 million for
fiscal 2009. The decline in revenue was primarily due taeit from non-core and low-margin lines of busine&(%)
and from less demand for our IT services (7.5%). The dwaline in revenue from services provided directly resulted in
reduction in the number of billable hours and IT constdtamhich was partially offset by a 4.7% increase in ovéitithg
rates over the prior year period.

Our subsupplier revenue, which is mainly pass-throeghnue with associated fees, declined by 74.6% in fiscal
2010 compared to fiscal 2009 as a result of focusinggirehmargin business. With the sale of the assets ofABr
operations in third quarter of fiscal 2009, hardwaresmftivare product sales are no longer a material part ofpmrations.

Cost of Services Provided Directly

Cost of services provided directly represents our pagirall benefit costs associated with our billable consultants
This category of expense as a percentage of direct serviceseed@sreased to 77.6% in fiscal 2010 compared to 79.4% in
fiscal 2009. The decrease in expense as a percentage of diesuteés primarily due to the reduction in volume at lower
margin staffing accounts.

Cost of Services Provided Through Subsuppliers

Cost of services provided through subsuppliers represemtcost when we utilize third parties to fulfill our

obligations to our large staffing clients. This categorgxgfense as a percentage of revenue for services providedlih
subsuppliers was 94.6% in fiscal 2010 compared to 9h5ecal 2009.
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Cost of Product Sales

Cost of product sales represents our cost when we reaaldvare and software products. This category of expense,
as a percentage of product sales, was 85.4% for fiscal 2009th4 sale of our VAR operations in the third quartefisafal
2009, hardware and software product sales are no longeedahpart of our operations.

Selling, Administrative and Other Operating Costs

SG&A costs include management and administrative salarieseaieditts, commissions paid to sales representatives
and recruiters, location costs and other administrative cdsisscategory of costs decreased $13.3 million from fi2089
and represented 23.0% of total revenue for fiscal 201@amed to 26.5% for fiscal 2009. In fiscal 2010, SG&AengES
decreased $7.2 million as a result of the asset salesni#iio? from the impact of personnel and related costegdos and
$2.9 million from the implementation of non-personredtaeductions.

Restructuring Costs and Other Severance Related Costs

During fiscal 2010, we recorded a net reversal of restrugfwosts and other severance-related costs of
$0.3 million. The net reversal is comprised of a $0.4ionilcharge relating to severance and severance-related expeatses an
a reversal of $0.7 million primarily relating to the mioriition of lease agreements for office space previously vacated..

For fiscal 2009, we recorded workforce reduction chargdséice closure and consolidation charges totaling
$3.8 million. Of these charges, $1.6 million relatedewesance and other severance-related costs and $2.2 nalbéedrto
future rent obligations, net of anticipated sub-lease income.

Impairment of Intangible Assets

During the second quarter of fiscal 2009, we reviewectlhent lists in accordance with ASC Topic 360pperty,
Plant, and Equipmeniased on the expectation that the business with whiatliéme lists are associated would be sold
significantly before the end of their previously estimatsdful life. Additionally, in determining fair value, wensidered
the expected consideration to be received from the sale of tReaggets, which implied the client lists were impaired.
Based on this measurement, we recorded a $2.3 million imgrtiloss, which is the amount by which the carryingevaiu
the client lists exceeded the fair value.

Amortization of Intangible Assets

Amortization of intangible assets primarily related to oigntllists. This category of expense decreased during
fiscal 2010 from the prior year due the sale of all our remgiclient lists in third quarter of fiscal 2009.

Non-operating Income

Non-operating income decreased slightly in fiscal 2010 comparkstal 2009 as a result of less interest income
earned from our cash balances due to lower interest rates aardidevest income earned related to a client equipment lease.

Interest Expense

We had no borrowing outstanding for fiscal 2010 comparexvérage borrowings of $13,500 for fiscal 2009. At th
end of fiscal 2009, the interest rate was 3.75% and we incimterdst expense of $39,000.

Income Taxes

For fiscal 2010 and 2009, we recorded a provision farmetaxes for amounts due for certain state income taxes
and changes in our reserves for tax obligations. Wededaro additional income tax expense or benefit because any tax
expense or benefit which would otherwise have been recorddémtbasegated by adjusting the valuation allowance against
our deferred tax asset. If, however, we successfully réduprofitability to a point where future realizationd#ferred tax
assets, which are currently reserved, becomes “more lileatyribt,” we may be required to reverse the existing valuation
allowance to realize the benefit of these assets.
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Personnel

Our IT professional staff levels finished fiscal 2010%®, a 9.0% decline from the end of fiscal 2009. The decline
in IT professional staff levels is primarily due to anmedecline in business volume and the sale of assets. Thealecli
management and administrative personnel is due to our foaeslocing the number of management and administrative
personnel that are necessary to support the existing buspersdions.

Certain Information Concerning Off-Balance Sheet Arrangeis

As of January 1, 2011, we did not have any relatioisshith unconsolidated entities or financial partnershipsh s
as entities often referred to as structured finance or sperjabse entities that would have been established foutipese
of facilitating off-balance sheet arrangements or other actutally narrow or limited purposes. We are, therefore, not
exposed to any financing, liquidity, market or credikrihat could arise if we had engaged in such relationships

RESULTS OF OPERATIONS FOR FISCAL 2009 AS COMPARED TO FISCAL 2008

The following table illustrates the relationship between regeand expense categories and provides a count of
employees and technical consultants for fiscal 2009 versted 2008.

Year Ended Year Ended
Fiscal 2009 Fiscal 2008 Increase (Decrease)
% of % of

(Dollars in thousands) Amount Revenue Amount  Revenue Amount %
Revenue:
Professional services provided directly ...........ccccceeeeunne.. $131,338 91.8% $216,492 76.2% $(85,154) (39.3)%
Professional services provided through subsuppliers....... 2,488 1.7 32,674 115 (30,186) (92.4)
ProducCt SAlES .......oocviiiiee e 9,339 6.5 35,037 12.3 (25,698) (73.3)
TOtal FEVENUE ....cvviiiiei ettt 143,165 100.0 284,203 100.0 (141,038) (49.6)
Expenses:
Cost of services provided directly...........cooeeeeeeeeenennn. 104,251 728 170,745 60.1 (66,494) (38.9)
Cost of services provided through subsuppliers................ 2,350 1.6 31,494 11.1 (29,144) (92.5)
Cost Of product SAIES.........uuvviiiiiiiiiir e 7,973 56 31,653 11.1 (23,680) (74.8)
Selling, administrative and other operating costs ............. 37,886 26,5 50,087 17.6 (12,201) (24.4)
Restructuring costs and other severance related costs........ 3,825 2.7 2,861 1.0 964 33.7
Impairment of intangible assets ...........cccccceeeiii e, 2,268 1.6 — 0.0 2,268 NM
Goodwill IMPAINMENT........ccueviiiieeiiie e — 0.0 6,299 2.2  (6,299) (100.0)
Amortization of intangible assets................ e, 491 0.3 1,027 0.4 (536) (52.2)
TOtal EXPENSES ..oeieeiiiiieieeee ettt 159,044 111.1 294,166 103.5 (135,122) (45.9)
OPperating l0SS ......cvviiiiiiiiiiie e (15,879) (11.1) (9,963) (3.5) 5,916 59.4
NON-operating INCOME ............uuiiiiiiiiiiiiieeaaane e e e e e e e e e e e e 41 0.0 121 0.0 (80) (66.1)
INEEIESt EXPENSE ..ccvviiiiiee ettt e eeaaaee e (39) (0.0) (156) (0.0) (117) (75.0)
Loss before iNCOMe taxes..........eeeeeveeiieiseevveeeeeennneneen.. (15,877) 0 (11.1)  (9,998) (3.5) 5,879 58.8
Income tax expense 30 0.0 136 0.1 (106) (77.9)
NELIOSS ..evieeiiieiiie ettt e e e e $(15,907) (11.1)% $(10,134) (3.6)%  $5,773 57.0%
Personnel:
Management and Administrative .........cccccceeeeeeevieeiiiniicenns 137 259 (122) (47.1)%
LO70] g 1TV 7= o) PR 878 1,348 (470) (34.9Y%

NM = not material

Revenue

Total revenue from services provided directly declined 3@3%4.31.3 million for fiscal 2009 from $216.5 miltio
for fiscal 2008. The decline in revenue was primarily dug teduction in the number of billable hours as a resudivedr

business volumes and the sale of the assets of the VAR opsrati August 4, 2009 and MCS operations on Septerbber 2
2009, partially offset by a 3.6% increase in overall lglliates over the prior fiscal year.
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Our subsupplier revenue, which is mainly pass-throeghrnue with associated fees, declined by 92.4% in fiscal
2009 compared to fiscal 2008 due to the sale of Symmetgyiedhe third quarter of fiscal 2008 and due to lowesiness
volumes on the remaining pass-through revenues. Prediaest declined 73.3% to $9.3 million for fiscal 2009 from
$35.0 million for fiscal 2008 due to the sale of the assktise VAR operations and an overall reduction in busines
volumes.

Cost of Services Provided Directly

Cost of services provided directly represents our pagirall benefit costs associated with our billable consultants
This category of expense as a percentage of direct services@duereased to 79.4% for fiscal 2009 from 78.9% faafis
2008 due to the impact of client bill rate reductions witraffsetting consultant pay rate reductions.

Cost of Services Provided Through Subsuppliers

Cost of services provided through subsuppliers represeatcost of third parties to fulfill the obligationsator
clients. This category of expense as a percentage of reverserfimes provided through subsuppliers was 94.5%doalfi
2009 compared to 96.4% for fiscal 2008. The decrease imsx@s a percentage of subsupplier revenue was primarily due
to the retention of a higher margin client relationshipgod 2009 versus fiscal 2008.

Cost of Product Sales

Cost of product sales represents our cost when we tesiefiology hardware and software. This category of
expense, as a percentage of product sales, was 85.4% & 29 compared to 90.3% for fiscal 2008. The decrease in
expense as a percentage of revenue was primarily due to theaeddfdbwer margin commodity hardware sales between
the comparable periods. Due to the sale of the assets oAfR@perations on August 4, 2009, we no longer resell
technology hardware and software and, thus, we do not expieciur this category of costs in the future.

Selling, Administrative and Other Operating Costs

SG&A costs include management and administrative salariesnissions paid to sales representatives and
recruiters, location costs, benefits for SG&A personneélaher administrative costs. This category of costs demteas
24.4% to $37.9 million for fiscal 2009 from $50.1 loih in fiscal 2008. SG&A expenses decreased primarily dukee
impact of personnel reductions, the elimination of costsrasult of the VAR and MCS asset sales, the implementattion
non-personnel cost reductions and a reduction in saleganiting incentive compensation expense due to the decrease in
business volume. These amounts represent 26.5% and @f7t68al revenue for fiscal 2009 and 2008, respectivelya As
percentage of revenue, SG&A costs increased due to the loveaurebase in fiscal 2009 versus fiscal 2008.

Restructuring Costs and Other Severance Related Costs

For fiscal 2009, we recorded severance and other severaatdretharges and office closure and consolidation
charges totaling $3.8 million. Of these charges, $1.6anilelated to severance and other severance-related costs and
$2.2 million related to future rent obligations, netaficipated sub-lease income.

For fiscal 2008, we recorded severance and other severaatarahd office closure and consolidation charges
totaling $2.9 million. Of these charges, $2.6 milliefated to severance and other severance-related costs andIRih3 m
related to future rent obligations, net of anticipated salsd income.

Goodwill Impairment

In fiscal 2008, we determined that events and changes in Gtanoes had occurred in our business that would
indicate the remaining goodwill on our Consolidated BalafmeeGas of January 3, 2009 was impaired. Our forecast for
operating results for future periods had declined andxwer&nced a significant drop in the price of our publichdéed
shares. As a result of these two events, we determimess ilikely that a reduction in fair value of our reportingsihad
occurred. Given these indicators of potential impairmeatparformed an impairment evaluation as of January 3, 2009
which considered these changes in circumstances. Basedhep@sults of this analysis, we recorded goodwill impaitmen
charges totaling $6.3 million of our remaining goodwildnce.
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Impairment of Intangible Assets

During the second quarter of fiscal 2009, we reviewedemt lists in accordance with FASB SFAS 144,
Accounting for the Impairment or Disposal of Long-Livetetgcodified in FASB ASC Topic 36@Rroperty, Plant, and
Equipmen) based on the expectation that the business with whichiéme lidts are associated would be sold significantly
before the end of their previously estimated useful lifedi#ahally, in determining fair value, we considered thpested
consideration to be received from the sale of the VAR asseitsh whplied the client lists were impaired. Based on this
measurement, we recorded a $2.3 million impairment losghwhithe amount by which the carrying value of the cliets
exceeded the fair value.

Amortization of Intangible Assets

Amortization of intangible assets primarily relates to oiantllists. This category of expense decreased during
fiscal 2009 compared to fiscal 2008 due to the SequoiaMetramle name and a related client list becoming fully amartize
during fiscal 2008, the impairment of intangible assets recbirfiscal 2009 and the sale of the assets of the VAR
operations on August 4, 2009 whereby we disposed gkthaining balance of our client lists intangible asset.

Non-operating Income

Non-operating income decreased slightly in fiscal 2009 comparkstal 2008 as a result of less interest income
earned from our cash balances due to lower interest rates asrdidsvest income earned related to a client equipment lease.

Interest Expense

Interest expense decreased to $39,000 for fiscal 2009 1660 for fiscal 2008 due to a decrease in average
borrowings from $2.4 million for fiscal 2008 to $18(5for fiscal 2009. Offset slightly by an increase inriest rates from
3.25% at the end of the fourth quarter of fiscal 2008.7%% at the end of the fourth quarter of fiscal 2009.

Income Taxes

For fiscal 2009 and 2008, we recorded a provision fanretaxes for amounts due for certain state income taxes
and changes in our reserves for tax obligations. We redord additional income tax expense or benefit because any tax
expense or benefit which would otherwise have been recorddstbasiegated by adjusting the valuation allowance against
our deferred tax asset. If, however, we successfully réauprofitability to a point where future realization affdrred tax
assets, which are currently reserved, becomes “more liletyribt,” we may be required to reverse the existing valuation
allowance to realize the benefit of these assets.

Personnel

Our IT professional staff levels finished fiscal 200828, a 34.9% decline against the comparable prior period. The
decline in IT professional staff levels was due to the sassdts of our VAR operations during the third quartéisoal
2009 and an overall decline in business volume. The declmamagement and administrative personnel was due to our
focus on reducing the number of management and administpdisonnel that are necessary to support the business
operations and due to the sale of the VAR operations.égweted IT professional staff levels for fiscal 2008 excludeSyl
our medical staffing business, due to the separate indostrg of that business.

Certain Information Concerning Off-Balance Sheet Arrangeis
As of January 2, 2010, we did not have any relatiosshith unconsolidated entities or financial partnershipsh s
as entities often referred to as structured finance or specijabse entities that would have been established foutpese

of facilitating off-balance sheet arrangements or other aohtally narrow or limited purposes. We are, therefore, not
exposed to any financing, liquidity, market or credikrihat could arise if we had engaged in such relationships
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Liquidity and Capital Resources

The following table provides information relative to theuldity of our business.

Percentage
January 1, January 2, Increase Increase

(In thousands) 2011 2010 (Decrease) (Decrease)
Cash and cash equIValENtS ..............cuuee o cevve e e $4,328 $3,818 $510 13.4%
Accounts receivable.............cccoviiiinieecen. 17,425 23,028 (5,603) (24.3)
Prepaid expenses and other current assets .... 643 1,442 (799) (55.4)
Total CUIMTENT ASSELS ...ttt $22,396 $28,288 $(5,892) (20.8)%
ACCOUNES PAYADIE ..ottt ettt $4,261 $6,958 $(2,697) (38.8)%
LiNe OF Credit ..o — — — NM
Salaries and benefits ... 2,189 2,498 (309) (12.4)
Deferred rEVENUE ........ocuviiiie ittt 359 310 49 15.8
Deferred compensation 181 522 (341) (65.3)
RESLIUCIUNNG @QCCIUAL ......cciiiiiiiiiiiiei it et 339 2,038 (1,699) (83.4)
Other current iabilities ... 694 960 (266) (27.7)
Total current abilitieS.......cccceeevie e e e e $8,023 $13,286 $(5,263) (39.6)%
WOrKiNg Capital .....ccoveeiieiiiiccie et $14,373  $15,002 $(629) (4.2)%
L0  1=T 01 = o T PSSR 2.79 2.13 0.66 31.0%
Total shareholders’ EqUILY ...........cocveiiieeeeeeie e $14,469  $14,948 $(479) (3.2)%

NM = not material

Change in Working Capital

Working capital was $14.4 million at January 1, 20110.8 $nillion reduction from January 2, 2010. The current
ratio increased by 31.0% to 2.79 at January 1, 2011 a@do 2.13 at January 2, 2010.

Our total current assets decreased approximately $5.9 niillitstal 2010 compared to fiscal 2009 as a result of
lower accounts receivable and prepaid expenses and othemtassets offset slightly by an increase in our cash ahd cas
equivalents. Our accounts receivable decreased 24.3% due to rbdatexbs volumes and improved collection experience,
which lowered our days sales outstanding from 78 atrttle&fiscal 2009 to 63 at the end of fiscal 2010. Oeppid
expenses and other current assets decreased as a reslgctingahpproximately $0.5 million in contingent considierat
during fiscal 2010 related to the sale of the VAR asseisdalf2009.

Our total current liabilities decreased approximately $5.8amiln 2010 compared to fiscal 2009 as a result of
lower accounts payable balances due to reduced business valuestructuring accrual payments. The reduction in the
number of personnel at the end of fiscal 2010 is primag#ponsible for the lower salaries and benefits balance and th
deferred compensation balance decreased as a result of pagmdets fiscal 2010 to previous executives.

We believe our existing working capital and availability unolar Amended Credit Facility with Wells Fargo will
be sufficient to support the cash flow needs of our busiimefiscal 2011. We expect to be able to comply with the
requirements of our credit agreement; however, failur® teodcould affect our ability to obtain necessary waykiapital
and could have a material adverse effect on our business.

Sources and Uses of Cash/Credit Facility

Cash and cash equivalents increased by $0.5 million fronradagu2010 to January 1, 2011. Our primary need for
working capital is to support accounts receivable and to thimdme lag between payroll and vendor disbursements and
receipt of fees billed to clients. Historically, we have bedea tbsupport internal growth in our business with mady
generated funds and through the use of our credit facility.

On September 30, 2009, we entered into a Credit FacilityWells Fargo. On February 23, 2011, we entered into
the Amended Credit Facility, which amended the terms of thditFacility and extended the maturity date to
September 30, 2014. Under the Amended Credit Facility, Walgo will continue to advance up to $15.0 million tdars
working capital purposes and to facilitate the issuanéettefs of credit. The total amount available for borrowinger the
Amended Credit Facility will fluctuate based on our levetligible accounts receivable.

18



The Amended Credit Facility carries an interest rate equal thitbe-month LIBOR rate plus 1.50% - 2.50%,
depending on our operating results. The Credit Facilityahade-time origination fee of $150,000, the balance of wikich
being amortized over the new term of the Amended Credit Fadilite annual unused line fee varies between 0.25% -
0.375%, depending on our operating results, on the aadyage unused amount. The maturity date of the Amended Credit
Facility is September 30, 2014 and may be terminated oceddwy us on 90 days notice in exchange for a terminag®off
1.0% of the maximum line amount or reduction of the marinfine amount through September 30, 2011, 0.50% thereafter
until September 30, 2012, 0.25% thereafter until SepteBhez013 and no fee in the final year. Borrowings utioker
Amended Credit Facility are secured by all of our assets.

The Amended Credit Facility requires us to meet certain levgisanfto-date earnings before taxes. Additionally,
the Amended Credit Facility limits our annual capital expemes to $2.0 million and contains customary affirmative
covenants, including covenants regarding annual, quaetedyprojected financial reporting requirements, collateil an
insurance maintenance, and compliance with applicable lawgultions. Further, the facility contains customary
negative covenants limiting our ability to grant liemgur indebtedness, make investments, repurchase our cteate new
subsidiaries, sell assets or engage in any change of ldnatreaction without the consent of Wells Fargo.

Upon an event of default, Wells Fargo may terminate thdtfaoil declare the entire amount outstanding under the
facility to be immediately due and payable and exercise othds iglder the agreement. The events of default under the
facility include, among other things, payment defaultsabhes of covenants, a change in control and bankruptcy .events

As of January 1, 2011, we were in compliance with all #ggiirements and had no borrowing under the Credit
Facility. Total availability under the Credit Facility, whidadtuates based on our level of eligible accounts receivable, was
$7.4 million as of January 1, 2011.

On September 30, 2009 upon consummating the Credit Fawilit Wells Fargo, we extinguished our previous
asset-based revolving credit facility. Extinguishmentesrges of $40,000, relating to the remaining deferredding costs
and transaction-related expenses were expensed in the thitdrapf fiscal 2009 and are included within SG&A ie th
Consolidated Statements of Operations.

On August 4, 2009, we entered into and closed on ansedseigreement for our VAR operations. In consideration
for the assets sold, which were primarily client contratd, the liabilities transferred, we received $3.0 millioeash at
closing and based on the number of client contracts assigameceived prior to December 31, 2009, we earned an
additional $0.5 million, which we collected during fiscallRQand was recorded in Prepaid expenses and othertassets
on our Consolidated Balance Sheets for fiscal 2009.

On September 25, 2009, we entered into and closed @sansale agreement for our MCS operations. In
consideration for the assets sold and the liabilities traesfenre received $0.5 million in cash.

On March 3, 2010, we closed on an asset sale agreement &n cient contracts. In consideration for the assets
sold and the liabilities transferred, we received $0.2 anilih cash.

During fiscal 2010, we made capital expenditures totaling $illibn compared to $1.3 million in fiscal 2009.

As of January 1, 2011, we had federal and state net amplasis carry forwards of approximately $23.5 million
and $2.9 million, respectively. If we are successful in regrhrofitability, we expect our federal and state net opeyébss
carry forwards to offset approximately $69.0 millionpoétax earnings.

Contractual Obligations

We have entered into arrangements that represent certain troemts and have arrangements with certain
contingencies. We lease office facilities under non-cancelablatogteases, are engaged in license agreements with future
commitments, and have deferred compensation that is paygladitopants in accordance with the terms of our Restated
Special Executive Retirement Plan and other agreements. Weritenaist expense on our deferred compensation obligation.
Minimum future obligations on operating leases (net ofemg® contracts), license agreements, and deferred compensation
as of January 1, 2011, are as follows:

Over 5

(In thousands) lYear 2-3Years 4-5Years Years Total

[T LYo o (=Y [ A TRRORR $— $— $— $— $—
OPErating [EaSES ......cuvviiiiieie e 1,429 708 48 — 2,185
MaintenanCe agreemMENTS. ........oiuvviiieer it ieeeem e e e e e e e 138 — — — 138
Capital lease obligations ...........oooiiiiiii e 48 — — — 48
Deferred COMPeNSatioN ............eueiiiiiiiiiiiiiiiae e 170 238 196 478 1,082
TOtAL et e —— $1,785 $946 $244 $478  $3,453




Critical Accounting Estimates & Policies

The discussion and analysis of our financial conditionrasdlts of operations is based on our consolidated
financial statements, which have been prepared in accordancaceithnting principles generally accepted in the United
States of America. The preparation of these financial statemegptises us to make estimates and judgments that affect the
reported amount of assets and liabilities, revenues andsegemd related disclosure of contingent assets and ikesdlit
the date of our financial statements. Actual results may ditfer these estimates under different assumptions or thamsli
We believe the estimates described below are the most sensitivatestmade by management in the preparation of the
financial statements.

Critical accounting policies are defined as those that in@g@ficant judgments and uncertainties or affect
significant line items within our financial statemeatsl potentially result in materially different outcomes urtierent
assumptions and conditions. Application of these polisigarticularly important to the portrayal of our finaadaondition
and results of operations. We believe the accounting potlessibed below meet these characteristics.

Allowance for Doubtful Accounts

In each reporting period, we determine the reserve requiraddress potentially uncollectible accounts. An
evaluation of the risk associated with a client’s abilitynke contractually required payments is used to deternime th
reserve. These determinations require considerable judgmasgessing the ultimate potential for collection of these
receivables and include reviewing the financial stabilitthefclient, the client’s ability to pay and current marketddtons.
If our evaluation of a client’s ability to pay is incorreeg may incur future charges.

Restructuring Costs and Other Severance Related Costs

We believe our current estimates regarding severance, othesirseyeelated expenses and lease obligations are
adequate; however, our inability to sublet the remaining spagetiate early termination agreements or obtain payments
from sub-leases could necessitate significant adjustmeritede estimates in the future.

Revenue Recognition Policy

We generally recognize revenue as services are performed. ThiemtluStaffing, Managed Team and
Project-Based Solutions services that are billed on an hoaskg.

We periodically enter into fixed price engagements. When vwer e1tb such an engagement, revenue is recognized
over the life of the contract based on time and material$ toplate and the estimate of time and materials to compkete th
project. This method of revenue recognition relies on accurtieadss of the cost, scope, and duration of the engagethent.
we do not accurately estimate the resources required or the $¢bpenmrk to be performed, then future revenues may be
negatively affected or losses on contracts may need to benizedgAll future anticipated losses are recognized in the
period they are identified.

Some of our fixed price engagements include multiple delilesibangements which are accounted for utilizing
the guidelines of ASC Topic 605-29ultiple-Element Arrangement8/e account for each of the components of multiple
deliverable arrangements separately by using the estimatied geite of each component to allocate the total consideration
of the arrangement to the separate components.

In certain client situations, where the nature of the engageeguires it, we utilize the services of other companies
in our industry. If these services are provided undeareangement whereby we agree to retain only a fixed pafitme
amount billed to the client to cover our management andréstnaitive costs, we classify the amount billed to the chent
subsupplier revenue. These revenues, however, are recordegt@ss versus net basis because we retain credit riskeand ar
the primary obligor to our client. All revenue derivedrfr services provided by our employees or other contractoksngo
directly for us are recorded as direct revenue.

Income Taxes

We file a consolidated income tax return in the US federaldigtion. We also file consolidated or separate
company income tax returns in most states, Canada federatj@Qrovince and the United Kingdom. As of January 1,
2011, there are no federal, state, and foreign income tats augirogress. We are no longer subject to US federatisdiodi
tax years before 2007, and with few exceptions, the sanstafierand local audits.
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We account for income taxes under the asset and liabilityoshetvhich requires the recognition of deferred tax
assets and liabilities for the expected future tax consequeheesnts that have been included in the financial statements.
Under this method, deferred tax assets and liabilitiesetegrdined based on the differences between the financial
statements and tax basis of assets and liabilities using etactedes in effect for the year in which the differences are
expected to reverse.

We record net deferred tax assets to the extent we belieeeabssts will more likely than not be realized. In
making such determination, we consider all available positidenagative evidence, including scheduled reversals of
deferred tax liabilities, projected future taxable incomeptarning strategies and recent financial operations elevint
we were to determine that we would be able to realize a poatiatl, of our deferred income tax assets in the future in
excess of their net recorded amount, we would make antradjoisto the valuation allowance.

We adopted the provisions of FASB ASC Topic 740 on bdmeg 31, 2006. ASC Topic 740 clarifies the accounting
for uncertainty in income taxes recognized in an enterpriggiacial statements. ASC Topic 740 also prescribes a
recognition threshold and measurement attribute for thedialestatement recognition and measurement of a tax position
taken or expected to be taken in a tax return. AdditionaBC Topic 740 provides guidance on derecognition,
classification, interest and penalties, accounting in intpenods, disclosure and transition.

We recognize interest and penalties related to uncertain ta>opssitithin interest and penalties expense.
New Accounting Pronouncements and | nterpretations

There have been no new accounting pronouncements issaleangyes to existing pronouncements during the fiscal
year ended January 1, 2011 that would have a material impactr dinancial results.

ltem 7A. Quantitative and Qualitative Disclosures AboutMarket Risk.

Not applicable.
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Item 8. Financial Statements and Supplementary Data.
ANALYSTS INTERNATIONAL CORPORATION

Consolidated Balance Sheets

January 1, January 2,

(In thousands, except per share amounts) 2011 2010
ASSETS
Current assets:
Cash and cash eqUIVAIENLES ..............ooi i s o e e e e e e e e e s s e e e e e e e e eeeaeesaaasansranresareeneees $4,328 $3,818
Accounts receivable, less allowance for doubtful accounts of &1d$958, respectively........... 17,425 23,028
Prepaid expenses and Other CUIMTENt ASSELS ... ceeerrereeeeeeemiesiisiinansessierrrereeeaeeeaaeene 643 1,442
TOLAI CUITENT @SSEIS ...utiiiiii ettt s sttt e e e s ettt e e e e s aate e e e e s stbaeeeeeessnbbeeaeeeenanes 22,396 28,288
Property and equipment, net of accumulated depreciation28@&&nd $10,774, respectively .... 784 1,846
(@1 LT = ] PP RTTPPRR 432 543
Qo] t= U= 11T PP $23,612 $30,677
LIABILITIES AND SHAREHOLDERS' EQUITY
Current liabilities:
ACCOUNES PAYADIE ... .eciuiiiiiiiiiie it s et e et e e e te e e et e e steeesbeeeebeesseabaessbeeenbeeenteesabesanseeas $4,261 $6,958
[T o] ol =To || AU U TP TP PP U TR RTTRTIIN — —
Salaries and DENETILS ......coi i 2,189 2,498
DEFEITEA TEVENUE ....oiiiiiiiiiiiie et et e e ettt e e e s st e e e e e e e e e e e s ans bt e e e e e s eansbbeeaeeeannsreeas 359 310
(D=1 (=T = To [ oTo] 0 4] o<1 7= L1 [ [ 181 522
RS (W o (0 ] o = oo (1 -1 339 2,038
Other current IADINtIES ..........veeeii e 694 960
Total CUITENT HADITIES ....veiii it e e e e e nereeas 8,023 13,286
Non-current liabilities:
(D= (=T = To oo 4] 01=T 0 F7= L1 [ o [PPSR 901 1,037
RS (W ox (0 ] o = oo (1 -1 167 1,045
Other 10Ng-term HabIlItIES .......ccoii e 52 361
Total NON-CUrrent ADIILIES .......ooiiiiiii e 1,120 2,443
Shareholders’ equity:
Common stock, par value $0.10 a share; authorized 240@D6Hares; issued and outstanding

4,985,874 and 4,984,674, reSPECHVEIY ....eeviiiiiiiieieiiiiiieieeeeee e 498 498
P Yo (o 1uTo] o= U o= 1o ] r- 1 RSP SPRT 25,599 25,598
AcCUMUIALEA ETICIE....... et e e e e e e e bbb et eeeeeeeeas (11,628) (11,148)
Total SharehOlders’ EQUILY .....cccoeeeiiiiiiiieeieee e e e e e e e s e e s e reeeeeeeees 14,469 14,948
Total liabilities and shareholders’ EQUILY .........ceceeeiiiiiiiiiieeee e $23,612 $30,677

See notes to consolidated financial statements.
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ANALYSTS INTERNATIONAL CORPORATION

Consolidated Statements of Operations

Fiscal Year Ended

(In thousands except per share amounts) 2010 2009 2008
Revenue:
Professional services provided direCtly ...........ccoeeeeiiiiiiiiiii e $106,056 $131,338 $216,492
Professional services provided through SUDSUPPIIEIS ceeeevvvveieeiiiiiieeeei s 632 2,488 32,674
PrOUCT SAIES ...oeieiiiiiiee e et e et e e e e e e e e e e nenees — 9,339 35,037
LItz U L=< o 10 = PSP 106,688 143,165 284,203
Expenses:
Cost of services provided direCtly...........oo v 82,313 104,251 170,745
Cost of services provided through subsuppliers..........ccccooo i, 598 2,350 31,494
COSt Of PrOAUCE SAIES......uuuiiiiiiiiieeii et e e e e e e e e e e e e e e eeeensnnnrnnrrnnes — 7,973 31,653
Selling, administrative and other operating COStS ....ccccovvvvveeeeeeiiiiiie e 24,554 37,886 50,087
Restructuring costs and other severance related COSIS..cceeeeereiviiiiiiiiiiiiiiiiiiiieeee (300) 3,825 2,861
Intangible assets IMPAaIMMENT ...t — 2,268 —
L€To oo LY i]| I T o] o =Vl 4 21T o | PRSP — — 6,299
Amortization of intangible aSSets.............ui e — 491 1,027
I0] =TI =) T 0= g F]= PP 107,165 159,044 294,166
OPEIaAtiNg [0SS .....eeiiiieiiitie et e e e e (477)  (15,879) (9,963)
NON-OPEratiNG INCOME .....uiiiiiiiiiiiiiee et eeeert et e e e e e e e e e e e e e e eb et ae e e eaaaaaeaeeaas 14 41 121
T T A=) o =T ] SO UUPUTPP TP (13) (39) (156)
LOSS DEFOre INCOME TAXES ... uuuieeiieiiiiiiiee st ettt e e e e e e e e e e e e e s e e e bereeeeaaaaeeas (476)  (15,877) (9,998)
INCOME 18X EXPEINSE ...ttt e e e e ettt mmmm e et et e ettt bbb a e e e e e e e e e e eeeee bbb e e e e e e s 4 30 136
ALY B 10 1T TR $(480) $(15,907) $(10,134)
Per common share (basic):
= 10 TSP OPPP $(0.10) $(3.19) $(2.03)
Per common share (diluted):
= 10 T USRS $(0.10) $(3.19) $(2.03)
Weighted-average shares outstanding:

BASIC 1vetieei ittt c——— e e e e e e e e e e —r e e e e e a—raaeeaaaraaraeeeaannres 4,986 4,985 4,983

10T TP 4,986 4,985 4,983

See notes to consolidated financial statements.
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(In thousands)

ANALYSTS INTERNATIONAL CORPORATION

Consolidated Statements of Cash Flows

Fiscal Year Ended

2010 2009 2008

Cash flows from operating activities:

NEELOSS ettt e e e e e e e e et e e e et e e e eate e e e ere e e eette e e eteeeeetbeeeeeareas $(480) $(15,907) $(10,134)
Adjustments to net loss:

[T o) (Yol = LT o U SUURPRRRR 860 1,348 1,592
Amortization of iNtangible aSSEtS...........uuww e e e — 491 1,027
Impairment of intangible aSSetS ........ccccviiiiiiiiiii e ————— — 2,268 —
Impairment of OOAWIIl ...........coo e e — — 6,299
Loss (gain) on sale or disposal of assets 167 (222) 54
Stock based COMPENSALION ........coiiuiiiiii e 1 460 494
Changes in:

ACCOUNLS FECEIVADIE ...ttt et 5,603 18,128 25,538
ACCOUNTS PAYADIE ......oiiiiiiiiiiie e sttt ettt e e e e e e e e e e e s s eee e e e aeeeeeaeas (2,726) (8,089) (11,955)
Salaries and benefits (309) (749) (4,302)
Restructuring accrual (2,577) 2,834 (1,789)
(D=1 (=14 = To Woto] 0 4] o<1 E-7= L1 o] o [ 477) (107) (1,541)
Prepaid expenses and Other aSSEtS...........iiicceeeeeeeniiriiiiirere e nenaee e 910 (264) 720
D= (=T = To [ A= TSP 49 (489) (696)
Other accrued liabilities ...........cccooi e e (395) (65) 60
Net cash provided by (used in) operating activities cceeeeeeeeooeeieecccciiiiiieeeeeeeee e 626 (363) 5,367
Cash flows from investing activities:

Expended for property and equipment additions .........cccccccvviviiiiiiiiiiieeee e (122) (1,259) (1,449)
Proceeds from asSet SAlES, NEL...........uiiiiiemmmemmr e e e e e e e e e e eaa s 186 3,294 —
Net cash provided by (used in) iNVesting aCtiVItieS .oeeeeeeeieeieeiciiiiiiiieeeeee e 64 2,035 (1,449)
Cash flows from financing activities:

Net change in 1IN Of Credit... ... — — (1,587)
Payment of capital lease obligation ... (180) (142) (134)
Net cash used in financing activities..........cccoeeeeeerii e, (180) (142) (1,721)
Net increase in cash and cash equUIVAlENES .............uuieviieeiiiiiieiieeee e 510 1,530 2,197
Cash and cash equivalents at beginning of Period ....ccccceeveeeeiiiiie 3,818 2,288 91

Cash and cash equivalents at end Of Period ....... e eeeeeeeeeeieiiie e

$4,328 $3,818 $2,288

Cash paid (received) during the year for:

Income taxes

L1 (ST (T PP PPPPPTR
Non-cash investing and financing activities:
Capital expenditures included in accounts Payable ....cccccccevviviiiiiiiiiiiiiieeeeeeeeeeee,

Capital lease

$(9) $70 $102
$13 $134 $173
$— $7 $330
$— $— $507

See notes to consolidated financial statements.
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ANALYSTS INTERNATIONAL CORPORATION

Consolidated Statements of Shareholders’ Equity

Accumulated Total
Outstanding Common  Additional Earnings Shareholders’

(In thousands) Shares Stock Capital (Deficit) Equity
Balance as of December 29, 2007..........ccecccceeeeeeee. 4,980,474 $498 $24,644 $14,893 $40,035
Common stock issued—1,800 shares as stock grants..... 1,800 — 13 — 13
Share based compensation expense .............cccceeeeeee — — 481 — 481
Net loss (comprehensive [0SS) .............eviceeceemeeeeeenn. — — — (10,134) (10,134)
Balance as of January 3, 2009 ........cccccvvviiieeecceannnn. 4,982,274 498 25,138 4,759 30,395
Common stock issued—2,400 shares as stock grants..... 2,400 — 5 — 5
Share based compensation expense ..............ccceeeeueee — — 455 — 455
Net loss (comprehensive [0SS) .............eviceeeeeneeeeeenn. — — — (15,907) (15,907)
Balance as of January 2, 2010 .........cccccvveevceeneennee. 4,984,674 498 25,598 (11,148) 14,948
Common stock issued—1,200 shares as stock grants..... 1,200 — 3 — 3
Share based compensation expense ..............ccceeeeueee — — (2) — (2)
Net loss (comprehensive [0SS) .........c.vvvieeeeeemeeenenn. — — — (480) (480)
Balance as of January 1, 2011 ........cccocooveeveeecmennesn. 4,985,874 $498 $25,599  $(11,628) $14,469

See notes to consolidated financial statements.
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ANALYSTS INTERNATIONAL CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

A. Summary of Significant Accounting Policies
Description of business

Analysts International Corporation (“AIC,” “Company,” “we,” “Ugr “our”) is a national information technology
(“IT") services company with 11 U.S. office locations. We égmpproximately 900 IT professionals, management and
administrative staff and are focused on serving the IT nefeiéd-market to Fortune 500 companies and government
agencies across North America. AIC was incorporated in Minnasd@66 and our corporate headquarters is located in
Minneapolis, Minnesota.

Basis of presentation

The consolidated financial statements include the accourtie @dmpany and its wholly-owned subsidiaries. All
inter-company accounts and transactions have been eliminateusivlidation.

Fiscal year

Our fiscal year ends on the Saturday closest to December &teReds to fiscal years 2010, 2009 and 2008 refer to
the fiscal years ended January 1, 2011, January 2, 20d0aauary 3, 2009 respectively. Fiscal years 2010 and 2@@8rco
52 weeks and fiscal year 2008 contains 53 weeks.

Estimates

The preparation of consolidated financial statements in ooitfowith accounting principles generally accepted in
the United States of America requires management to make estima@ssamptions affecting the reported amounts of
assets and liabilities, the disclosure of contingent assdthkadilities at the date of the consolidated financial statgsand
the reported amounts of revenues and expenses duringpthrting period. Actual results could differ from thestimates.

Fair value measurements

We follow the guidance of FASB ASC Topic 8HFyir Value Measurements and Disclosutesein referred to as
(“ASC Topic 820”) which:

» defines fair value as the exchange price that would be redeivad asset or paid to transfer a liability, or the
exit price, in an orderly transaction between market partigpgamthe measurement date;

» establishes a three level hierarchy for fair value measureivesesd upon the observability of the inputs to the
valuation of an asset or liability as of the measurement date;

e requires that the use of observable inputs be maximizethande of unobservable inputs be minimized; and

e expands disclosures about instruments measured at fadr. val
The adoption of ASC Topic 820 had no impact on our @litested financial statements or our valuation methods.

The fair value hierarchy gives the highest priority to unstgid quoted prices in active markets for identical assets
or liabilities (Level 1) and the lowest priority to Wservable inputs (Level 3). A financial instrument’s levihin the
hierarchy is based on the lowest level of any input thsiginificant to the fair value measurement. The levelseofdin
value hierarchy are defined as follows:

Level 1—Quoted prices in active markets for identical assetalilities. The types of assets and liabilities
included in Level 1 are highly liquid and actively tradiestruments with quoted market prices.

Level 2—Observable inputs other than Level 1 prices, sugu@ted prices for similar assets or liabilities;
guoted prices in markets that are not active; or other inpatste observable or can be corroborated by
observable market data for substantially the full term o&#isets or liabilities. The type of assets and
liabilities included in Level 2 are typically either comparablad¢tively traded securities or contracts or
priced with models using observable inputs.
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Level 3—Unobservable inputs that are supported by littleoaomarket activity and that are significant to
the fair value of the assets or liabilities. The type of assetdiabilities included in Level 3 are those with
inputs requiring significant management judgment or esitimat

We also adopted the provisions of FASB ASC Topic &%ancial Instrumentsit the beginning of 2008. This ASC
permits entities to choose to measure many financial inetitevand certain other items at fair value. The objective is to
improve financial reporting by providing entities witte opportunity to mitigate volatility in reported earrsraused by
measuring related assets and liabilities differently withawuirtyg to apply complex hedge accounting provisions. Wealid
elect the fair value measurement option for any items that asdready required to be measured at fair value.

Cash equivalents

Short-term cash investments in money market accounts arelemtsio be cash equivalents. The estimated fair
values for cash equivalents approximate their carrying valuesodhe short-term maturities of these instruments.
Accordingly, cash equivalents are classified as Level 1.

Intangible assets

Intangible assets consisted of client lists. We evaluatedlient lists for impairment whenever indicators of
impairment existed. FASB ASC Topic 3@@operty, Plant, and Equipmeherein referred to as (“ASC Topic 360") requires
that if the sum of the undiscounted cash flows is less the carrying value of the asset, impairment must be rieedgn
the financial statements. If an asset is deemed to be imphieecdthe amount of the impairment loss recognized represents
the excess of the asset’s carrying value as compared tantatest fair value, based on management’s assumptions and
projections. In the second quarter of fiscal 2009, we ewaduair client lists for impairment in accordance with AS@id¢o
360 and recorded a $2.3 million impairment loss, whicthdsamount by which the carrying value of the client listeeded
their estimated fair value.

Goodwill

FASB ASC Topic 350lntangibles—Goodwill and Othérerein referred to as (“ASC Topic 350”) prohibits
companies from amortizing purchased goodwill. Insteacexaenined our goodwill at least annually to determine if
impairment had occurred. In accordance with ASC Topic 3@0Ctmpany is required to evaluate its goodwill and
indefinite lived intangible assets for impairment at least aiywand whenever events or changes in circumstances indicate
that the assets might be impaired. We performed the annuahtoalaf goodwill as of the last day of our monthly
accounting period for August 2008. In the fourth quasfdiscal 2008, we recorded an impairment charge for the renggi
balance of our goodwill.

Equity compensation
FASB ASC Topic 718Compensation—Stock Compensatianein referred to as (“ASC Topic 718") requires us to
recognize expense related to the fair value of our stock-basgueasation awards. Stock-based compensation expense for
fiscal years 2010, 2009, and 2008 include:
a) Compensation expense for all stock-based compensationsayvanted prior to December 31, 2005,
which were not fully vested as of December 31, 2005, bas¢ke grant date fair value estimated in
accordance with the original provisions of ASC Topic 7t&])

b) Compensation expense for all stock-based compensatardsagranted subsequent to December 31, 2005,
based on the grant-date fair value estimated in accordancth/ijpinovisions of ASC Topic 718.

In accordance with ASC Topic 718, the presentation of ousamated statement of cash flows changed to report
the excess tax benefits from the exercise of stock optidfisaaging cash flows.

Revenue recognition

We generally recognize revenue as services are performed. ThiemEluBtaffing, Managed Team and
Project-Based Solutions services that are billed on an hoaskg.
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We periodically enter into fixed price engagements. When ver e1tb such an engagement, revenue is recognized
over the life of the contract based on time and material$ foplate and estimate time and materials to complete the project.
This method of revenue recognition relies on accurate estimattes obst, scope, and duration of the engagement. Ibwe d
not accurately estimate the resources required or the scdpewbik to be performed, then future revenues may be
negatively affected or losses on contracts may need to benizedgAll future anticipated losses are recognized in the
period they are identified.

Some of our fixed price engagements include multiple delil@aibangements which are accounted for utilizing
the guidelines of ASC Topic 605-28ultiple-Element Arrangement®/e account for each of the components of multiple
deliverable arrangements separately by using the estimated gltie of each component to allocate the total consideration
of the arrangement to the separate components.

In certain client situations, where the nature of the engagaeguires it, we utilize the services of other companies
in our industry. If these services are provided undeareangement whereby we agree to retain only a fixed pafitre
amount billed to the client to cover our management andréstnaitive costs, we classify the amount billed to the chent
subsupplier revenue. These revenues, however, are recordegt@ss versus net basis because we retain credit riskeand ar
the primary obligor to our client. All revenue derivedrir services provided by our employees or other contractaisngo
directly for us are recorded as direct revenue.

Depreciation
Property and equipment is being depreciated using thgtgtlane method over the estimated useful lives of the

assets for financial statement purposes and accelerated methmat®ie tax purposes. See table below for estimated useful
lives used in the financial statements.

Useful lives
In years
Leasehold improVEMENTS..........ccveee i ceccccceee e e e e Life of lease
Office furniture & eqUIPMENT.........coiiiiiiiiiiee e 5-10
ComPULEr NAIAWATE .......eiiiiiiiiiiie e e 2-5
o) 1111V U= O PPPURPPR 2-5

Taxes

We account for our sales tax and any other taxes that agetedlifrom our clients and remitted to governmental
authorities on a net basis. The assessment, collection and payfrttesse taxes are not reflected on our Consolidated
Statement of Operations.

Net loss per share

Basic and diluted losses per share are presented in accordanEABBMASC Topic 260Earnings per Share
herein referred to as (“ASC Topic 260"). Basic loss parelexcludes dilution and is computed by dividing the los
available to common stockholders by the weighted averagberush common shares outstanding for the period. Opt®mns
purchase 296,000, 618,000, and 489,000 shares of costowwere outstanding at the end of fiscal periods 2009,
and 2008, respectively. All such options were excluded fhentomputation of common share equivalents in fiscal years
2010, 2009 and 2008 because they were anti-dilutive.

Fiscal Year Ended

(In thousands except per share amounts) 2010 2009 2008
NEELIOSS ettt e $(480) $(15,907) $(10,134)
Weighted-average number of common shares

OULSEANAING «.eeeeieieeei i 4,986 4,985 4,983

Dilutive effect of equity compensation awards ............. — — —
Weighted-average number of common and common

equivalent shares outstanding................c.cceeeeenn.... 4,986 4,985 4,983
Net loss per share:
BASIC . vveoveeeeeeeeeeeeeeeee e ees e e e eeee $(0.10)  $(3.19)  $(2.03)
DIIULED ... eeeeeeee e es e s eeeseeeseeeees $(0.10)  $(3.19)  $(2.03)



Significant client

Our largest client, International Business Machines Corporatepresented approximately 11%, 11%, and 13% of
our fiscal 2010, 2009, and 2008 revenue, respectively.

Accounting Pronouncement

There have been no new accounting pronouncements issoledngres to existing pronouncements during the fiscal
year ended January 1, 2011 that would have a material impactr dinancial results.

B. Sale of Assets
Sale of Client Contracts

On March 3, 2010, we sold certain client contracts, prgerd equipment and sublet a facility. In consideration for
the assets sold and the liabilities transferred, we recet@dndllion in cash. We recorded a loss on the sale of
approximately $50,000 which is included within Sellindmrénistrative and other operating costs (“SG&A”) in our
Consolidated Statement of Operations.

Sale of Medical Concepts Staffing (“MCS”) assets

On September 25, 2009, we entered into and closed assansale agreement for our nurse staffing operations. In
consideration for the assets sold and the liabilities traesfenwe received $0.5 million in cash. We recorded a gatheon
sale of the net assets of approximately $0.2 million wisichcluded within SG&A in our fiscal 2009 Consolidate
Statement of Operations.

Sale of Value Added Reseller (“VAR”) assets

On August 4, 2009, we entered into and closed on ansasedgreement for our VAR assets. In consideration for
the assets sold, which were primarily customer contractshandbilities transferred, we received $3.0 million inhcas
closing and, based on the number of customer contraghasssits received prior to December 31, 2009, we earned an

additional $0.5 million, which was collected in fiscal 2040¢d was recorded in Prepaid expenses and other currentemssets
our fiscal 2009 Consolidated Balance Sheet.

The carrying value of the assets sold and liabilities tramsfem the closing date of the transaction are as follows:

Balance as of

(In thousands) August 5, 2009

Assets:

101772101 (o PP $129

Property and equipment, Net.............uuuiiiceeeeeeiieeiie et 769

INtANGIDIE ASSELS ... 3,345

(0] (g1 = XY= (OO 4
TOtal ASSEIS SOIU....eveeeeeeeie ettt e e e e e e e e e s $4,247

Liabilities:

CUITENt lADINEIES ... $391

DETEITEU FTEVENUE ......eeiieeieieei et e e e sttt e e e s et s e e s eabseesesbanaaeaaees 784
Total liabilities transSferred ..........oooevvviiicceeee e $1,175

We recorded a gain on the sale of the net assets of $0dnmithich is included within SG&A in the fiscal 2009
Consolidated Statement of Operations.
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C. Property and Equipment

Property and equipment consisted of the following:

(In thousands) January 1, 2011 January 2, 2010
Leasehold improvements...........cccccoeevveesieeeeeceans $269 $309
Office furniture & equipment............ccccvvvvmueennnnns 1,656 3,919
Computer hardware ............ccccoecvvviir ceeeeee e 1,793 2,531
SOWAIE ... 5,356 5,861
9,074 12,620
Accumulated depreciation ................ceeeeveeiennns (8,290) (10,774)
$784 $1,846

D. Intangible Assets

In the third quarter of fiscal 2009, we disposed of #maining balance of intangible assets as a part of our asset
sale. Our intangible assets were sold as part of the VARsasdetas described in tBale of Asset®otnote in the Notes to
Consolidated Financial Statements.

During fiscal 2009, we incurred amortization expense0db $nillion, recorded an impairment of our client lists
approximately $2.3 million, as described below, andatiefd of the remaining balance of our client lists of apprately
$3.3 million.

During the second quarter of fiscal 2009, we reviewectkhemt lists intangible assets, which had been established
when SequoiaNet.com and WireSpeed Networks, LLC were acqnifesg@l 2000 and 2005, respectively, in accordance
with ASC Topic 360 based on the expectation that the éssiwith which the client lists are associated would be sold
significantly before the end of their previously estimaiseful life. Additionally, in determining fair value, wensidered
the expected consideration to be received from the sale of tReaggets as described in Bae of Assetotnote in the
Notes to Consolidated Financial Statements, which imptiectlient lists were impaired. Based on this measurement, we
recorded a $2.3 million impairment loss, which is the amdy which the carrying value of the client lists exceededdin
value. The impairment loss is included within Intangibetsimpairment in the Consolidated Statement of Operations.

E. Goodwill

In fiscal 2008, we determined that events and changes in ctanoes had occurred in our business that would
indicate the remaining goodwill on our Consolidated Balam@®as of January 3, 2009 was impaired. Our forecast for
operating results for future periods had declined andxwergenced a significant drop in the price of our publichgded
shares. As a result of these two events, we determimessilikely that a reduction in fair value of our reportingsihad
occurred. Given these indicators of potential impairmeatperformed an impairment evaluation as of January 3, 2009
which considered these changes in circumstances. Basedhep@sults of this analysis, we recorded goodwill impaitmen
charges totaling $6.3 million of our remaining goodwiéldnce.

F. Financing Agreements
Revolving Credit Facility

On September 30, 2009, we entered into a Credit and §e&greement (the “Credit Facility”) with Wells Fargo
Bank, National Association (“Wells Fargo”). On February 23811, we entered into the First Amendment to Credit and
Security Agreement (“Amended Credit Facility”) with Wells Fargarsuant to which the interest rate on future borrosving
and the unused line fee were reduced, the maturity date wasexkiamiid September 30, 2014 and certain financial
covenants were made less restrictive.

Under the Amended Credit Facility, Wells Fargo will conérto advance up to $15.0 million to us for working
capital purposes and to facilitate the issuance of lettergdit.cThe total amount available for borrowing under the
Amended Credit Facility will fluctuate based on our levetlajible accounts receivable.

The Amended Credit Facility carries an interest rate equal fbhitez-month LIBOR rate plus
1.50%-2.50%.depending on our operating results. TheitGradility had a one-time origination fee of $150,000,lhk&ance
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of which is being amortized over the new term of the AmendediCFacility. The annual unused line fee is varies batwee
0.25%-0.375%, depending on our operating results,sabdsed on the daily average unused amount. The maturityfdate
the Amended Credit Facility is September 30, 2014 and m#sriménated or reduced by us on 90 days notice in exchange
for a termination fee of 1.0% of the maximum line amouneduction of the maximum line amount through Septembger 3
2011, 0.50% of such amount thereafter until September03@, B.25% of such amount thereafter until September 3@, 20
and no fee in the final year. Borrowings under the Amendedit@tacility are secured by all of our assets.

The Amended Credit Facility requires us to meet certain levgisasfto-date earnings before taxes. The Amended
Credit Facility limits our annual capital expenditures t@$Rillion and contains customary affirmative covenantduding
covenants regarding annual, quarterly and projected fialamgiorting requirements, collateral and insurance maintenance,
and compliance with applicable laws and regulations. Futtimefacility contains customary negative covenants limibiag
ability to grant liens, incur indebtedness, make investmeapurchase our stock, create new subsidiaries, sell assets
engage in any change of control transaction without theera of Wells Fargo.

Upon an event of default, Wells Fargo may terminate thdtfaoil declare the entire amount outstanding under the
facility to be immediately due and payable and exercise othes ngiger the agreement. The events of default under the
facility include, among other things, payment defaultsabhes of covenants, a change in control of the Company and
bankruptcy events.

As of January 1, 2011, we were in compliance with all #ygirements and had no borrowings under the Credit
Facility. Total availability of the Credit Facility, whichuittuates based on our level of eligible accounts receivable, was
$7.4 million as of January 1, 2011.

On September 30, 2009, upon consummating the Credittifagié extinguished our previous asset-based
revolving credit facility. Extinguishment expenses of $80,0elating to the remaining deferred financing costs and
transaction-related expenses were expensed in the third qfdiseal 2009 and included within SG&A in the Consolatht
Statements of Operations.

Capital Lease Obligation
Effective July 1, 2008, we entered into a three-year soéwenterprise license agreement. The license agreement
qualifies for capital lease accounting treatment which resuitéteiestablishment of a $0.5 million software asset and

related financing liability, of which $45,000 remains asesent value liability on the Consolidated Balance Sheet.

The breakdown of the future minimum lease payments ag @t of fiscal 2010 are as follows:

Fiscal Year
(In thousands) Ended 2010
Remaining Minimum lease PayMENLS ................commmmmmeeeeeeeeeeeeessesieassssnnnnnnns $48
Less executory costs:
SAIES TAX i i i i i i i i it r———— e rra e e e e e aeananaan (3)
Present value of remaining minumum PayMENLS.... cmmeerrerereeeeeeeeeeeeeennnns $45

G. Restructuring Costs and Other Severance Related Costs

A summary of the restructuring charges and subsequentyaativhe restructuring accrual accounts is as follows:

Workforce Office Closure/

(In thousands) Reduction Consolidation Total

Balance as of December 29, 2007 ........ccccccecvvvcmnneen. $1,698 $340 $2,038
Restructuring Charges .....ccccccvveeeeeeei e 2,602 259 2,861
Cash expenditures..........cccvveeeeeieeeeeeieeeeeeeeeninnns (4,272) (378) (4,650)
Balance as of January 3, 2009 ..........ccceeeviveeeeeee 28 221 249
Restructuring charges .....ccccccvveeeeeeei e 1,625 2,200 3,825
Cash expenditures.........cccccvveveeeireeiieieeeeeeeeeinnns (438) (553) (991)
Balance as of January 2, 2010 ..........ccceveeiienecee. 1,215 1,868 3,083
Restructuring charges (reversals) .............ceeeeeee. 413 (713) (300)
Cash expenditures..........ccccvveveeeireeieeieeeeeeeeninnns (1,606) (671) (2,277)
Balance as of January 1, 2011 ...........ccoeeeeeeennee $22 $484 $506




During fiscal 2010, we recorded a net reversal of restrugfwosts and other severance-related costs of
$0.3 million. The net reversal is comprised of a $0.4ionilcharge relating to severance and severance-related expeatses an
a reversal of $0.7 million primarily relating to the mioriition of lease agreements for office space previously vacated.

During fiscal 2009, we recorded a charge of $1.6 milfelating to severance and severance-related expenses. In
addition, during fiscal 2009, we recorded office closureanolidation charges totaling $2.2 million related torfeirent
obligations, net of anticipated sublease income. The officerdaharges are for locations we closed during fiscal 2609 a
the consolidation charge primarily relates to the consolidafiaur corporate office during the second quarter of fiscal
2009.

During fiscal 2008, we recorded a charge of $2.6 milfedating to severance and severance-related expenses. Also
during fiscal 2008, we recorded a net charge of $0.3amiliglated to future rent obligations, net of anticipatdiesnse
income, on locations closed or vacated prior to Janua9t®. 2

We believe all restructuring reserves remaining at Janu&@11, are adequate; however, differences in actual
expenses in the future could create the need for future ejotst to these reserves.

H. Deferred Compensation

The Restated Special Executive Retirement Plan (the “Deferred Bami)unfunded deferred compensation plan
for past and present AIC executives. The Deferred Planfoalls to credit periodically all existing account balances at
rate equivalent to the 10-year treasury rate plus one toghreent as determined each year by our Board of Directors.
Previously, the Deferred Plan credited active executives’ acsatiahn agreed upon percentage of base pay; however, these
contributions were discontinued effective January 3, 28tfive executives, however, can continue to contribute diftyo
percent of their annual base pay and one hundred perceetrdhtientive bonus, if any. Previous employer accruals and
employee contributions are one hundred percent vestediatesdl Additionally, the Deferred Plan allows for disaetry
employer contributions with separate vesting schedulgmpifoed by our Board of Directors. Participants are abbto
choose between a lump sum distribution or one hundrexty months of payments and a date of distribution fol@yap
and employer contributions, subject to the “one-year, @ rule and other deferred compensation rules issuectby th
Internal Revenue Service. Key employees are not allowed talistkbution for six months after separation fromvess.
Hardship distributions from the Deferred Plan are nowadd, and deferral elections will be canceled following any
participant’s hardship distribution from his or hed &) account. The Deferred Plan provides that upon a charggnirol,

a rabbi trust will be funded, and payments will be madeefDeferred Plan is subsequently terminated withinvievelonths
of a change in control or due to a participant’s righak@tdistribution upon a separation from service.

As of January 1, 2011 and January 2, 2010, ourikald active and former employees under the Deferred Plan,
post-retirement medical benefits and other deferred compensatimgements was $1.1 million and $1.6 million,
respectively. Deferred compensation expense for fiscal 2010,2a02008 was $42,000, $0.2 million, and $0.4 nnillio
respectively.

I. Income Taxes

The provision for income tax expense was as follows:

Fiscal Year Ended

(In thousands) 2010 2009 2008
Currently payable:
FEABTAL ... .ottt e $— $— $—
] = L (S 4 30 136
4 30 136
Deferred:
FeAEral.......ooooiiiieeccc e (44) (4,926) (2,826)
] = L (OO (7) (725) (416)
(51) (5,651) (3,242)
Valuation allowance for deferred tax assets........ccc.u..... 51 5,651 3,242
Deferred ProviSiON..........ooooiiiiiiieiis e eeeibeebeeeeeeeeeeas — — —
10 = $4 $30 $136
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Net deferred tax assets (liabilities) are comprised of thening:

January 1, January 2,

(In thousands) 2011 2010

Federal net operating loss carry forward ..........cccccceuveiviivinnnee. $23,545  $18,273
State net operating loss carry forwards.......cce e, 2,922 2,760
DEPIECIALION ...t 1,193 1,152
Goodwill and other intangible assets.........coccccceeeeeeeeeeieieen, 473 681
Deferred COMPENSAtioN..........uuuiiiiiiiiiiiieeieeee e 383 575
L@ 1 =T SRR PRRRR (155) 4,869
Valuation alloWanCe ...........cevvvviieieeeeee e (28,361) (28,310)
Net deferred tax aSSEtS.....cuuiiuieiiiieiirecmeecmmee e e etee s $— $—
(O =11 SRR $— $—
NON-CUITENT ...ttt e e et e e et et s e e e e e aaeeeennes — —
Net deferred tax aSSEtS.........uuiieiiiuriiirccmmeee e e s $— $—

FASB ASC Topic 740lncome Taxeand herein referred to as (“ASC Topic 740") requirefeded tax assets to be
reduced by a valuation allowance if some portion or all ®Giferred tax assets are not expected to be realized. As of
January 1, 2011 and January 2, 2010, we have fullyvexsany deferred tax assets by offsetting changes irefeered tax
assets with a valuation allowance adjustment. After suchviienieelieve realization of these assets is “more likely than not”,
we will adjust the valuation allowance which will create a berfiefincome taxes.

As of January 1, 2011, we had federal and state net oetasis carry forwards of approximately $23.5 million
and $2.9 million, respectively. The federal net operatisg tarry forward benefits of $0.9 million, $0.1 mitljo
$3.6 million, $1.1 million, $1.7 million, $3.5 midn, $11.1 million, and $1.5 million expire in 2023)24, 2025, 2026, 2027,
2028, 2029, and 2030, respectively. The state net opelasimgarry forward benefits expire as follows: $1.4iomllin 2011
through 2020 and $1.5 million in 2021 and beyond.

The provision for income taxes differs from the amounhodme tax determined by applying the federal statutory
income tax rates to pretax (loss) income as a result of flbevilag differences:

Fiscal Year Ended

(In thousands) 2010 2009 2008

Income tax (benefit) at statutory federal rate.....o....  $(157)  $(5,381) $(3,427)
State and local taxes, net of federal (benefit) ............... (20) (764) (475)
Valuation allowance for deferred tax assets................. 51 5,651 3,242
Meals and entertainment ............oooooiiiiivimmmemmmeceee e 53 83 109
GOOAWIIL....eveieeeeicieee e e (22) (22) (22)
(@1 T SRR 99 463 709
Total tax ProViSiON........cooiviiieiiiie e $4 $30 $136

We adopted the provisions of FASB ASC Topic 740, wltichifies the accounting for uncertainty in income taxes
recognized in an enterprise’s financial statements and presarieesgnition threshold and measurement attribute for the
financial statement recognition and measurement of a tax po&iken or expected to be taken in a tax return. Additignally
ASC Topic 740 provides guidance on derecognition, claasibn, interest and penalties, accounting in interim psriod
disclosure and transition. Upon implementation, we detexdn@ur positions will more-likely-than-not be sustaiifed
challenged. Therefore, no cumulative effect relating to the adopfiASC Topic 740 resulted. As of January 1, 2004,
determined our positions will more-likely-than-not bstained if challenged.

We recognize interest and penalties related to uncertain taopssitithin interest and penalties expense. During
fiscal years 2010 and 2009, we have not recognized experigtefest and penalties and do not have any amounts accrued
as of January 1, 2011 and January 2, 2010, respectivethefpayment of interest and penalties.

We file a consolidated income tax return in the US federaidiation. We also file consolidated or separate
company income tax returns in most states, Canada federahéado@rovince. As of January 1, 2011, there are no &&der
state, or foreign income tax audits in progress. We atenuyer subject to US federal audits for tax years bef0@g, and

with few exceptions, the same for state and local audits.
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J. Equity
Equity Compensation Plans

Currently, we have equity based options outstanding fieerplans and have the ability to issue equity-based
options from three of these plans. Under the 2000 Stptlo®Plan, we may grant non-qualified options to oupleyees
for up to 43,000 shares of common stock. Under titd Zjuity Incentive Plan, we may grant incentive options-
qualified options or restricted stock awards to our eygse and non-qualified options or restricted stock awardart
Board of Directors for up to 400,000 shares of comntocks Under the 2009 Equity Incentive Plan, we may gramgntive
options to our employees and may award non-qualifie@ogtirestricted stock and other stock awards, restrictekl shits,
stock appreciation rights, performance share awards and tibkrasvards to our Board of Directors and non-employee
consultants for up to 500,000 shares of common stoekalb have options outstanding under the 1994 Ine=@iption
Plan, the 1996 Stock Option Plan for Non-Employee Directodsthe 1999 Stock Option Plan.

The maximum term for options is 10 years, the exercise pfieach option is equal to the closing market price of
our stock on the date of grant and the options and awacdsieeexercisable or vest in one of two vesting schedules that
comprise nearly all of the current outstanding optione. first vesting schedule is in annual increments of 25%nhet
one year after the grant date and the second schedule is B%esf the option awards immediately and 25% each year
thereafter, beginning one year after the date of grant. Uygoexercise of stock options, new shares are issued from the
authorized, unissued common stock.

The following table summarizes the stock option activitytifier fiscal year ended January 1, 2011:

Weighted Average

Weighted Remaining
Average Contractual Aggregate
Exercise Price Term Intrinsic
Options Per Share (in years) Value
Outstanding on January 2, 2010...............commmmmmeeeeeeeeeeiiniinnnnnn. 617,855 $6.50 7.41 $—
LCT =101 (=T o PP PRI 86,800 2.87
EXEICISEA .....vviiiiii et — —
Forfeited/Cancelled...........c.uuvviiiiiiii e (408,575) 6.11
Outstanding on January 1, 2011........ccccovicemmmmmneeeeeeeeeeeennnnnnne. 296,080 $6.02 7.71 $—
Vested or expected to vest at January 1, 2011 ....... 260,913 $6.31 7.52
Exercisable on January 1, 2011 .......ccooviiiiiimiiiiiiiiiiiiieaaeeeeee, 172,080 $7.57 7.06

The total fair value of the options that vested during 2046 $0.1 million. The total intrinsic value of options
exercised (which is the amount by which the stock price excebdeaxkercise price of the options on the date of exercise)
was nil during each of the fiscal years 2010, 2009 and.2008

As of January 1, 2011, there was $0.1 million of ungeced compensation expense related to unvested option
awards that were expected to vest over a weighted average pkdoe year.

The fair value of each stock option was estimated on theofitte grant using the Black-Scholes option-pricing
model. The weighted average grant date fair value of std@nspranted during fiscal 2010, 2009 and 2008 waa3$1.
$1.96 and $2.89, respectively.

Fiscal Year Ended

January 1, January 2, January 3,

Black-Scholes Option Valuation Assumptions(1) 2011 2010 2009
Risk-free interest rate(2)... 03-34% 05-38% 04-22%
Expected dividend yield ....................oco o,
Expected stock price volatility(3)...................... 76.4 - 104 9 73.2-114. 3 62.0 - 106 0
Expected life of stock options (in years)(4)....... 4.1 3.8 4.1
(1) Forfeitures are estimated and based on historical experience
(2) Based on the U.S. Treasury zero-coupon bond with adensistent with the expected life of the

options.
3) Expected stock price volatility is based on historicglesience.
(4) Expected life of stock options is based upon histbexperience.
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No options were exercised during fiscal 2010, 2009 &8 2The actual income tax benefit realized from stock
option exercises totaled nil in fiscal years 2010, 20@D2008.

Total stock option expense included in our Consolidatate®ents of Operations for the fiscal year 2010, 2009 and
2008 was nil, $0.5 million and $0.5 million, respectyvélhe tax benefit recorded for the same periods wer§4#,000,
and $51,000, respectively. This tax benefit is offset agaimsvaluation allowance for our deferred tax assets.

Stock Awards

Annually on or about the first business day of the figeak, each of the non-chair independent members of the
Board of Directors is awarded 200 shares of fully vestadmon stock, whereas our independent board chair isladvar
400 shares of fully vested common stock.

The following table summarizes the restricted stock activityfiscal 2010:

Weighted
Average Grant
Shares Date Fair Value

Non-vested at January 2, 2010 .......cccevvvviiieeeeeeeeiiniieeeeeeeeeeeen — $—
Granted .......veiiiie i 1,200 3.36
VESIEA. .o (1,200) (3.36)
FOrfRItEd ... — —
Non-vested at January 1, 2011 .......ccovvvvviiieeeeeeeiiieeieeeeeeeeeeen, — $—

As of January 1, 2011, there was no unrecognized compamsast related to non-vested restricted stock granted
under the 2004 Plan. The total fair value of shares vesteayg fiscal years 2010, 2009, and 2008 was approximately
$4,000, $5,000, and $13,000, respectively.

Reverse Stock Split

On February 26, 2010, we amended our Articles of Incatfmm to effect a one-for-five reverse stock split (the
“Reverse Stock Split”) of our common stock, par valud@@er share (the “Common Stock”). As a result of theeRey
Stock Split, every five shares of our Common Stock werenaatically converted into one share of our Common Stock
immediately prior to the opening of trading on Marcl2@10. All fractional shares were rounded down and amgbbkler
that would be entitled to receive a fractional share wouldalzbthe fair market value of the fractional share in cash.

To reflect the effect of the Reverse Stock Split, we haveaetively adjusted all share and per share data to reflect
the Common stock and Additional capital line in our Codsdd Balance Sheets as of January 2, 2010 and the
weighted-average shares outstanding in our Consolidatedn8tateof Operations and related disclosures for the periods
presented.

The Reverse Stock Split also resulted in proportionatesed@nts under our then-existing Amended and Restated
Rights Agreement having an effective date of February 28 @fe “Amended Rights Plan”) in (a) the number of shares
issuable under the Amended Rights Plan and (b) thénBsedPrice.

Amended Rights Plan

Under our common stock shareholder rights plan, thedBafaDirectors declared a dividend of one common share
purchase right for each outstanding share of common stociétack options granted and available for grant. Thegjght
which were extended by the Board of Directors on Febr2@r2008 to expire on February 27, 2018, are exercisalyle on
under certain conditions, and when exercisable the haitidre entitled to purchase from us one share of comstack at a
price of $30.00, subject to certain adjustments. The rigtitbecome exercisable after a person or group acquires beneficial
ownership of 15% or more of our common stock or atperson or group announces an offer, the consummatiehicth
would result in such person or group owning 15% oremad the common stock.

If we are acquired at any time after the rights become exercisiablaghts will be adjusted so as to entitle a holder

to purchase a number of shares of common stock of theriaggedmpany equal to $30.00 divided by one-half the-then
current market price of the acquirer’s stock for each right dviayea holder. If any person or group acquires beneficial
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ownership of 15% or more of our shares, the rightsheiladjusted so as to entitle a holder (other than seison or group
whose rights become void) to purchase a number of shacesnofion stock of Analysts International Corporation equal t
$30.00 divided by one-half the then-current market prioknaflysts International Corporation’s common stock erBloard
of Directors may exchange the rights, in whole or in paanaexchange ratio of one common share per right (subject
adjustment).

At any time prior to an acquisition by a person or grofipeneficial ownership of 15% or more of our shares, the
Board of Directors may redeem the rights at $.001 pet.righ

K. Commitments

As of January 1, 2011, aggregate net minimum lease commgmedér non-cancelable operating leases having an
initial or remaining term of more than one year are payablfollows:

Lease
(In thousands) Commitments
Fiscal year ending
20 5 $2,374

Rent expense, primarily for office facilities, for fiscal 202009 and 2008 was $1.4 million, $2.7 million, and
$3.4 million, respectively.

We have compensation arrangements with our corporate officdreertain other key employees which provide for
certain payments in the event of a change of control of dnep@ny.

We also sponsor a 401(k) plan. Substantially all emplogesesligible to participate and may contribute up to 50%
of their pre-tax earnings, subject to Internal Revenue Senagamam annual contribution amounts. Beginning in
September 2009, we ceased making matching contributions toyamag’ pre-tax contributions. Prior to this change, after
one year of employment, we made matching contributions fothighly compensated participants in the form of Company
stock of 18% of a participant’s first 15% of pre-taxtdutions. Matching contributions vest at the rate of 2&Yoyear and
are fully vested after five years of service. We made matcluingilutions for fiscal 2009 and 2008 in the amount of
$0.2 million and $0.4 million, respectively.

L. Subsequent Event

On February 23, 2011, we amended our Credit Faciliy Wiells Fargo. The Amended Credit Facility is detailed in
theFinancing Arrangement®otnote in the Notes to Consolidated Financial Statements.

36



REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Shareholders of
Analysts International Corporation
Minneapolis, Minnesota

We have audited the accompanying consolidated balance sheewlydtéinternational Corporation and
subsidiaries (the “Company”) as of January 1, 2011 and JaBua640, and the related consolidated statements of
operations, shareholders’ equity, and cash flows for ekitie dhree years ended January 1, 2011, January 2, 2@l10, an
January 3, 2009. Our audits also included the finanemsent schedule listed in the Index at Iltem 15. These euisal
financial statements and financial statement schedule are thas#slity of the Company’s management. Our
responsibility is to express an opinion on these catest@d financial statements and financial statement scheduledrased
our audits.

We conducted our audits in accordance with the standarlle &ublic Company Accounting Oversight Board
(United States). Those standards require that we plan dodrpehe audit to obtain reasonable assurance about whie¢her
consolidated financial statements are free of material misstatehmenCompany is not required to have, nor were we
engaged to perform, an audit of its internal control dwancial reporting. Our audits included consideratiomtdrnal
control over financial reporting as a basis for designirdit guocedures that are appropriate in the circumstancespbfdr
the purpose of expressing an opinion on the effectivendhs @fompany’s internal control over financial reporting.
Accordingly, we express no such opinion. An audit alstuthes examining, on a test basis, evidence supportirgnbants
and disclosures in the consolidated financial statements, iagstEsaccounting principles used and significant estenate
made by management, as well as evaluating the overall financéhstatpresentation. We believe that our audits provide a
reasonable basis for our opinion.

In our opinion, such consolidated financial statementeptdairly, in all material respects, the financial positibn o
Analysts International Corporation and subsidiaries aamiary 1, 2011 and January 2, 2010, and the reguhsio
operations and their cash flows for each of the three yedeslelanuary 1, 2011, January 2, 2010, and Januar@$, i20
conformity with accounting principles generally accepted intthi#ed States of America. Also, in our opinion, such
financial statement schedule, when considered in relation teatie consolidated financial statements taken as a whole,
presents fairly in all material respects the informatioricsét therein.

/sl Deloitte & Touche LLP

Minneapolis, Minnesota
February 24, 2011
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Iltem 9. Changes in and Disagreements With Accountants @kccounting and Financial Disclosure.

There have been no disagreements with or changes in thea@gis independent auditors within the past two fiscal
years.

Item 9A(T). Controls and Procedures.
€) Evaluation of Disclosure Controls and Procedures

We maintain a system of disclosure controls and procechaeare designed to provide reasonable assurance that
information, which is required to be disclosed timédyaccumulated and communicated to management in a timely fashion.
An evaluation of the effectiveness of the design and operationr disclosure controls and procedures (as defined in
Rule 13a-15(e) of the Securities Exchange Act of 1884mended (the “Exchange Act”) (“Disclosure Controls”) was
performed as of the end of the period covered by dpiert. This evaluation was performed under the supervisidnvih
the participation of our management, including our Chiefdative Officer, Brittany B. McKinney and Chief Financial
Officer, Randy W. Strobel. Based upon that evaluation, olef@&xecutive Officer and the Chief Financial Officer
concluded that these Disclosure Controls are effective todggeeasonable assurance that information required to be
disclosed by us in the reports that we file or sulbbméer the Exchange Act are accumulated and communicated to our
management, including our Chief Executive Officer and Chiedi¢ial Officer, as appropriate, to allow timely decisions
regarding required disclosure and are effective to providemabkpassurance that such information is recorded, processed,
summarized and reported within the time periods specifiedd$EC's rules and forms.

(b) Management's Annual Report on Internal Control OverFinancial Reporting

Our management is responsible for establishing and mamgadequate internal control over financial reporting.
Internal control over financial reporting is definedRuoles 13a-15(f) and 15d-15(f) promulgated under tk&h&nge Act as a
process designed by, or under the supervision of our paihekecutive and principal financial officer and effected by our
Board of Directors, management and other personnel, toderogasonable assurance regarding the reliability of financial
reporting and the preparation of financial statementexXtarnal purposes in accordance with generally accepted accounting
principles in the United States. Such internal control indubdese policies and procedures that:

e pertain to the maintenance of records that in reasonableatatarhately and fairly reflect the transactions and
dispositions of the assets;

* provide reasonable assurance that transactions are recorded aarggogsermit preparation of financial
statements in accordance with generally accepted accountingf@iend that receipts and expenditures of
the Company are being made only in accordance with authorizafiomsnagement and directors; and

« provide reasonable assurance regarding prevention or titetdgtion of unauthorized acquisition, use or
disposition of our assets that could have a material effettteofinancial statements.

Our management assessed the effectiveness of our internmal cwer financial reporting as of January 1, 2011. In
making this assessment, it used the criteria set fortheémia Control—Integrated Framework issued by the Commiftee o
Sponsoring Organizations of the Treadway Commission. Baséus assessment, management has determined that, as of
January 1, 2011, our internal control over financial repgigreffective based on those criteria.

This annual report does not include an attestation reptite Company’s registered public accounting firm
regarding internal control over financial reporting. Managets report was not subject to attestation by the Company’
registered public accounting firm Securities and Exchange Cssionirules that permit the Company to provide only
management’s report in this annual report.

(c) Changes in Internal Controls
There were no changes in our internal controls over finarepalrting that occurred during the period covered by

this report that have materially affected, or are reasonikely ko materially affect, our internal control over financial
reporting.
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Item 9B. Other Information.
None.
PART IlI
Item 10. Directors, Executive Officers and Corporate Governance.

The information regarding executive officers and significantleyges as required by Item 10 is set forth below.

Executive Officers and Significant Employees Age Title

Brittany B. McKinney ..........cccccceiiiiiiiiiss 39 President and Chief Executive Officer

Randy W. Strobel ... 44 Senior Vice President, Chief Financial
Officer

Christopher T. Cain.............cccccccivvvivinene, 47 Senior Vice President

Effective February 22, 2011, Brittany B. McKinney is @uesident and Chief Executive Officer and a nominee for
our Board of Directors. Ms. McKinney served as our Interiasient and Chief Executive Officer since September 2010
and is also responsible for managing our Central RegrenidRisly, Ms. McKinney was our Vice President of Strategy an
Operations since November 2007. Prior to joining AlGlavember 2007, Ms. McKinney served as Director of Oparatio
and Integration Program Manager at Fujitsu Consultingr Ryiits acquisition by Fujitsu in 2005, Ms. McKinnsgrved as a
director—level employee at BORN Information Services, Inc.re/lsbe contributed to corporate strategy and planning
initiatives.

Randy W. Strobel is our Senior Vice President, Chief Riau®fficer since August 2008. Previously, Mr. Strobel
was the Senior Vice President of Finance, Chief Accountifiged and Controller of Ceridian Corporation, an internadio
business services company, from June 2005 to August PBi08.to his position at Ceridian Corporation, Mr.ab&l was
the Vice President of Finance at Mesaba Aviation, Inc., a regaimiak, from September 2001 to June 2005.

Christopher T. Cain is our Senior Vice President of mst&n and Western Regions. Mr. Cain joined AIC in July
2009. Previously, Mr. Cain was a consultant serving @aathing President at Sagent Partners from September 2007eto
2009. Prior to Sagent Partners, Mr. Cain was Senior Riiesident of Business Development/Professional Services and
Senior Vice President of National Accounts at Spherion fragust 2005 to September 2007.

Corporate Governance

Our principal executive officer, principal financial officerinzipal accounting officer and controller, or persons
performing similar functions (the “Principal Officers”), anebject to our Code of Ethics for Senior Financial Exgesti
Our Code of Ethics for Senior Financial Executives arégplosn our website atww.analysts.corm the Investor Relations
section, and are available in print free of charge to ankistdaer who requests them.

We will disclose any amendments to, or waivers of, our @bdghics for Senior Financial Executives on our
website. We will satisfy the disclosure requirement unden B.05 of Form 8-K regarding any amendment to, or waiver
from, a provision of this code of ethics by posting suébrmation on our website at the address and locationfigakci
above.

Other information called for in Part 1ll, including arimation regarding directors, executive officers and corporat
governance of the registrant (Item 10), executive compendittem 11), security ownership of certain beneficial exsn
and management and related stockholder matters (Item 12), celddiionships and related transactions, and director
independence (Item 13) and principal accountant fees andese(item 14), is hereby incorporated by reference from our
definitive proxy statement or amendments thereto to begilesuant to Regulation 14A, not later than 120 days tifeer
end of the fiscal year covered by this report.

Items in

Form 10-K Caption in Definitive Proxy Statement
10 Election of Directors
10 Corporate Governance
11 Executive Compensation
12 Security Ownership of Certain Beneficial Owners anddadament
13 Certain Relationships and Related Transactions and Ditadependence
14 Independent Auditor Fees
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PART IV
Item 15. Exhibits and Financial Statement Schedules.
(a).(1) Consolidated Financial Statements
The consolidated financial statements of Analysts IntemmaltiGorporation and its subsidiaries and the related

independent registered public accounting firm’s reporténateded in the following pages of its annual report to
shareholders for the fiscal year ended January 1, 2011.

Description Page Herein
Consolidated Balance Sheets at January 1, 2011 and JanUBRY 2,.2...........cceeeriiiiriiieeiiiirtimmmmieeee e e 27
Consolidated Statements of Operations for the Fiscal YeaesdEranuary 1, 2011, January 2, 2010, and

JANUATIY 3, 2000 ... . ettt e ettt a e e e e e e e e e e ee ettt e b e e e e e e e et eete bttt s 28
Consolidated Statements of Cash Flows for the Fiscal YeaedElanuary 1, 2011, January 2, 2010, and

JANUATY 3, 2009 ... it ettt ettt e e e e et e et e et he bt eeeeeeet e et et e bnb e e e e aeeeeeeeanennnernres 29
Consolidated Statements of Shareholders’ Equity for theaFlyears Ended January 1, 2011, January 2,

2010, and JANUATY 3, 2009 ..........uuuurres e esenseesresseeeererrerteatteeeeeeaaaaaastnrrrrrrerrrrrrtttaattaaeaeeeieeianaanan—.. 30
Notes to Consolidated Financial STAtEMENTS...... cocumwneeirorrriiiieeiiitieeee st eessree e s s s snbrereessassraeeeesssnnereees 31
Report of Independent Registered Public ACCOUNtING FIrML.........uiiiiiiiiiiiiiiiieieeeee e 47

(a).(2) Consolidated Financial Statement Schedule

Description Page Herein
Report of Independent Registered Public ACCOUNTING FIMML........uuiiiiiiiiiiiiiii e 47
Schedule II. Valuation and QUAlIfyiNG ACCOUNTS ....occae.iiiiiiiiiii et e et e e e e e e e e e e e e e e e e e e eennnes 57

Other consolidated financial statement schedules are ométadige they are not required or the information is
presented in the consolidated financial statements or notesather

(b)  Exhibits

Exhibit No. Description

n2.1 Asset Purchase Agreement, dated August 4, 2009, by anddreNetarx LLC and the Company (with Ex. K,
Form of Promissory Note) (Exhibit 2.1 to Current Repm Form 8-K, filed August 5, 2009, CommissioreFil
No. 1-33981, incorporated by reference).

73.1 Articles of Incorporation, as amended (Exhibit 3-a to éadrReport on Form 10-K for fiscal year 1988,
Commission File No. 0-4090, incorporated by reference).

73.2 Restated Bylaws (Exhibit 3-b to Annual Report on ForaKifor fiscal year 2000, Commission File No. O-
4090, incorporated by reference).

73.3 Amendment to Articles of Incorporation to increase authoriredes to 40 million (Exhibit A to Definitive
Proxy Statement dated September 5, 1996, Commissi@iNBil0-4090, incorporated by reference).

3.4 Amendment to Articles of Incorporation to increase authoriredes to 60 million (Exhibit 3-d to Annual
Report on Form 10-K for fiscal year 1998, Commissior Nb. 0-4090, incorporated by reference).

73.5 Amendment to Articles of Incorporation to increase authorireaes to 120 million (Exhibit A to Definitive
Proxy Statement dated September 8, 1998, Commissi®iNBil0-4090, incorporated by reference).

73.6 Amendment to Articles of Incorporation to reduce authorgeates to 24 million (Exhibit 3.6 to Quarterly
Report on Form 10-Q dated May 5, 2010, CommissionNfile0-4090, incorporated by reference).

73.7 Amendment No. 1 to Restated Bylaws of Analysts InternatiGogboration (Exhibit 3.1 to the Registrant’s
Form 8-K filed May 25, 2010, Commission File No. 0-@pmcorporated by reference).

73.8 Articles of Incorporation, as amended (Exhibit 3.1 ® Registrant’s Form 8-K filed December 17, 2010,
Commission File No. 1-33981, incorporated by reference).

3.9 Amendment to Bylaws of Analysts International Corporatiexhfbit 3.2 to the Registrant’'s Form 8-K filed
December 17, 2010, Commission File No. 1-33981, incatpdrby reference).
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Exhibit No. Description

N1 Specimen Common Stock Certificate (Exhibit 4.2 to Quartdgort on Form 10-Q for period ended
October 3, 2009, Commission File No. 1-33981, incaxfmat by reference).

.2 Amended and Restated Rights Agreement dated as of Febru@&g08Mhetween the Company and Wells Fargo

Bank N.A. and Form of Right Certificate (Exhibit 4.1th@ Registrant's Form 8-A12B dated February 27, 2008,
Commission File No. 1-33981, incorporated by reference).

~4.3 Amendment No. 1 to Amended and Restated Rights Agreementatatédiay 25, 2010 by and between

Analysts International Corporation and Wells Fargo BanR,. KExhibit 4.1 to the Registrant’s Form 8-K filed
May 25, 2010, Commission File No. 0-4090, incorporétgdeference).

*110.1 1994 Stock Option Plan (Exhibit A to Definitive Pro®8yatement dated September 6, 1994 for registrant’s 1994
Annual Meeting of Shareholders, Commission File No. 084@8:orporated by reference).

*110.2 1996 Stock Option Plan for Non-employee Directors (ExiBltio Definitive Proxy Statement dated
September 5, 1996, Commission File No. 0-4090, incatpdrby reference).

*110.3 1999 Stock Option Plan (Exhibit A to Definitive Pro8yatement dated September 13, 1999, Commission File
No. 0-4090, incorporated by reference).

*710.4 2000 Non-Qualified Stock Option Plan (Exhibit 6(d)Quarterly Report on Form 10-Q for period ended
March 31, 2001, Commission File No. 0-4090, incorporateteference).

710.5 Credit Agreement dated April 11, 2002 between the Compangandral Electric Capital Corporation
(Exhibit 2.1 to Current Report on Form 8-K dated Ag6l 2002, Commission File No. 0-4090, incorporated by
reference).

710.6 Lease Agreement by and between the Company and Centennial ILake€ Idated May 15, 2002 (Exhibit 2.4
to Current Report on Form 8-K, filed May 28, 2002, @aission File No. 0-4090, incorporated by reference).

710.7 First Amendment to Credit Agreement dated as of July 23R PBxhibit 10-1 to Annual Report on Form 10-K
for fiscal year 2002, Commission File No. 0-4090, incogped by reference).

710.8 Waiver and Second Amendment to Credit Agreement dated agid7 APO03 (Exhibit 10-m to Annual Report
on Form 10-K for fiscal year 2003, Commission File N&0®0, incorporated by reference).

710.9 Third Amendment to Credit Agreement dated as of April P®32Exhibit 10-n to Annual Report on Form 10-
K for fiscal year 2003, Commission File No. 0-4090pimporated by reference).

710.10 Consent and Fourth Amendment to Credit Agreement datedzecefmber 31, 2003 (Exhibit 10-o0 to Annual
Report on Form 10-K for fiscal year 2003, Commissior Nb. 0-4090, incorporated by reference).

*110.11 Fifth Amendment to Credit Agreement dated as of August®} 2Bxhibit 10-r to Quarterly Report on
Form 10-Q for period ended October 2, 2004, CommidsilenNo. 0-4090, incorporated by reference).

710.12 Consent and Sixth Amendment to Credit Agreement dated Jnaary 6, 2005 (Exhibit 10-t to Annual Report
on Form 10-K for fiscal year 2004, Commission File Nd0®0, incorporated by reference).

*110.13 Standard Nonqualified Stock Option Agreement for Board bEnsiunder 2004 Equity Incentive Plan
(Exhibit 10-u to Annual Report on Form 10-K for fisgalar 2004, Commission File No. 0-4090, incorporated
by reference).

*110.14 Standard Restricted Stock Agreement for Board Members u@drEquity Incentive Plan (Exhibit 10-v to
Annual Report on Form 10-K for fiscal year 2004, Commisstile No. 0-4090, incorporated by reference).

*110.15 Standard Nonqualified Stock Option Agreement for Certampleyees under 2004 Equity Incentive Plan
(Exhibit 10-w to Annual Report on Form 10-K for fisgalar 2004, Commission File No. 0-4090, incorporated
by reference).

*110.16 Standard Restricted Stock Agreement for Certain Employees @004 Equity Incentive Plan (Exhibit 10-x to
Annual Report on Form 10-K for fiscal year 2004, Commisstile No. 0-4090, incorporated by reference).

*110.17 Standard Incentive Stock Option Agreement for Certain Eyagl® under 2004 Equity Incentive Plan
(Exhibit 10-y to Annual Report on Form 10-K for fisgalar 2004, Commission File No. 0-4090, incorporated
by reference).

710.18 Eighth Amendment to Credit Agreement dated January 20, @@6bit 99.2 to Current Report on Form 8-K,
filed January 26, 2006, Commission File No. 0-4086¢iporated by reference).
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Exhibit No. Description

710.19 Amendment to Lease Agreement by and between the Company aethi@ehitakes Ill, LLC dated March 24,
2006 (Exhibit 10.1 to Current Report on Form 8-kediMarch 28, 2006, Commission File No. 0-4090,
incorporated by reference).

*110.20 Restated Special Executive Retirement Plan, dated December 2{Exbiigit 10-jj to Annual Report on
Form 10-K for fiscal year 2006, Commission File No. @@0ncorporated by reference).

710.21 Waiver, Consent and Ninth Amendment to Credit Agreemergddaebruary 1, 2007 (Exhibit 10.2 to Current
Report on Form 8-K, filed February 7, 2007, Commissid& No. 0-4090, incorporated by reference).

710.22 Trust Agreement between the Company and Wachovia Bank, datec&febs, 2007, under the Restated
Special Executive Retirement Plan (Exhibit 10.1 to CurrenbRem Form 8-K, filed February 15, 2007,
Commission File No. 0-4090, incorporated by reference).

*110.23 2004 Equity Incentive Plan, as amended through May 2% @hibit 10.1 to Quarterly Report on Form 10-Q
for period ended July 1, 2006, Commission File No0884 incorporated by reference).

*110.24 Form of incentive stock option agreement for long terceimive option grants for fiscal year 2007 (Exhibit 10-
kk to Annual Report on Form 10-K for fiscal year 2006massion File No. 0-4090, incorporated by
reference).

*110.25 Form of restricted stock award agreement for long-term inaergstricted stock awards in January 2007 for
fiscal year 2007 (Exhibit 10-Il to Annual Report on FatfiK for fiscal year 2006, Commission File No. 0-
4090, incorporated by reference).
710.26 Waiver and Tenth Amendment to Credit Agreement, dated Ma@Q7 (Exhibit 10.1 to Current Report on
Form 8-K, filed May 7, 2007, Commission File No. 08@Qincorporated by reference).

710.27 Waiver and Eleventh Amendment to Credit Agreement, datgd28ul2007 (Exhibit 10.1 to Current Report on
Form 8-K, filed August 1, 2007, Commission File e4090, incorporated by reference).

*110.28 Elmer Baldwin Incentive Stock Option Agreement (2004 igmcentive Plan), effective November 1, 2007
(Exhibit 10.2 to Current Report on Form 8-K, filed\mnber 5, 2007, Commission File No. 0-4090,
incorporated by reference).

*\10.29 Elmer Baldwin Nonqualified Stock Option Agreement (2004igucentive Plan), effective November 1,
2007 (Exhibit 10.3 to Current Report on Form 8-#kediNovember 5, 2007, Commission File No. 0-4090,
incorporated by reference).

*710.30 Elmer Baldwin Nonqualified Stock Option Agreement (2000 §lalified Stock Option Plan), effective
November 1, 2007 (Exhibit 10.3 to Current Report om#8-K, filed November 5, 2007, Commission File
No. 0-4090, incorporated by reference).

*10.31 Summary of Terms and Conditions of Severance Policy for éxeafficers and other senior management
personnel (contained in Current Report on Form 8-K, fdetbber 25, 2007, Commission File No. 0-4090,
incorporated by reference).

*110.32 Severance Agreement and Release of Claims between the Comparotlaad ®. Davenport dated January 4,
2008 (Exhibit 10.4 to Current Report on Form 8-kediJanuary 8, 2008, Commission File No. 0-4090,
incorporated by reference).

*110.33 Severance Agreement and Release of Claims between the Compargvahd.[3teichen dated January 22,
2008 (Exhibit 10.1 to Current Report on Form 8-kediJanuary 8, 2008, Commission File No. 0-4090,
incorporated by reference).

*10.34 Amendment No. 1 to Restated Special Executive Retirement PtdrSaptember 1, 2007 (Exhibit 10-mm to
Annual Report on Form 10-K, filed March 5, 2008, in@ygied by reference).

*710.35 Non-Compete and Confidentiality Agreement between the ComgathjRobert E. Woods dated January 3,
2008 (Exhibit 10.2 to Current Report on Form 8-kediJanuary 8, 2008, Commission File No. 0-4090,
incorporated by reference).

*110.36 Form of Change of Control Agreement between the Compangnandgement personnel M. Gange, L. Gilmore
and A. Wise (Exhibit 10.5 to Current Report on Forii,8Hed January 8, 2008, Commission File No. 0-4090,
incorporated by reference).

*710.37 Incentive Stock Option Agreement (2004 Equity IncenBlan) dated January 16, 2008 between the Company
and Robert E. Woods (Exhibit 10.1 to Current Reporftorm 8-K, filed January 17, 2008, Commission File
No. 0-4090, incorporated by reference).
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Exhibit No.

Description

*110.38

*10.39

*£10.40

*10.41

*"10.42

*110.43

*"10.44

*£10.45

*10.46

*10.47

*10.48

*10.49

*£10.50

*10.51

*£10.52

*10.53

710.54

*£10.55

Letter Agreement between the Company and Walter Michels dated Reb®;@008 (Exhibit 99.2 to Current
Report on Form 8-K, filed April 22, 2008, Commissieite No. 1-33981, incorporated by reference).

Employment Agreement between the Company and Michael W. Spedecuted on June 27, 2008, effective
July 1, 2008 (Exhibit 10.1 to Current Report on F@&i, filed July 3, 2008, Commission File No. 1-33981
incorporated by reference).

Change in Control Agreement between the Company and MichaedWile, executed on June 27, 2008,
effective July 1, 2008 (Exhibit A to the Souders EmpleptmAgreement) (Exhibit 10.2 to Current Report on
Form 8-K, filed July 3, 2008, Commission File No33981, incorporated by reference).

Annual Management Incentive Plan (AMIP) between the CompadyMichael W. Souders, executed on
June 27, 2008 (Exhibit B to the Souders Employmemeggent) (Exhibit 10.3 to Current Report on Form 8-K,
filed July 3, 2008, Commission File No. 1-33981, ipmyated by reference).

Incentive Stock Option Agreement (2004 Equity IncenBlan) between the Company and Michael W.
Souders, executed on June 27, 2008 (Exhibit C-1 t8dthielers Employment Agreement) (Exhibit 10.4 to
Current Report on Form 8-K, filed July 3, 2008, Comsion File No. 1-33981, incorporated by reference).

Incentive Stock Option Agreement (1999 Stock OptiomPheetween the Company and Michael W. Souders,

executed on June 27, 2008 (Exhibit C-2 to the Soudepdyment Agreement) (Exhibit 10.5 to Current Report
on Form 8-K, filed July 3, 2008, Commission File Ne33981, incorporated by reference).

Employee Agreement between the Company and Brittany McKimxeguted on June 27, 2008, effective
June 23, 2008 (without Exhibits) (Exhibit 10.6 tar@nt Report on Form 8-K, filed July 3, 2008, Comioiss
File No. 1-33981, incorporated by reference).

Amendment No. 2 to Restated Special Executive CompensatioriEXhaibit 10.7 to Current Report on Form 8-
K, filed July 3, 2008, Commission File No. 1-33981carporated by reference).

Exhibit A to Amendment No. 2 to Restated Special Executivepeosation Plan (Exhibit 10.8 to Current
Report on Form 8-K, filed July 3, 2008, Commissiole No. 1-33981, incorporated by reference).
Employment Agreement between the Company and Randy W. Steabelited on August 8, 2008, effective
August 25, 2008 (Exhibit 10.1 to Current Report onnk 8-K, filed August 12, 2008, Commission File Ne. 1
33981, incorporated by reference).

Change in Control Agreement between the Company and RandiyavelSexecuted on August 8, 2008,
effective August 25, 2008 (Exhibit 10.2 to Current Répo Form 8-K, filed August 12, 2008, Commission
File No. 1-33981, incorporated by reference).

Annual Management Incentive Plan (AMIP) between the CompadyRandy W. Strobel, executed on
August 8, 2008, effective August 25, 2008 (Exhibit 110.&urrent Report on Form 8-K, filed August 12, 2008
Commission File No. 1-33981, incorporated by reference).

Amended and Restated Employment Agreement between the CompbBlaer Baldwin, executed on
August 19, 2008, effective November 1, 2007 (Exhibifl26.Current Report on Form 8-K, filed August 22,
2008, Commission File No. 1-33981, incorporated ligremce).

Change in Control Agreement between the Company and Elmer iBakecuted on August 19, 2008,
effective November 1, 2007 (Exhibit 10.2 to Current Repo Form 8-K, filed August 22, 2008, Commission
File No. 1-33981, incorporated by reference).

Amended and Restated Employment Agreement between the CompbRyplzert E. Woods, executed on
August 19, 2008, effective January 1, 2008 (Exhibil 10.Current Report on Form 8-K, filed August 22, 200
Commission File No. 1-33981, incorporated by reference).

Change in Control Agreement between the Company and Rob&tdtls, executed on August 19, 2008,
effective January 1, 2008 (Exhibit 10.2 to Current Repor~orm 8-K, filed August 22, 2008, CommissioreFil
No. 1-33981, incorporated by reference).

Consent and Twelfth Amendment to Credit Agreement, datgigtid, 2009 (Exhibit 10.1 to Current Report on
Form 8-K, filed August 5, 2009, Commission File Ne33981, incorporated by reference).

Employment Agreement between the Company and James D. Andexsonted and effective on September 1,
2009 (Exhibit 10.1 to Current Report on Form 8-KediSeptember 3, 2009, Commission File No. 1-33981,
incorporated by reference).
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Exhibit No.

Description

*£10.56

**110.57

*£10.58

*£10.59

*10.60

*110.61

*10.62

*£10.63

*110.64

*10.65

*110.66

+21
+23
+24.1
+31.1
+31.2
++32

Change in Control Agreement between the Company and JamewlBExs@n, executed and effective on
September 1, 2009 (Exhibit 10.2 to Current Report amRK, filed September 3, 2009, Commission File
No. 1-33981, incorporated by reference).

Credit and Security Agreement with Wells Fargo Bank, Natiésabciation acting through its Wells Fargo
Business Credit operating division, dated September(®® ¢Exhibit 10.1 to Current Report on Form 8-K,
filed October 5, 2009, Commission File No. 1-33981, ipocated by reference).

Employment Agreement together with Exhibit A, dated DecerhBeR009, between the Company and Andrew
K. Borgstrom (Exhibit 10.1 to Current Report on F@fK, filed December 18, 2009, Commission File No. 1-
33981, incorporated by reference).

Separation Agreement and Release of Claims, dated December 23h&@@en the Company and Elmer
Baldwin (Exhibit 10.1 to Current Report on Form 8filed December 23, 2009, Commission File No. 1-33981,
incorporated by reference).

Agreement for Legal Services between the Company and Rob#iadtls Professional Association dated
March 5, 2010. (Exhibit 10.60 to Quarterly Report omnfrd0-Q, filed May 5, 2010, Commission File
No. 1-33981, incorporated by reference).

Separation Agreement and Release of Claims dated July 2B, #fitveen the Company and James D.
Anderson. (Exhibit 10.61 to Quarterly Report on FA0Q, filed November 4, 2010, Commission File
No. 1-33981, incorporated by reference.

Separation Agreement and Release of Claims dated SeptemB8d@9between the Company and Andrew K.
Borgstrom (Exhibit 10.1 to the Registrant’s Form 8il&d September 30, 2010, Commission File No. 0-4090,
incorporated by reference).

Transitional Services Agreement dated September 29, 20Wkdrethe Company and Andrew K. Borgstrom
(Exhibit 10.2 to the Registrant’s Form 8-K filed Smpber 30, 2010, Commission File No. 0-4090, incorpdrate
by reference).

Letter Agreement dated September 29, 2010, between the CompéByittany B. McKinney (Exhibit 10.3 to
the Registrant’s Form 8-K filed September 30, 2010, Cmsion File No. 0-4090, incorporated by reference).

First Amendment to Credit & Security Agreement with Wellsgo Bank, National Association, dated
February 23, 2011 (Exhibit 10.1 to Current ReporForm 8-K, filed February 24, 2010, Commission File
No. 1-33981, incorporated by reference).

Employment Agreement together with Exhibits A and B, leetwthe Company and Brittany B. McKinney,
dated as of March 1, 2011 (Exhibit 10.1 to the Regisgr&orm 8-K filed February 24, 2010, CommissioteFi
No. 1-33981, incorporated by reference).

Subsidiaries of Registrant.

Consent of Independent Registered Public Accounting Firm.

Power of Attorney.

Certification of CEO under section 302 of the SarbanegyOXtt of 2002.
Certification of CFO under section 302 of the Sarbanes-Oxdtypf 2002.

Certification of CEO and CFO pursuant to 18 U.S.C. 8actB50, as adopted pursuant to section 906 of the
Sarbanes-Oxley Act of 2002.

*%

++

Denotes a management contract or compensatory plan or arrangequred to be filed as an exhibit to this
annual report pursuant to Item 14(b) of Form 10-K.

Certain portions of this exhibit have been omittedguant to a request for confidential treatment. The entiribiexh
has been separately filed with the Securities and Exchange iSsiom

Denotes an exhibit previously filed with the Securitiesl Exchange Commission and incorporated herein by
reference.

Filed herewith.

Furnished herewith.
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Schedule Il

Analysts International Corporation
Valuation and Qualifying Accounts

Allowance for doubtful accounts

Charged to
Beginning costs and Write-offs, net Ending
(In thousands) balance expenses of recoveries Balance
Twelve months ended January 1, 2011........ccceeccmviiiirieeeeeiiiinneneenn, $958 $(251) $(6) $713
Twelve months ended January 2, 2010........ccceeccmviivrreeeeeiiiinneeeenn, $1,092 $(35) $99 $958
Twelve months ended January 3, 2009.........cceeeceereeeeieeiieecrieeeieeane $1,545 $29 $482 $1,092

45



SIGNATURES

Pursuant to the requirements of Section 13 or 15 (theoSecurities Exchange Act of 1934, the registrant higs du
caused this report to be signed on its behalf by thersighed, thereunto duly authorized.

ANALYSTS INTERNATIONAL CORPORATION

Date: February 24, 2011 By: /SRBTANY B. MCKINNEY

Brittany B. McKinney,
President and Chief Executive Officer

Pursuant to the requirements of the Securities ExchaogefA934, this report has been signed below by the
following persons on behalf of the registrant and endhpacities and on the dates indicated.

Signature Title Date
/s/ BRITTANY B. MCKINNEY President and Chief Executive Officer

Brittany B. McKinney (Principal Executive Officer) February 24, 2011

/s/ RANDY W. STROBEL Senior Vice President, Chief Financial

Officer (Principal Financial and February 24, 2011

Randy W. Strobel Accounting Officer)

/s/ BRIGID A. BONNER

Brigid A. Bonner Director February 24, 2011

/s/ KRzYszTOFK. BURHARDT .
Krzysztof K. Burhardt Director February 24, 2011
IS/ JDSEPHT. DUNSMORE Director February 24, 2011

Joseph T. Dunsmore

/s/ GALEN G. JOHNSON .
Galen G. Johnson Director February 24, 2011
IS/ DOUGLASC. NEVE Director February 24, 2011

Douglas C. Neve

/s ROBERTE. WOODS Director February 24, 2011

Robert E. Woods
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