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UNITED STATES SECURITIES AND EXCHANGE COMMISSION
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PART | - FINANCIAL INFORMATION
Item 1. Consolidated Financial Statements

NIC INC.
CONSOLIDATED BALANCE SHEETS
(UNAUDITED)
thousands

ASSETS

Current asset:

Cash and cash equivalel

Trade accounts receival

Unbilled revenue

Deferred income taxes, n

Prepaid expenses & other current as

Total current asse

Property and equipment, r
Intangible assets, net (Note
Deferred income taxes, n
Other asset

Total asset

LIABILITIES AND SHAREHOLDERS ' EQUITY
Current liabilities:
Accounts payabl
Accrued expense
Application development contrac
Other current liabilitie:
Total current liabilities

Other lon¢-term liabilities
Total liabilities

Commitments and contingencies (Notes 2, 5, 6 a

Shareholder equity (Note 7)
Common stock, $0.0001 par, 200,000 shares authib&:142 and 62,779 shares issue
and outstandin
Additional paic-in capital
Accumulated defici
Total shareholde’ equity

Total liabilities and sharehold¢ equity

September 30, 200! December 31, 200:
$ 66,63! $ 60,37:
39,78 37,49
392 35¢
1,19¢ 4,29:
2,13¢ 2,273
110,14 104,79!
6,504 6,641
3,74 1,10¢
4,14¢ 6,721
19¢ 144
$ 124,73 $ 119,41.
$ 46,59 $ 41,79:
13,32( 8,401
90 20z
1,174 89¢
61,17¢ 51,29¢
444 894
61,62( 52,19
6 6
138,46( 154,19
(75,352 (86,987)
63,11¢ 67,21¢
$ 124,73  $ 119,41.

The accompanying Notes to Unaudited Consolidated Financial Statements are an integral part of these statements.
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NIC INC.
CONSOLIDATED STATEMENTS OF INCOME
(UNAUDITED)
thousands except for per share amounts

Three-months ended Nine-months ended
September 30 September 30
2009 2008 2009 2008

Revenues

Portal revenue $ 36,23t $ 24,147 $ 93,40¢ $ 72,564

Software & services revenu 1,01¢ 794 3,05¢ 2,75¢

Total revenue 37,25¢ 24,94 96,46¢ 75,32;

Operating expense

Cost of portal revenues, exclusive of depreciagicamortization 21,13¢ 13,50: 53,74: 39,21«

Cost of software & services revenues, exclusiveepreciation &

amortization 60¢ 541 1,847 1,681

Selling & administrative 6,16: 5,52( 19,58¢ 17,30¢

Nonrecurring gain on acquisition of business, ri¢aw (Note 3) — — (2,189 —

Depreciation & amortizatio 2,77¢ 908 5,34 2,64¢

Total operating expens: 30,68¢ 20,46¢ 78,34 60,84¢
Operating incom: 6,57( 4,47¢ 18,12« 14,47:
Other income (expense

Interest incomi 3 14C 48 58<

Other expense, n — (5) — (24)

Total other income (expens 3 13t 48 55¢
Income before income tax 6,57: 4,61( 18,17 15,03:
Income tax provisiol 2,45: 1,55( 6,54 5,80¢
Net income $ 4,12 $ 3,06C $ 11,62¢ $ 9,22¢
Basic net income per share (Note $ 0.06 $ 0.0t $ 0.1t $ 0.14
Diluted net income per share (Note $ 0.0¢ $ 0.0t $ 0.1t $ 0.1¢4
Weighted average shares outstanding (Not

Basic 63,06: 62,724 62,93: 62,44¢

Diluted 63,17¢ 62,83¢ 63,01¢ 62,68¢

The accompanying Notes to Unaudited Consolidated Financial Statements are an integral part of these statements.
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Balance, January 1, 2009, as originally reporte

Change in par value of common stock (Not:

Balance, January 1, 2009, as adjuste

Net income

Cash dividends on common stock (Note

Shares surrendered upon exercise of stock optimhs a
vesting of restricted stock to satisfy tax withhiolgs

Stock option exercises and restricted stock ves

Stocl-based compensatic

Tax deductions relating to stock-based compensati
(Note 9)

Issuance of common stock under employee stock
purchase pla

Balance, September 30, 20C

NIC INC.
CONSOLIDATED STATEMENT OF CHANGES IN SHAREHOLDERS' EQUITY
(UNAUDITED)

thousands
Additional
Common Stock Paid-in Accumulated
Shares Amount Capital Deficit Total

62,77¢ $ — 3 154,20( $ (86,98) $ 67,21¢
— 6 (6) _ —

62,77¢ 6 154,19 (86,987 67,21¢
— — — 11,62¢ 11,62¢
— — (19,15() — (19,15()
(95) — (64¢) — (64¢)
352 — 90 — a0
— — 2,121 — 2,121
— — 1,38¢ — 1,38¢
10E — 46E — 46E

63,14: $ 6 $ 138,46( $ (75,352 $ 63,11«

The accompanying Notes to Unaudited Consolidated Financial Statements are an integral part of these statements.
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NIC INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS
(UNAUDITED)
thousands

Nine-months ended
September 30

Cash flows from operating activitie
Net income $
Adjustments to reconcile net income to net caskigeal by operating activities, excluding the

effects of acquisitior
Depreciation & amortizatio
Stocl-based compensation expel
Application development contrac
Deferred income taxe
Nonrecurring gain on acquisition of business, ri¢aw (Note 3)
Loss on disposal of property and equipmn
Changes in operating assets and liabilities, natqtiisition:
(Increase) in trade accounts receive
(Increase) decrease in unbilled rever
Decrease (increase) in prepaid expenses & othegrtuasset
(Increase) in other asst
Increase in accounts payal
Increase in accrued expen:
Increase in other current liabilitis
(Decrease) increase in other I-term liabilities

Net cash provided by operating activit

Cash flows from investing activitie
Purchases of property and equipm
Capitalized internal use software development ¢
Purchases of investmer
Sales and maturities of investme
Acquisition of business (Note

Net cash (used in) provided by investing activi

Cash flows from financing activitie
Cash dividends on common stc
Proceeds from employee common stock purch
Proceeds from exercise of employee stock opt
Tax deductions related to st-based compensation (Note

Net cash used in financing activiti

Net increase in cash and cash equival
Cash and cash equivalents, beginning of pe

Cash and cash equivalents, end of pe $

Other cash flow informatior
Income taxes pai $

2009 2008
11,62¢ $ 9,22¢
5,347 2,64¢
2,121 1,82¢
(112) (107)
4,504 5,33z
(2,189 —
— 24
(2,286) (5,137)
(33) 372
24€ (14€)
(55) (10)
4,80( 7,63¢
4,14¢ 92¢
152 91€
(450) 322
27,82¢ 23,84
(2,459 (3,119
(400) (561)
— (1,000
— 11,67¢
(1,500
(4,359 6,99¢
(19,15() (15,709
465 28C
90 1,862
1,38¢ —
(17,20) (13,56))
6,26( 17,27t
60,37- 38,23
66,63, $ 55,51(
80C $ 577

The accompanying Notes to Unaudited Consolidated Financial Statements are an integral part of these statements.
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NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENT S

The consolidated interim financial statements aENic. and its subsidiaries (“NIC” or the “Compaipyricluded herein have been
prepared, without audit, pursuant to the rulesragdilations of the Securities and Exchange Comoms85EC”). Certain information and
disclosures normally included in financial statetsgrrepared in accordance with generally acceptedumting principles have been
condensed or omitted pursuant to such rules andagons. In managemestbpinion, the unaudited consolidated interim fiahstatemen
reflect all adjustments (which include only normedurring adjustments, except as disclosed) negegsaresent fairly the consolidated
financial position, results of operations and cielvs of the Company and its subsidiaries as oftdes and for the interim periods
presented. These unaudited consolidated finastzEtdments and notes should be read in conjungiibrthe audited consolidated financial
statements and related notes and Management'sd3iscuand Analysis of Financial Condition and Rissof Operations included in the
Company’s Annual Report on Form 10-K for the yaaaled December 31, 2008, filed with the SEC on Ma2h2009, and Item 2.
Management’s Discussion and Analysis of Financ@dition and Results of Operations included in frasm 10-Q. The consolidated
balance sheet data included herein as of Decemb@088 was derived from audited financial statedmut does not include all disclosures
required by accounting principles generally acagjitiehe United States of America.

The preparation of financial statements in conftymiith generally accepted accounting principleguiees management to make
estimates and assumptions that affect the amoeptsted in the consolidated financial statementsaaxtompanying notes. Actual results
could differ from those estimates. The resultspdrations for the three- and nimenth periods ended September 30, 2009 are nosserdy
indicative of the results to be expected for tHeyfeiar ending December 31, 2009.

1. THE COMPANY AND SUMMARY OF SIGNIFICANT ACCOUNTIN G POLICIES
The Company

NIC Inc. is a provider of eGovernment services tieps governments use the Internet to increaseniak efficiencies and provide a
higher level of service to businesses and citizéiitee Company accomplishes this currently throwghdivisions: its primary portal
outsourcing businesses and its software & senliosgesses.

In its primary portal outsourcing business, the @any designs, builds and operates Intebasted portals on behalf of state and |
governments desiring to provide access to goverhmtarmation and to complete government-basedstiations online. These portals
consist of Web sites and applications the Compasyttuilt that allow businesses and citizens tosegevernment information online and
complete transactions, including applying for anpierretrieving driver’s license records or filimggovernment-mandated form or report.
Operating under multiple-year contracts (see NMt®&EC markets the services and solicits userotopete government-based transactions
and to enter into subscriber contracts permittisgrsito access the portal and the government imttsmcontained therein in exchange for
transactional and/or subscription user fees. Thafg2amy manages operations for each contractualmeddtip through separate local
subsidiaries that operate as decentralized busisegth a high degree of autonomy. NIC's self-fngcbusiness model allows the Company
to reduce its government partners’ financial antht@logy risks and generate revenues by sharititigifees the Company collects from
eGovernment transactions. The Company’s governpeatriers benefit through gaining a centralizedi@mmer-focused presence on the
Internet, while businesses and citizens receiastef, more convenient and more cost-effective siaaimteract with governments. The
Company is typically responsible for funding uprfrinvestment and ongoing operational costs ofjtheernment portals.

The Company’s software & services businesses pilyriaclude its ethics & elections business andJtéform Commercial Code
(“UCC") and corporate filings software developménsiness. The Company’s ethics & elections busimekC Technologies, designs and
develops online campaign expenditure and ethicgptiante systems for federal and state governmesriags. Currently, NIC Technologies
is primarily engaged in servicing its contractshathe Federal Election Commission and the staMidfiigan. During the third quarter of
2009, NIC Technologies entered into a new contrattt the U.S. Department of Transportation, Fedbtalor Carrier Safety Administration
(“FMCSA”) to develop and manage a National Motori@a Pre-Employment Screening System.
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The contract has an initial one-year term, withrfeingle-year renewals at the option of the FMCSAe Company’s UCC and corporate
filings software development business, NIC Congusgirimarily a provider of software applicatioamsd services for electronic filings and
document management solutions for the Californizr&ary of State and is not actively marketingajpplications and services in respect of
new engagements. NIC offers UCC applications thinageveral of its state portals, typically throdlgé Secretary of State’s office; however,
transactional revenues associated with these apiplis are not associated with NIC Conquest anthaheded in portal revenues.

Basis of presentation

The Company classifies its revenues and cost @mass into two categories: (1) portal and (2) safen& services. The portal
category includes revenues from the Company’s didyg@s operating government portals under longiteontracts on an outsourced basis.
The software & services category includes reveipuiesarily from the Company’s software & servicesimesses. The primary categories of
operating expenses include: cost of portal reveraes of software & services revenues, sellingdgnaistrative, and depreciation &
amortization. Cost of portal revenues consistllafieect costs associated with operating governmpentals on an outsourced basis including
employee compensation (including stock-based cosgiem), telecommunications, merchant fees requogutocess credit card and
automated clearinghouse transactions, and all cthsts associated with the provision of dedicatiehicservice such as dedicated facilities.
Cost of software & services revenues consist oliadict project costs to provide software developtaad services such as employee
compensation (including stock-based compensatsucontractor labor costs, and all other direciggtacosts including hardware, software,
materials, travel and other out-of-pocket expensdling & administrative costs consist primawycorporate-level expenses relating to
human resource management, administration, infeom&tchnology, security, legal and finance, ahn@@dts of non-customer service
personnel from the Company’s software & servicesiriesses, including information systems and offece. Selling & administrative costs
also consist of stock-based compensation and catgptevel expenses for market development and pudltions. In 2009, selling &
administrative costs also include acquisition-edlatosts for the current portal management coningbe state of Texas. See Note 3 for
additional information regarding this acquisition.

Capitalized internal use software development carstsncluded in intangible assets in the Compacgisolidated balance sheets at
September 30, 2009 and December 31, 2008. Suctrdswwere previously included in other long-terraeds.

Certain amounts in the 2008 financial statementg li@en reclassified to conform to the 2009 prediemt
Fair Value Measurements

In September 2006, the Financial Accounting Stashsi&oard (“FASB”) issued authoritative guidancefor value measurements,
which defines fair value, establishes a frameworlknfieasuring fair value in generally accepted acting principles, and expands disclost
about fair value measurements. This authoritajiidance does not require any new fair value measemts, but provides guidance on how
to measure fair value by providing a fair valueriiehy used to classify the source of the inforomatiln February 2008, the FASB issued
authoritative guidance which allowed for the ded@iyhe effective date of the authoritative guidafarefair value measurements for one year
for all nonfinancial assets and liabilities, exctiyise that are recognized or disclosed at faueval the financial statements on a recurring
basis. The Company adopted the provisions of tgagce for financial assets and liabilities effeztianuary 1, 2008, and for nonfinancial
assets and liabilities effective January 1, 200Be adoption of these provisions did not have graichon the unaudited consolidated finar
statements of the Company.




Fair value is defined as the exit price, or the antahat would be received to sell an asset or fwaithnsfer a liability in an orderly
transaction between market participants as of thesawrement date. The guidance establishes aldwaldrierarchy that prioritizes the inputs
to valuation techniques used to measure the faievaf financial instruments. The valuation hietaris based upon the transparency of
inputs to the valuation of an asset or liabilityohshe measurement date. The three levels aneedkhs follows:

Level 1 Inputs to the valuation methodology are unadjusigated prices for identical assets or liabilitiesactive markets

Level 2 Inputs to the valuation methodology include qugigdes for similar assets and liabilities in actimarkets, and inputs tt
are observable for the asset or liability, eitheectly or indirectly, for substantially the fuktm of the financial
instrument.

Level 3 Inputs to the valuation methodology are unobservahd significant to the fair value measurem

A financial instrument’s categorization within thaluation hierarchy is based upon the lowest lef@put that is significant to the
fair value measurement. At September 30, 200mwdmber 31, 2008, the Company did not have amayial instruments that were
required to be measured at fair value.

Intangible Assets

The Company carries intangible assets at costlemsnulated amortization. Intangible assets anergdly amortized on a straight-
line basis over the estimated economic lives of#ispective assets. At each balance sheet datkeemrever changes in circumstances wat
the Company assesses the carrying value of inteng#sets for possible impairment based primarilyhe ability to recover the balances
from expected future cash flows on an undiscoubtesils. If the sum of the expected future cash flovan undiscounted basis were to be
less than the carrying amount of the intangible&ss) impairment loss would be recognized foratm@unt by which the carrying value of
intangible asset exceeds its estimated fair vallibere is considerable management judgment negessdetermine future cash flows, and
accordingly, actual results could vary significgritom such estimates. The Company has not recadgdmpairment losses on intangible
assets during the periods presented. See Note 4.

Earnings per Share

In June 2008, the FASB issued authoritative guidanaletermine whether instruments granted in shased payment transactions
are participating securities. Unvested share-bpagthent awards that contain non-forfeitable rigbtdividends or dividend equivalents
(whether paid or unpaid) are considered partiaigesecurities and are included in the computatfagaonings per share pursuant to the two-
class method for all periods presented. The twsscimethod is an earnings allocation formula tleats a participating security as having
rights to undistributed earnings that would otheenwhave been available to common shareholders Cohmany’s service-based restricted
stock awards contain non-forfeitable rights to diénds and are considered participating securifib® Company adopted this standard
effective January 1, 2009. Accordingly, servicedzhrestricted stock awards were included in thaulzion of earnings per share using the
two-class method for the three-and nine-month perended September 30, 2009 and 2008. Unvesté@desbased restricted shares totaled
approximately 1.1 million and 1.0 million at Septeen 30, 2009 and 2008, respectively. Basic easnigyg share is calculated by first
allocating earnings between common shareholderpariitipating securities. Earnings attributaledmmon shareholders are divided by
the weighted average number of common shares adtstaduring the period. Diluted earnings per sharcalculated by giving effect to
dilutive potential common shares outstanding dutireggperiod. The dilutive effect of stock opticarsd the employee stock purchase plan is
determined based on the treasury stock method.diliiteve effect of servicdsased restricted stock awards is based on the dilatere of the
treasury stock method or the two-class method asguanreallocation of undistributed earnings to owon shareholders after considering the
dilutive effect of potential common shares otherrtlthe participating unvested restricted awards.
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The following table sets forth the changes to th@gutation of basic and diluted earnings per sliardhousands, except per share
amounts):

Three months ended September 30,

2009 2008
As
Originally Effect of As
Reported Change Adjusted
Numerator:
Net income $ 4,12( $ 3,060 $ — $ 3,06(
Less: Income allocated to participating securi (67) — (45) (45)
Net income available to common shareholc $ 4,05 $ 3,060 $ (45 $ 3,01t
Denominator:
Weighted average shar— basic 63,06 62,72¢ — 62,72¢
Stock options and restricted sha 117 247 (137) 11C
Weighted average shar— diluted 63,17¢ 62,97: (137 62,83¢
Basic earnings per share:
Net income $ 0.06 $ 0.0t $ (0.00) $ 0.0t
Diluted net income per share:
Net income $ 0.0¢6 $ 0.0t $ (0.00 $ 0.0%
Nine months ended September 3(
2009 2008
As
Originally Effect of As
Reported Change Adjusted
Numerator:
Net income $ 11,62¢ $ 9,22¢ $ — $ 9,22¢
Less: Income allocated to participating securi (290) — (200) (200)
Net income available to common shareholc $ 11,33¢ $ 9,22¢ $ (200 $ 9,02¢
Denominator:
Weighted average shar— basic 62,93 62,44¢ — 62,44¢
Stock options and restricted sha 86 41F (175) 24C
Weighted average shar— diluted 63,01¢ 62,86¢ (179 62,68¢
Basic earnings per share
Net income $ 0.1¢ $ 0.1t $ (0.01) $ 0.14
Diluted net income per share:
Net income $ 0.1t $ 0.1t $ (0.00) $ 0.14

Outstanding stock options totaling approximately0P0O shares for each of the three- and nine-magtilogls ended September 30,
2008 were not included in the computation of diineeighted average shares outstanding becausesiezise prices were in excess of the
average stock price of the Company during the psriand would result in the options being antitdilet There were no outstanding stock
options excluded from the computation of dilutedghéed average shares outstanding during 2009.
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Concentration of credit risk

Financial instruments that potentially subject @@mmpany to significant concentrations of credik @ensist primarily of cash and
cash equivalents and accounts receivable. DuringeMber 2008, the Federal Deposit Insurance Catipar@FDIC”) adopted the
Temporary Liquidity Guarantee Program to strengtiheastor confidence and encourage liquidity inlthaking system by providing full
coverage on non-interest bearing deposit transaaticounts, regardless of dollar amount, for pigeting banks through December 31,
2009. At September 30, 2009, the amount of casleinestic non-interest bearing commercial checkirtmpunts was approximately $59.3
million, while the amount of cash held in interésaring sweep accounts and money market funds pypaexmately $7.3 million. The
Company attempts to limit its exposure to credislby investing the cash held in its sweep accamdsnoney market funds primarily in
U.S. government money market accounts that purddeSeagency instruments or direct obligationsheft).S. Treasury or repurchase
agreements secured by U.S. agency instruments Codimpany performs ongoing credit evaluations ofitstomers and generally requires no
collateral to secure accounts receivable.

Recent Accounting Pronouncements

In December 2007, the FASB revised the authorigagiidance for business combinations, and estahlisbw principles and
requirements for how the acquirer in a businessbioation recognizes and measures in its finanté&éments identifiable assets acquired,
liabilities assumed, and any noncontrolling intereghe acquiree; recognizes and measures goodedllired in the business combination or
a gain from a bargain purchase; and determines wftamation should be disclosed to enable usethefinancial statements to evaluate the
nature and financial effects of the business coatliin. The guidance changes the accounting tredtfoecertain specific acquisitiorelatec
items including: expensing acquisition-related s@s incurred, valuing non-controlling interestfaatvalue at the acquisition date, and
expensing restructuring costs associated with gnieed business. The guidance was effective ®®iGbmpany as of January 1, 2009 and
will be applied prospectively to business combimadithat have an acquisition date on or after Jarue2009. See Note 3.

In May 2009, the FASB issued authoritative guidawbéh establishes general standards of accoufdingnd disclosures of events
that occur after the balance sheet date but béfaecial statements are issued or are availabtetissued. Although there is new
terminology, the standard is based on the sameiplés as those that currently exist in the audiitandards. The guidance, which includ
new required disclosure of the date through whitkmtity has evaluated subsequent events, wasextibptthe Company during the interim
period ended June 30, 2009. The Company has patban evaluation of subsequent events throughmbee5, 2009.

2. OUTSOURCED GOVERNMENT PORTAL CONTRACTS

The Company’s outsourced government portal corgrgenerally have an initial term of three to fiveays with provisions for
renewals for various periods at the option of theggnment. The Company’s primary business obbgatinder these contracts is to design,
build and operate Internet-based portals on betigldovernments desiring to provide access to gaowent information and to complete
government-based transactions online. NIC typicaléykets the services and solicits users to comgleternment-based transactions and to
enter into subscriber contracts permitting the ts@rccess the portal and the government informatimtained therein in exchange for
transactional and/or subscription user fees. Tom@any enters into separate agreements with vaaigeiscies and divisions of the
government to provide specific services and to oohdpecific transactions. These agreements pradirfy establish the pricing of the
electronic transactions and data access serviedSdmpany provides and the division of revenuewdsen the Company and the government
agency. The government oversight authority must@pgpprices and revenue sharing agreements. Thg&uwy has limited control over the
level of fees it is permitted to retain. Any chasgnade to the amount or percentage of fees rdtaindlIC, or to the amounts charged for
services offered, could adversely affect the pabflity of the respective contract to NIC.

The Company is typically responsible for fundingftgnt investment and ongoing operational costhefgovernment portals, and
generally owns all the applications developed unidese contracts. After completion of a definedtiamt term, the government agency
typically receives a perpetual, royalty-free licens the applications for use only. If the Comparmgontract were not renewed after a defined
term, the government agency would be entitled ke taver the portal in place with no future obligatiof the Company.
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A government may terminate its contract prior t® éxpiration date upon specific cause events tieat@t cured within a specified
period and, in certain circumstances, upon padsiiglation. Eight contracts under which the Compprovides portal outsourcing services
can be terminated without cause on a specified@eri notice; collectively, revenues generatediftbese contracts represented 31% and
36% of the Company’s portal revenues for the tlamed nine-month periods ended September 30, 20§ ctvely. In the event that any of
these contracts would be terminated without catheeterms of the respective contract may requigegthvernment to pay a fee to the
Company in order to continue to use the Compargfsvare in its portal. In addition, the loss ofeoor more of the Company’s larger state
portal partners, such as Alabama, Arkansas, Cabofadiana, Kentucky, Tennessee, Texas, Utah aiiMa, as a result of the expiration,
termination or failure to renew the respective cactt if such partner is not replaced, could sigaiitly reduce the Company’s revenues and
profitability.

At September 30, 2009, the Company was bound Hgnpeance bond commitments totaling approximatelyp$4illion on certain
portal outsourcing contracts. Under a typical glacbntract, the Company is required to fully ingéinits government clients against claims
that the Company’s services infringe upon the lat&lial property rights of others and against ctaarising from the Comparg/performanc
or the performance of the Company’s subcontractoder the contract.

The following is a summary of the Company’s twetttyee outsourced state government portal conted@eptember 30, 2009
together with the year the Company commenced piryiservices to the state:

Year Services Contract Expiration Date
NIC Subsidiary Portal Web Site (State) Commenced (Renewal Options Through)
New Mexico Interactive, LL( TBD 2009 6/1/2010 (6/1/2013
Texas NICUSA, LLC www.TexasOnline.com (Texa 2009 8/31/201¢€
West Virginia Interactive www.WV.gov (West Virginia) 2007 6/30/201C
NICUSA, AZ Division www.AZ.gov (Arizona) 2007 6/26/2010 (6/26/201:
Vermont Information Consortiut www.Vermont.gov (Vermont 2006 10/14/2012
Colorado Interactiv www.Colorado.gov (Coloradc 2005 5/19/2010 (5/19/201¢
South Carolina Interactiv www.SC.gov (South Carolin: 2005 7/15/2014
Kentucky Interactive www.Kentucky.gov (Kentucky 2003 8/19/2012 (8/19/201¢
Alabama Interactivi www.Alabama.gov (Alabame 2002 2/28/2010 (2/28/2012
Rhode Island Interactiv www.RI.gov (Rhode Islanc 2001 8/7/2010 (8/7/2012
Oklahoma Interactiv www.OK.gov (Oklahoma 2001 11/30/200¢
Montana Interactivi www.MT.gov (Montana 2001 12/31/201C
NICUSA, TN Division www.TN.gov (Tennesset 2000 8/27/201C
Hawaii Information Consortium www.Hawaii.gov (Hawaii) 2000 1/3/2013 (unlimited 3-year

renewal options

Idaho Information Consortiut www.ldaho.gov (Idaho 2000 6/30/2011 (6/30/201%
Utah Interactive www.Utah.gov (Utah 1999 6/5/2013 (6/5/2019
Maine Information Networl www.Maine.gov (Maine 1999 3/14/2012 (3/14/201¢
Arkansas Information Consortiu www.Arkansas.gov (Arkansa 1997 6/30/201C
lowa Interactive www.lowa.gov (lowa 1997 3/31/2011 (3/31/201z
Virginia Interactive www. Virginia.gov (Virginia) 1997 8/31/201z2
Indiana Interactivi www.IN.gov (Indiana) 1995 6/30/2010 (6/30/201¢
Nebraska Interactiv www.Nebraska.gov (Nebrask 1995 1/31/201C
Kansas Information Consortiu www.Kansas.gov (Kansa 1992 12/31/2012 (12/31/201¢

During the third quarter of 2009, the Company eedénto a new seven-year contract with the stafeeshs to manage the state’s
official government portal. The new contract comegs on January 1, 2010 and runs through August@®@8. As discussed in Note 3, the
Company acquired the current portal managementacstfor the state of Texas during the secondteuaf 2009, which contracts expire on
December 31, 2009, except that certain master walér projects expire on August 31, 2012 and atteester work order projects expire on
August 31, 2014. The new seven-year contract camomg January 1, 2010 will have terms substantidifierent than the current Texas
portal management contracts acquired in the seqoader of 2009. The Company also received a hesetyear contract from the state of
Kentucky, which includes options for the governmenéxtend the contract for three additional onaryenewal terms.
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3. ACQUISITION OF BUSINESS

On May 29, 2009, the Company, through its indireleolly-owned subsidiary Texas NICUSA, LLC (“TXNICWS), completed the
acquisition of certain assets from BearingPoint, ['BearingPoint”), including the current portahmagement contract for TexasOnline, the
official Web site of the state of Texas, througtcBmber 31, 2009. The acquired assets were pBearingPoint’s North American Public
Services Unit which BearingPoint previously agréedell to Deloitte LLP (“Deloitte”) pursuant to #sset Purchase Agreement dated
March 23, 2009 (“Asset Purchase Agreement”). Begddint had previously filed for relief under Chapt1 of the U.S. Bankruptcy Code in
February 2009. Pursuant to the terms of the ARsathase Agreement, Deloitte designated the Comastiye acquirer of certain designated
contracts and assets, and the Company acquirgdtiis to the designated contracts and the assetslg from BearingPoint.

The assets acquired by the Company included &kafingPoint’s right, title and interest in andhe following:

(1) the Texas Electronic Framework Agreement dated M&000, as amended and renewed, between the Bepardf Information
Resources, an agency of the state of Texas (“DEiY, the predecessor to BearingPoint (“Framewonledgent”), and related
service level agreements with various governmegahcies and entities in the State of Texas (“Servevel Agreements”) (all of
which expire on December 31, 200

(2) the Master Work Order Agreement dated May 17, 200&ster Work Order”), including the underlying Mas Work Order
Projects attached thereto as exhibits (“Master Wandker Projects”), between the DIR and BearingP@iith certain Master Work
Order Projects expiring August 31, 2012 and oteepring August 31, 2014); ar

(3) certain contracts with subcontractors and serviogigers relating to the provision of products @edvices pursuant to Framework
Agreement, the Service Level Agreements and thadviggork Order. In addition, the Company is licexgsirom Deloitte certain
intellectual property relating to the acquired caots.

The Company paid Deloitte $1.5 million in cash xtleange for the designation of the Company asc¢heieer of the designated
contracts and assets from BearingPoint. The Coynfuartled the purchase price from its existing gaslources. In addition, the Company
has designated Deloitte as the subcontractor daicerf the Master Work Order Projects under thestdaWork Order.

The acquisition was accounted for under the puehasthod of accounting. Accordingly, net assetewecorded at their estimated
fair values. The preliminary fair value of the idiéiable assets acquired and liabilities assume@eded the fair value of the consideration
paid, resulting in a bargain purchase. Consequeh# Company reassessed the recognition and mesasnt of identifiable assets acquired
and liabilities assumed and concluded that theataln procedures and resulting measures approjrigttected all available information as
of the acquisition date. As a result, the Compatpgnized a preliminary, nonrecurring gain of appmately $2.2 million (net of tax) in the
second quarter of 2009, which is included in gairaoquisition of business (net of tax) in the coidated statement of income for the nine-
month period ended September 30, 2009. The atiguisesulted in a gain in part because of Delsittkesire to designate a buyer for certain
assets to be acquired from BearingPoint prior éoclbsing of all of the transactions contemplatedear the Asset Purchase Agreement with
BearingPoint and because NIC was one of the fewpammas in the eGovernment portal management industin the requisite experience to
be considered as a potential buyer.
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The Company is currently in the process of finaligthe valuation for certain acquired assets; theggthe fair value measurements
at May 29, 2009 and the gain on acquisition of hess$ are preliminary and subject to further adjestm The allocation of the purchase price
to the assets acquired will be finalized as necgssa to one year after the acquisition closintedas information becomes available. Based
on additional information the Company obtained dgithe three-month period ended September 30, 2009;ompany recorded an
immaterial retroactive adjustment to the fair vatueasurement for prepaid expenses & other curematts. The following table summarizes
the preliminary purchase price allocation of negible and intangible assets acquired (in thougands

May 29, 2009

Intangible assets subject to amortizati

Rights to the Framework Agreeme $ 3,94(

Rights to the Master Work Ord 1,05(C
Total intangible asse 4,99(
Prepaid expenses & other current as 111
Accrued expense (119
Other current liabilitie (129
Deferred tax liability on nonrecurring gain on aisifion of busines: (1,179
Net assets acquire 3,68¢
Purchase pric 1,50(¢
Nonrecurring gain on acquisition of business (ri¢ar) $ 2,18¢

Upon acquisition, the Company recorded a defeardiability of approximately $1.2 million related the excess of the book value
of net assets acquired over the tax basis. AteBamtr 30, 2009, the balance of the deferred taxitiawas approximately $0.5 million and
included in deferred income taxes, net, a nonctiasset in the consolidated balance sheet.

Results of operations of the acquired businessidted in the Company’s consolidated statementsooinme for the three- and nine-
month periods ended September 30, 2009 were asvil(iin thousands):

Three months Nine months
ended September ended September
30, 2009 30, 2009
Portal revenue $ 8,77F $ 11,65¢
Operating expense
Cost of portal revenue 5,622 7,65¢
Nonrecurring gain on acquisition of business (ri¢ap) — (2,189
Depreciation and amortizatic 1,76¢ 2,39¢
Total operating expens 7,391 7,87(C
Operating income/income before income ta 1,38 3,78¢
Income tax expens (515) (599
Net income $ 867 $ 3,18

The Company recognized approximately $0.5 millibaaquisition-related costs, including legal, aatting, and valuation services,
in the second quarter of 2009. These costs aheded in selling & administrative expenses in tbesolidated statements of income for the
nine-month period ended September 30, 2009. Thep@ay’s rights under the Framework Agreement amdiSeLevel Agreements will be
amortized over seven months and the Company’ssrighdler the Master Work Order will be amortizedrd®@ months, reflecting the
remaining contract terms for the agreements. additional information on the Company’s intangibisets, see Note 4.
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The following unaudited pro forma information preteconsolidated financial results as if the adtjaiswas completed as of
January 1, 2009 and 2008, respectively. This supehtal pro forma information has been prepareddorparative purposes only and is not
intended to be indicative of what the Company’siitssvould have been had the acquisition been ceteglon January 1, 2008 or January 1,
2009, nor does it purport to be indicative of antufe results.

Nine months endec
September 30,

(in thousands, except per share date 2009 2008
Revenue: $ 110,84: $ 101,65¢
Net income 12,157 12,36¢
Net income per common she
Basic $ 0.1¢ $ 0.2C
Diluted $ 0.1¢ $ 0.2C

These amounts have been calculated after applgsn@ompany’s accounting policies and adjustingéselts to reflect the $2.2
million nonrecurring gain on acquisition of busiaéret of tax) and additional amortization expethse¢ would have been incurred assuming
the fair value adjustments to the net assets aadjhiad been applied from January 1, 2009 or 2G08pplicable, together with the
consequential tax effects.

4. INTANGIBLE ASSETS

Intangible assets as of September 30, 2009 andnflEre31, 2008 consisted of the following (in thowds):

September 30, 200! December 31, 200:
Gross Net Gross Net
Carrying Accumulated Book Carrying Accumulated Book Useful
Value Amortization Value Value Amortization Value Life
Rights to the Framework
Agreement (Texas $ 394 $ (2289 $ 1651 $ — % — 9 — 7 months
Rights to the Master Work
Order (Texas 1,05(C (2120 94C — — — 39 months
Capitalized softwar 1,95¢ (804) 1,152 1,55¢ (450 1,10t 36 months
$ 6,94 $ (3,209 $ 374: $ 155 $ (450 $ 1,10¢

Amortization expense totaling approximately $1.9ion and $2.8 million for the three- and ningenth periods ended Septembel
2009, respectively, is included in depreciation antbrtization in the consolidated statements afime. Amortization expense totaling
approximately $0.1 million and $0.2 million for thteree- and nine-month periods ended Septemb&0B®, respectively, is included in
depreciation and amortization in the consolidatatements of income. The Company expects to rézegpproximately $1.7 million of
intangible asset amortization expense relateda@dtquisition of contracts with government agenitidbhe state of Texas as described in !
3 and approximately $0.1 million of intangible @ssmortization expense related to capitalized safénduring the fourth quarter of 2009. 7
estimated amortization expense related to intaagibbets in future years is as follows (in thousand

Fiscal Year

2010 $ 73C
2011 56€
2012 26¢

$ 1,56¢
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5. DEBT OBLIGATIONS AND COLLATERAL REQUIREMENTS

On May 1, 2009, the Company entered into an amenttoextend its $10 million unsecured revolvingdit agreement with a bai
to May 1, 2011. This revolving credit facility available to finance working capital, issue let@frsredit and finance general corporate
purposes. The Company can obtain letters of che@ih aggregate amount of $5 million, which reduitee maximum amount available for
borrowing under the facility. Interest on amountsrowed is payable at a base rate or a Eurodeitay in each case as defined in the
agreement. The base rate is equal to the hightedfederal Funds Rate plus 0.5% or the bank’'seprate. Fees on outstanding letters of
credit are either 1.50% (if the Company’s consaéddeverage ratio is less than or equal to 1.26x.1).75% (if the Company’s consolidated
leverage ratio is greater than 1.25:1) of faceeg@ler annum. The Company paid a one-time upfembf $37,500 related to the credit
facility amendment.

The terms of the agreement provide for customaryesentations and warranties, affirmative and megabvenants and events of
default. The Company also is required to maintaimpliance with the following financial covenaniis ¢ach case, as defined in the
agreement):

»  Consolidated minimum annual EBITDA of at least $diflion, computed quarterly on a rolling 12-monthsis
»  Consolidated tangible net worth of at least $36iomil
e  Consolidated maximum leverage ratio of 1.5:1

The Company was in compliance with each of the pants listed above at September 30, 2009. The @oynigsues letters of cre
as collateral for performance on certain of itssoutced government portal contracts, as collateralertain performance bonds and as
collateral for certain office leases. The Comphag never had any defaults resulting in draws efopeance bonds or letters of credit. In
total, the Company and its subsidiaries had unoséstanding letters of credit of approximately $thilion at September 30, 2009 and
December 31, 2008. The Company had $3.7 millicevailable capacity to issue additional lettersretit and $8.7 million of unused
borrowing capacity at September 30, 2009 undefatity. The credit agreement expires in May 20However, letters of credit may have
an expiration date of up to one year beyond thératxpn date of the credit agreement.

6. COMMITMENTS AND CONTINGENCIES
SEC Investigation

As further discussed in Note 8 in the Notes toGbesolidated Financial Statements included in thm@any’s Form 10-K for the
year ended December 31, 2008, filed with the SE®larch 13, 2009, the Company has been the subfjert mformal SEC inquiry ¢
expense reporting by certain officers of the Conypamd certain potentially related matters. In catio@ with that inquiry, a review was
undertaken by the Audit Committee of the CompamBdard of Directors, with the assistance of outsidégpendent counsel, which focused
on such expense reporting. The review revealedetiia@nse reimbursement deficiencies occurred dtinegeriod from January 2004
through October 2006 (the “Review Period”) relatiedeffery S. Fraser, who was then the Company&r@tan of the Board and Chief
Executive Officer, that these expense reimbursemiefitiencies were isolated to Mr. Fraser and thatmount of such deficiencies was not
material to the Company’s financial condition ocsults of operations. During the second quart&08B, the Company received notice from
the SEC that a formal order of investigation hadrbissued with respect to these matters. As iuémstly the case in such situations, the SEC
has taken the step of obtaining a formal ordenweéstigation to ensure the thoroughness of itssiigation. The Company believes the
investigation conducted by NIC’s Audit Committeesithorough and independent and it is not anticgptitet the SEC investigation will
reveal any significant additional instances of ey@rting of expenses by employees during the Reliesiod. However, the SEC
subsequently expanded the scope of its inquiry veisipect to Mr. Fraser to cover the period comnmnaiith the Company’s initial public
offering in 1999 through the beginning of the Rewieeriod (the "Extended Review Period"). The NIGd&k Committee is currently
conducting its own review of expense reimbursemenhtdr. Fraser during the Extended Review Periadliarunable at this time to comment
on the extent of any misreporting of expenses dutiat period. There can be no assurance thatBEev8Il not take any action that could
adversely affect the Company as a result of theéarsait is reviewing.
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Litigation

The Company is involved from time to time in legabceedings and litigation arising in the ordineoyrse of business. However,
the Company is not currently involved with any legeceedings.

7. SHAREHOLDERS’ EQUITY

On May 7, 2009, the Company completed a reincotjfmrdrom the state of Colorado to the state ofadelre pursuant to a plan of
conversion, as approved by the shareholders atrtheal meeting of shareholders held on May 5, 2Fa@8lowing the reincorporation, the
Company was deemed for all purposes of the lawlseo$tates of Delaware and Colorado to be the smtity as prior to the reincorporation.
The reincorporation did not result in any changthanname, federal tax identification number, bes# physical location, assets, liabilities or
net worth of the Company. The reincorporation dit result in a change in the trading status ofGbepany’s common stock, which
continues to trade on the NASDAQ Global Select Matknder the symbol “EGOV.” In addition, the reirnporation did not affect any of the
Company’s material contracts with any third partlesaccordance with the plan of conversion, threalors and executive officers of the
Company continue to serve for the terms for whieytwere elected or appointed. The reincorporatidmot alter any shareholder’s
percentage ownership interest or number of shdresnamon stock owned in the Company. Pursuantdgtan of conversion, each share of
common stock in the Colorado-incorporated Companypar value, automatically converted into one sledicommon stock in the Delaware-
incorporated Company, par value $0.0001 per shareordingly, shareholders were not required to utadke any exchange of the Company’
shares of common stock. In addition, each outstandption to purchase shares of the Colorado-iraratpd Company’s common stock
under the Compang’stock benefit plans automatically converted ant@ption to purchase the same number of sharesnofon stock of tt
Delaware-incorporated Company. As a result ofctienge in par value of the Company’s common stiliekCompany reclassified
approximately $6,000 from additional paid-in capitecommon stock in its consolidated balance sheBtecember 31, 2008. For additional
information on the Company’s reincorporation to &ehre, refer to the Company’s Form 8-K filed witle ISEC on May 11, 2009.

On February 3, 2009, the Company’s Board of Dinectizclared a special cash dividend of $0.30 paresipayable to shareholders
of record as of February 17, 2009. The divideatiling approximately $19.2 million, was paid orbReary 27, 2009 on 62,792,786
outstanding shares of common stock.dividend equivalent of $0.30 per share was akld pimultaneously on 1,040,446 unvested shares of
service-based restricted stock granted under timep@oy’s 2006 Stock Option and Incentive Plan. dik&lend was paid out of the
Company’s available cash.

The dividend may result in a partial return of ¢algio shareholders, with the balance being taxtb#hareholders as a qualified
dividend. The exact amount of the return of capitany, is dependent on the earnings and profithe Company through the end of its
2009 fiscal year.

8. UNCERTAIN TAX POSITIONS

The Company, along with its wholly owned subsidiarifiles a consolidated U.S. federal income taxrneand separate income tax
returns in many states throughout the U.S. The f@amy's tax returns are not currently under examinatipary of these tax authorities. T
Company remains subject to U.S. federal examindtiothe tax years ended on or after December 3062 State income tax returns are
generally subject to examination for a period oééhto five years after filing of the respectiveura.
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A reconciliation of the beginning and ending amoafnthe consolidated liability for unrecognizedamee tax benefits is as follows
(in thousands):

Three months ended Nine months ended
September 30, September 30,
2009 2008 2009 2008
Beginning balanc $ 46€ % 714 $ 46€ % 714
Additions for tax positions of prior yea 1 1 1 1
Expiration of the statute of limitatior (13€) (247) (13€) (247)
Ending balanci $ 332 $ 46 % 332 $ 46¢

All of the Company’s unrecognized income tax bemsefiould affect the Company’s effective tax rateeifognized. For the three-
and nine-month periods ended September 30, 200%9athility for unrecognized income tax benefitedmsed by approximately $0.1 million
for tax years that have closed. For the three-raimelmonth periods ended September 30, 2008ijahitity for unrecognized income tax
benefits decreased by approximately $0.2 milliathee Company considered additional informatioatiey to its uncertain tax positions. It
is expected that the amount of unrecognized taefitsrwill change in the next 12 months. Howevbke, Company does not expect the
change to have a significant impact on its resflgperations or financial condition.

The Company recognizes accrued interest and pesalsisociated with uncertain tax positions asgfai$ income tax provision in
the consolidated statements of income. At Septe®®e2009 and 2008, accrued interest and penaltuats were not material.

9. STOCK BASED COMPENSATION
Restricted Stock

During the third quarter of 2009, the Board of Rims of the Company granted certain managemeet-vployees and non-
employee directors service-based restricted staekds totaling 292,465 shares, with a grant-datevéue of $7.91 per share, totaling
approximately $2.3 million. During the nine-momtériod ended September 30, 2009, the Board of Direof the Company granted certain
management-level employees, executive officersrmmdemployee directors service-based restrictatk stwvards totaling 481,648 shares,
with a grant date fair value totaling approximat®8:4 million. Such restricted stock awards vesgibning one year from the date of grant in
cumulative annual installments of 25%. Restridtatk is valued at the date of grant, based oxlteéng market price of the Company’s
common stock, and expensed using the straightaliginod over the requisite service period.

During the first quarter of 2009, the Board of Ri@'s of the Company also granted certain execufifieers performance-based
restricted stock awards pursuant to the termseobmpany’s executive compensation program totdlBf145 shares, with a grant date fair
value of $5.52 per share, totaling approximatelp$tillion. Shares granted represent the maximumber of shares able to be earned by
the executive officers at the end of a three-yeafopmance period ending December 31, 2011. Theahoumber of shares earned will be
based on the Company'’s performance related toolf@ving performance criteria over the performapeeiod:

e Operating income growth (three-year compound angi@adith rate) — 25% weighting
e  Total revenue growth (three-year compound annuaitr rate) — 25% weighting
e Cash flow return on invested capital (three-yearage) — 50% weighting
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At the end of the three-year period, the executifieers will receive a number of shares per tHfeing schedule of threshold,
target or superior Company performance for thequarnce criteria:

Performance Levels

Performance Threshold Threshold Target Superior

Operating income growth (thr-year compound annual growth ra 15% 20% 25%
Total revenue growth (thr-year compound annual growth ra 15% 20% 25%
Cash flow return on invested capital (tF-year average 15% 20% 25%

For each performance criteria, no shares will barded if threshold performance is not achieved,ramddditional shares will be
awarded for performance in excess of the supegiall For amounts between the threshold and téegels or between the target and
superior levels, straight line interpolation, roeddip to the next whole share, will be used tordatee the portion of the award that becomes
vested. Performance-based restricted stock igdatithe date of grant, based on the closing marlee of the Company’s common stock,
and expensed over the requisite service periodnbieg on the date of grant, based upon the prababinber of shares expected to vest.

The following table presents stock-based compemsatkpense included in the Company’s consolidatsements of income for the
three- and nine-month periods ended Septemben3@dusands):

Three months endec Nine months endec
September 30, September 30,
2009 2008 2009 2008

Cost of portal revenues, exclusive of depreciaficamortization $ 167 $ 18z $ 52¢ $ 52¢
Cost of software & services revenues, exclusiveapfreciation

and amortizatiot 8 11 25 21
Selling & administrative 55E 407 1,54¢ 1,212
Stocl-based compensation expense before income 73C 601 2,10z 1,761
Income tax benef (285) (235) (821) (68€)
Net stocl-based compensation expel $ 445 $ 36€ $ 1,28: $ 1,07t

Income Taxes

Under authoritative guidance related to the acdogrfor stock-based compensation, the Companyrigitted to recognize a credit
to additional paid-in capital for federal incoma tieductions, or windfall tax benefits, resultimgrfi the exercise of non-qualified stock
options or vesting of restricted stock if such walldtax benefits reduce income taxes payableloahg the with-and-without approach for
utilization of tax attributes, which results in wlfiall tax benefits being utilized after utilizatiaf available tax NOL carryforwards to offset
current year taxable income, the Company incredséstred tax assets and additional paid-in cafutavindfall tax benefits totaling
approximately $0.4 million and $1.4 million duritige three- and nine-month periods ended Septenth@089.

10. REPORTABLE SEGMENTS AND RELATED INFORMATION

The Company’s two reportable segments consiss@ittsourced Portal businesses and Software & G&srbiusinesses. The
Outsourced Portals segment includes the Compani'sidiaries operating outsourced government poatadisthe corporate divisions that
directly support portal operations. The Softwar&&vices segment primarily includes the Compaath&cs & elections filings business
(NIC Technologies), which designs and developsneniampaign expenditure and ethics compliancersgster the Federal Election
Commission and the state of Michigan, and the CayisdJCC and corporate filings software developmarginess (NIC Conquest), which
provides software applications and services fartedaic filings and document management solutionthé California Secretary of State.
Each of the Company’s Software & Services busiressan operating segment and has been aggregdiaunt the
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Software & Services reportable segment. Unallocategorate-level expenses are reported in the él@tion of the segment totals to the
related consolidated totals as “Other Reconciltegnk.” There have been no significant intersegrransactions for the periods reported.

The measure of profitability by which managemeraleates the performance of its segments and aflscasources to them is
operating income (loss). Segment asset or otlggnset balance sheet information is not presentédet@ompany’s chief operating decision
maker. Accordingly, the Company has not preseimi@imation relating to segment assets.

The table below reflects summarized financial infation concerning the Compasy'eportable segments for the three months e
September 30 (in thousands):

Software Other
Outsourced & Reconciling Consolidated
Portals Services Items Total

2009

Revenue: $ 36,23t $ 1,01¢ $ — 3 37,25¢
Costs & expense 22,62¢ 737 4,54: 27,90¢
Depreciation & amortizatio 2,65¢ 17 104 2,77¢
Operating income (los: $ 10,95! $ 264 $ (4,647 $ 6,57(
2008

Revenue: $ 24,147 $ 794 $ — 24,94:
Costs & expense 14,31¢ 411 4,83: 19,56:
Depreciation & amortizatio 782 24 97 903
Operating income (los: $ 9,04¢ $ 35¢ ¢ (4,930 $ 4 47"

The following is a reconciliation of total segm@merating income to total consolidated income lefocome taxes for the three
months ended September 30 (in thousands):

2009 2008
Total operating income for reportable segm:e $ 6,57C $ 4,47¢
Interest incom 3 14C
Consolidated income before income ta $ 6,57 $ 4,61(
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The table below reflects summarized financial infation concerning the Company’s reportable segnfenthie nine months ended
September 30 (in thousands):

Software Other

Outsourced & Reconciling Consolidated
Portals Services Items Total

2009
Revenue: $ 93,40¢ $ 3,05¢ $ — $ 96,46¢
Costs & expense 57,64¢ 2,25¢ 15,27¢ 75,17¢
Depreciation & amortizatio 4,99¢ 48 30t 5,34
Nonrecurring gain on acquisition of business

of tax) (2,189 — — (2,189
Operating income (los: $ 32,95( $ 754 $ (15,58() $ 18,12«
2008
Revenue! $ 72,56 $ 2,75¢ $ — $ 75,32:
Costs & expense 42,44( 2,282 13,47¢ 58,20(
Depreciation & amortizatio 2,314 66 26€ 2,64¢
Operating income (lost $ 27,81( $ 41C $ (13,746 $ 14,47/

The following is a reconciliation of total segmeamterating income to total consolidated income leefocome taxes for the nine
months ended September 30 (in thousands):

2009 2008
Total operating income for reportable segm:e $ 18,12« $ 14,47
Interest incom: 48 58¢
Other expense, n — (24)
Consolidated income before income ta $ 18,17: $ 15,03¢
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ITEM 2. MANAGEMENT’'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS
FORWARD-LOOKING STATEMENTS

“Safe Harbor” statement under the Private Securltidgation Reform Act of 1995: Statements in tQisarterly Report on Form 10-
Q regarding NIC and its business, which are nateziror historical facts, are “forward-looking statents” that involve risks and
uncertainties. Forward-looking statements incluml#,are not limited to, statements of plans arjdailves, statements of future economic
performance or financial projections, statementassumptions underlying such statements, and statsrof the Company’s or
management’s intentions, hopes, beliefs, expecmitio predictions of the future. For example estants like we “expect,” we “believe,” we
“plan,” we “intend” or we “anticipate” are forwarndoking statements. Investors should be awaredahiaactual operating results and finan
performance may differ materially from our express&pectations because of risks and uncertainbiestahe future including those risks
discussed in this Quarterly Report on Form 10-Qiaraur 2008 Annual Report on Form 10-K filed wilte Securities and Exchange
Commission (“SEC”) on March 13, 2009.

There are a number of important factors that coalgse actual results to differ materially from thssggested or indicated by such
forward-looking statements. These include, amdhgrs, NIC’s ability to successfully integrate ini® operations the recently acquired
current portal management contracts and the netalpuanagement contract with government agenciésistate of Texas, which are
discussed in Notes 2 and 3 in the Notes to the ditediConsolidated Financial Statements includetisnForm 10-Q); the success of the
Company in signing contracts with new states angégonent agencies, including continued favorableegament legislation; NIG ability tc
develop new services; existing states and ageadi@gsting those new services; acceptance of eGowrnservices by businesses and
citizens; competition; and general economic coaddi(including the recent deterioration in geneainomic conditions) and the other fac
discussed under “CAUTIONS ABOUT FORWARD LOOKING STEMENTS” in Part | and “RISK FACTORS” in Part | gin 1A of NIC’s
2008 Annual Report on Form 10-K filed on March 2809 with the SEC. Investors should read all eséhdiscussions of risks carefully.

We will not necessarily update the informationhistQuarterly Report on Form 10-Q if any forwadodking statement later turns ¢
to be inaccurate. Investors are cautioned not tapdue reliance on any forward-looking statement.

WHAT WE DO — AN EXECUTIVE SUMMARY

We are a leading provider of eGovernment servicashelp governments use the Internet to reduds eosl provide a higher level
of service to businesses and citizens. We accomtflis currently through two divisions: our corafaboutsourcing businesses and our
software & services businesses.

In our core business, portal outsourcing, we entercontracts primarily with state governments dedign, build and operate Web-
based portals on their behalf. Currently, we havr@rects to provide portal outsourcing service2f®states. We enter into long-term
contracts, typically three to five years, and managerations for each government partner througaraée subsidiaries that operate as
decentralized businesses with a high degree ohautg. Our portals consist of Web sites and appticatthat we build, which allow
businesses and citizens to access government iafimmonline and complete transactions, includipglging for a permit, retrieving driver’s
license records or filing a form or report. We higlprease our government partners’ revenues byrnekpg the distribution of their
information assets and increasing the number ahfifal transactions conducted with governments. dd/ghis by marketing portal services
and soliciting users to complete government-basetsactions and to enter into subscriber contthatspermit users to access the portal and
the government information contained therein inhexge for transactional and/or subscription uses.féVe are typically responsible for
funding up-front investment and ongoing operatiawats of the government portals. Our unique fsgléling business model allows us to
reduce our government partners’ financial and tetdgy risks and obtain revenues by sharing in ¢&s fgenerated from eGovernment
services. Our partners benefit because they geémtralized, customer-focused presence on thentteBusinesses and citizens gain a faster,
more convenient and more cost-effective meanstévdnt with governments.
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On behalf of our government partners, we entersefmarate agreements with various agencies anglatigiof the government to
provide specific services and to conduct speaifingactions. These agreements preliminarily estaliie pricing of the transaction and data
access services we provide and the division ofmees between the Company and the government agEneygovernment must approve
prices and revenue sharing agreements. We havediroontrol over the level of fees we are permittetketain. Any changes made to the
amount or percentage of fees retained by us, tret@mounts charged for the services offered, cadiersely affect the profitability of the
respective contract to us. We generally own a@lapplications developed under these contractsr &limpletion of a defined contract term,
the government agency typically receives a perpetoygalty-free license to the applications for wsdy. If our contract were not renewed
after a defined term, the government agency woaldrtitled to take over the portal in place withfutuire obligation of the Company. In
some cases, we enter into contracts to provideuttimg, application development and portal manag®rservices to governments in
exchange for an agreed-upon fee.

A government may terminate its contract prior t éxpiration date upon specific cause events tieat@t cured within a specified
period and, in certain circumstances, upon passblggislation. Eight contracts under which wepde portal outsourcing services can be
terminated without cause on a specified periodotice; collectively, revenues generated from thageracts represented 31% and 36% o
portal revenues for the three and nmenth periods ended September 30, 2009, respeactilrelthe event that any of these contracts wael
terminated without cause, the terms of the respecibntract may require the government to pay adess in order to continue to use our
software in its portal. In addition, the loss ofecor more of our larger state portal partnersh sascAlabama, Arkansas, Colorado, Indiana,
Kentucky, Tennessee, Texas, Utah or Virginia, essalt of the expiration, termination or failurertmew the respective contract, if such
partner is not replaced, could significantly redace revenues and profitability.

Texas Portal Management Contracts

As discussed in Note 3 in the Notes to the Unadditensolidated Financial Statements, we acquireatthrent portal management
contracts for the state of Texas during the secpradter of 2009, which contracts expire on Decen3tie2009, except that certain master
work order projects expire on August 31, 2012 athetiomaster work order projects expire on August2®i4 (collectively, the “Acquired
Texas Contracts”).

As discussed in Note 2 in the Notes to the Unadditensolidated Financial Statements, during threl tiiiarter of 2009 we entered
into a new seven-year contract with the state aa¥@¢o manage the state’s official government péitte “New Texas Contract”). The New
Texas Contract commences on January 1, 2010 asdhrough August 31, 2016. We will not begin eagnievenues under the New Texas
Contract until 2010. The New Texas Contract wildéerms substantially different than the Acquifexas Contracts.

REVENUE RECOGNITION

We classify our revenues and cost of revenuestwiccategories: (1) portal and (2) software & seegi The portal category
includes revenues and cost of revenues primaniy four subsidiaries operating government portalaronutsourced basis. The software &
services category includes revenues and cost ehtms primarily from our ethics & elections busgesdth the Federal Election Commission
and the state of Michigan and our UCC and corpdititgs business with the California SecretarySvate. We currently derive revenues
from three main sources: transaction-based faas, dnd materials-based fees for application dewedop, and fixed fees for portal
management services. Each of these revenue tppab@ corresponding business models are furtresrithed below.

Our portal outsourcing businesses

We categorize our portal revenues according tattteerlying source of revenue. A brief descriptidreach category follows:

« DMV transactionrbased these are transaction fees from the sale ofreleictaccess to driver history records, referreds®@MV
records, from our state portals to data reseliessirance companies and other pre-authorized cestoom behalf of our state
partners, and are generally predictable and rexyrri

. Non-DMYV transactiorbased these are transaction fees from sources otharthieasale of DMV records, for transactions conedct
by business users and consumer users through datgp@nd are generally
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predictable and recurring. For a representatstenty of non-DMV services we currently offer thrdugur portals, refer to Part |,
Item 1 in our Form 10-K for the year ended Decen#igr2008, filed with the SEC on March 13, 2009.

» Portal managementthese are revenues from the performance of figegortal management services for our governiparhers
in the states of Arizona and Indiana, and are gdliyegpredictable and recurring.

»  Portal software developmenthese are revenues from the performance of aggit development projects and other time and
materials services for our government partners.léWie actively market these services, they dohaot the same degree of
predictability as our transaction-based or portahagement revenues. As a result, these reveneies@uded from our recurring
portal revenue percentage.

Our software & services businesses

NIC Technologie:

Our ethics & elections business, NIC Technologiestently derives the majority of its revenues frime and materials application
development and maintenance outsourcing contracksexognizes revenues as services are provide&egtember 30, 2009, our ethics &
elections business was primarily engaged in sewyiits contracts with the Federal Election Commoisgind the state of Michigan. During
the third quarter of 2009, NIC Technologies enténéol a new contract with the U.S. Department afrigportation, Federal Motor Carrier
Safety Administration (“FMCSA”) to develop and maeasa National Motor Carrier Pre-Employment Scregi8gstem. The contract has an
initial one-year term, with four single-year renésvat the option of the FMCSA. The system willdeveloped and maintained using a self-
funded, transaction-based business model.

NIC Conques

Our UCC and corporate filings software developnirrginess, NIC Conquest, derives the majority ofdtenues from fixed-price
application development contracts and recognizesniges on the percentage of completion methodseftember 30, 2009, this business
primarily engaged in servicing its contract witle tBalifornia Secretary of State, and no longer migrks applications and services for any
new engagements.

CRITICAL ACCOUNTING POLICIES

There have been no material changes in our criicedunting policies and estimates from the infaramgprovided in Item 7,
“Management’s Discussion and Analysis of Finan€iahdition and Results of Operations,” included im Borm 10-K for the year ended
December 31, 2008, filed with the SEC on March2l&)9, except as follows:

Intangible Assets

As a result of our recent acquisition of the AcqdiTexas Contracts, as further discussed in Notdt® Notes to the Unaudited
Consolidated Financial Statements included inFloisn 10-Q, we have significant intangible assetsunconsolidated balance sheet at
September 30, 2009. We used the discounted aashnikethod to estimate the fair value of these igitale assets. In order to determine the
fair value of these assets, we are required to rmakemptions regarding estimated future cash fldisspunt rates and other factors. We are
currently in the process of finalizing the valuatior certain of these acquired assets; theretbeefair value measurements as of the
acquisition date and the nonrecurring gain (né&®f we recognized on acquisition are preliminargl aubject to change. The allocation of
the purchase price to the assets acquired wilinadifed as necessary, up to one year after th@igsitiqn closing date, as information becotr
available. Intangible assets are amortized owar #stimated useful lives, which approximatesutheéerlying contractual terms of the assets.
At each balance sheet date, and whenever evenlsmoges in circumstances warrant, management assésscarrying value of recorded
intangible assets for possible impairment basadagmily on the ability to recover the balances frexpected future cash flows on an
undiscounted basis. If the sum of the expectaddutash flows on an undiscounted basis were tedsethan the carrying amount of the
intangible asset, an impairment loss would be
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recognized for the amount by which the carryingueadf the intangible asset exceeds its estimatesdhie. There is considerable judgment
necessary to determine future cash flows, and dowly, actual results could vary significantly fincsuch estimates.

RESULTS OF OPERATIONS

The following discussion summarizes the signifidactors affecting operating results for the thraed nine-month periods ended
September 30, 2009 and 2008. This discussion raalgtsis should be read in conjunction with our utitad consolidated interim financial
statements and the related notes included in thisA0-Q.

Three months endec Nine months endec
September 30, September 30,
Key Financial Metrics 2009 2008 2009 2008
Revenue growt— outsourced portal 50% 17% 29% 19%
Same state revenue grov— outsourced portal 14% 10% 12% 12%
Recurring portal revenue ' 87% 94% 89% 92%
Gross profit %- outsourced portal 42% 44% 42% 46%
Selling & administrative expenses as % of portaereies 17% 23% 21% 24%
Operating income margin % (operating income asa portal revenues 18% 19% 19% 20%

PORTAL REVENUES. In the analysis below, we haviegarized our portal revenues according to the thyidg source of revent
(in thousands), with the corresponding percentageease or decrease from the prior year period.

Three months endec Nine months endec
September 30, September 30,
% %
2009 Change 2008 2009 Change 2008
DMV transactio-basec $ 15,86: 35% $ 11,74 $ 41,40:¢ 17% $ 35,44t
Non-DMV transactior-basec 13,74¢ 56% 8,80( 35,70: 40% 25,42
Portal managemel 1,88: (11)% 2,10¢ 5,674 (9)% 6,23¢
Portal software developme 4,74¢ 217% 1,49¢ 10,62¢ 95% 5,454
Total $  36,23¢ 5000 $ 24147 $  93,40¢ 20% $ 72,56

Portal revenues in the current quarter increasésl, B0 approximately $12.1 million, over the priaray quarter. Of this increase,
36%, or approximately $8.8 million, was attributabd our Acquired Texas Contracts, which we acguimeMay 2009, and 14%, or
approximately $3.3 million, was attributable toiaarease in same state portal revenues (outsopartals in operation and generating
recurring revenues for two full periods). See Ndia the Notes to the Unaudited Consolidated FirsrStatements included in this Form 10-
Q for additional information regarding our secondder 2009 acquisition of the Acquired Texas Caxts.

Our Indiana and Arizona portal subsidiaries opevaigger contracts that are based on a funding ntbdelncludes recurring fixed
monthly fees for baseline services and primarilyjget-based pricing for variable services, rathanttransaction-based revenues for DMV
and non-DMV services. Excluding Indiana and Ariapsame state portal revenues in the current quadeased 15% over the prior year
guarter, with same state DMV transaction-basedmae® remaining flat and same state non-DMV traimadtased revenues increasing 27%
(primarily due to the addition of several new rewemenerating applications in existing portalshm® state DMV revenue growth in the
current quarter was flat compared to an increag®®in the prior year quarter. Absent DMV pricergases, same state DMV revenues have
historically grown at a rate of 1% to 3% per y&de believe our DMV revenues for over the past yease been adversely affected by
negative macroeconomic conditions, which we culyemtpect may continue throughout the remainde2Qff9. As a result, we currently
expect same-
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state DMV revenue growth to be flat or slightly aige in 2009. Portal same state non-DMV transadbased revenue growth was 26% in
the prior year quarter. Including Indiana and Ana, same state portal revenues in the third quai®009 increased 14% over 2008
primarily due to increased transaction revenues foor Alabama, Arkansas, Colorado, Idaho and Tesageportals, among others.

Portal revenues for the nine months in the cutfisoél year increased 29%, or approximately $2G18am, over the prior year
period. Of this increase, 17%, or approximately.9Imillion, was attributable to our new portalsliding West Virginia ($0.3 million),
which began to generate DMV revenues in Februa®g2and Texas ($11.6 million) and 12%, or approxetya$8.9 million, was attributable
to an increase in same state portal revenues. Sateeportal revenues in the current year-to-gated increased 12% over the prior year
period. Excluding Indiana and Arizona, same gpatgal revenues in the current yearelate periods increased 12% over the prior yeaog
with same state DMV transaction-based revenuesinémgeflat and same state non-DMV transaction-basednues increasing 30%,
primarily due to the addition of several new revegenerating applications in existing portals.

COST OF PORTAL REVENUES. In the analysis below,hage categorized our cost of portal revenues hatfiged and variable
costs (in thousands), with the corresponding peaggnincrease or decrease from the prior year gheifiixed costs include such costs as
employee compensation, telecommunication and ladiratosts associated with the provision of deditalient service such as dedicated
facilities. Variable costs consist of costs thatywvith our level of portal revenues and includmlbfees required to process credit card and
automated clearinghouse transactions and costsiaksbwith revenue share arrangements with ote ptners.

Three months ended
September 30,

Nine months ended
September 30,

%

%

2009 Change 2008 2009 Change 2008
Fixed cost: $ 15,124 43% $ 10,58: $ 39,26: 27% $ 31,01¢
Variable cost: 6,00¢ 10€% 2,91¢ 14,48( 77% 8,19¢
Total $ 21,13¢ 57% $ 13,50: $ 53,74 37% $ 39,21«

Cost of portal revenues for the current quarterdased 57%, or approximately $7.6 million, overpthier year quarter. Of this
increase, 44%, or $5.9 million, was attributableto new state portal businesses in Texas ($5libnjiland startip costs in our New Mexic
portal business ($0.2 million), which is expectedbégin to generate revenues in the fourth quaft2009, and 13%, or approximately $1.7
million, was attributable to an increase in sanag¢estost of portal revenues.

The increase in same state cost of portal reveinubg current quarter was partially attributaldeatditional personnel in several of
our portals due to our continued growth and reitnaest in our core business, coupled with incre&segloyee compensation and health
insurance costs. Also contributing to this inceeass an increase in variable merchant fees teepsocredit card transactions, particularly
from our portals in Alabama and Idaho. A growirggqentage of our non-DMV transaction-based reveategenerated from online
applications whereby users pay for informationransactions via credit cards. We typically eapeecentage of the credit card transaction
amount, but also must pay an associated fee toahlk that processes the credit card transactioe.e&vh a lower gross profit percentage on
these transactions as compared to our other non-Bpplications. However, we plan to continue tolempent these services as they
contribute favorably to our operating income growth

Our portal gross profit percentage was 42% in tirveenit year quarter, down from 44% in the priorrygaarter. The decrease in
2009 was due to the increase in cost of portalmees, as described above. In addition, the pgrtels profit percentage from our Acquired
Texas Contracts is lower than our company-wideagyer We carefully monitor our portal gross prpétcentage to strike the balance
between generating a solid return for our sharedrsldnd delivering value to our government partttexsugh reinvestment in our portal
operations (which we believe also benefits our edhaiders).
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Cost of portal revenues for the nine months inciineent fiscal year increased 37%, or approxima®@.5 million, over the prior
period. Of this increase, 21%, or approximately238illion, was primarily attributable to our newkexas, New Mexico and West Virginia
portals, and 16%, or approximately $6.3 million svedtributable to an increase in same state cqstrédl revenues. The increase in same
state cost of portal revenues for the nine-montfodeended September 30, 2009 was attributabléddianal personnel in several of our
portal businesses, coupled with higher employeétheeurance costs, and higher variable merchees fo process credit card transactions,
as further discussed above. Our portal grosstpaig for the nine months in the current yearqebwas 42% compared to 46% in the prior
year period, for reasons further discussed at

SOFTWARE & SERVICES REVENUES. In the analysis belave have categorized our software & servicesmrags by business
(in thousands), with the corresponding percentageease or decrease from the prior year period.

Three months ended Nine months ended
September 30, September 30,
% %
2009 Change 2008 2009 Change 2008
Ethics & election $ 68¢ 22% $ 565 $ 2,14¢ 11% $ 1,93¢
UCC & corporate filings software developm 174 18% 147 482 9% 441
Other 15% 89% 82 43C 12% 384
Total $ 1,01¢ 28% $ 794 $  3,05¢ 11% $  2,75¢

Software and services revenues in the current guiaitreased 28%, or approximately $0.2 millioremthe prior year quarter. This
increase was primarily attributable to a combinatib additional projects for the Federal Electioon@nission (“FEC”) and a consulting
services engagement with a private company. Softaad services revenues on a year-to-date baseased 11%, or approximately $0.3
million, over the prior year period. This increagas also attributable to additional FEC projecis a consulting services engagement with a
private company.

SELLING & ADMINISTRATIVE. Selling & administrativeexpenses in the current quarter and year-to-dateds increased 9%
and 13%, respectively, or approximately $0.5 milland $2.3 million, over the prior year perioddieTincrease in selling & administrative
expenses in the current quarter was primarilytattable to higher personnel costs of approximeiély million to support and enhance
corporate wide information technology security godtal operations and higher legal costs of appnakely $0.3 million related to the
ongoing SEC investigation. As discussed in Noie the Notes to the Unaudited Consolidated Findr&ti@ements in this Form 10-Q and
Item 1A, Item 3 and Note 8 in the Company’s AnriRaport on Form 10-K for the year ended DecembeRBQ8, filed with the SEC on
March 13, 2009, we have been the subject of anrmdbSEC inquiry of expense reporting by certaificefs of our Company and certain
potentially related matters. In connection with thformal SEC inquiry, a review was undertakerth®yAudit Committee of our Board of
Directors, with the assistance of outside, indepahdounsel, which focused on such expense regorfihe SEC issued a formal order of
investigation in the second quarter of 2008. Bgl& administrative expenses for the three- an@-month periods ended September 30,
2009 include approximately $0.3 million and $0.9liom, respectively, of legal fees and other exmsnisicurred in connection with the
ongoing SEC investigation and the Audit Commitie@ew. Selling & administrative expenses for tieermonth period ended
September 30, 2008 include approximately $0.5 onltyf legal fees and other expenses incurred inection with the ongoing SEC
investigation and the Audit Committee review. Werently expect to continue to incur significargd fees and other expenses in connel
with the ongoing SEC investigation. The increassdlling & administrative expenses on a year-te-diasis is also attributable to
acquisition-related costs of approximately $0.9ionlrelated to the Acquired Texas Contracts, insesl sales and marketing expenses of
approximately $0.2 million associated with actit@te portal procurement opportunities, higher itigencompensation and benefit expens
approximately $0.5 million, higher personnel castapproximately $0.4 million to support and entenorporate wide information
technology security and portal operations, anddrigiiock-based compensation of approximately $@l&mfor annual grants of restricted
stock to certain management-level employees, ekecatficers and non-employee directors.
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As a percentage of portal revenues, selling & a@strative expenses were 17% and 21%, respectietiie current quarter and
yearto-date periods compared to 23% and 24% in the pear periods The decrease in selling & administrative experasea percentage
portal revenues in the current year periods wananily a result of revenues from the Acquired TeRastracts (which totalled $8.8 million
and $11.7 million, respectively, for the currenager and year-to-date periods).

NONRECURRING GAIN ON ACQUISITION OF BUSINESS (NETFOTAX). For the nine-month period ended Septen@er
2009, we recognized a nonrecurring gain of appreatéfy $2.2 million (net of tax) on the acquisitiohthe Acquired Texas Contracts, as
further discussed in Note 3 in the Notes to theudiitad Consolidated Financial Statements includetiis Form 10-Q.

DEPRECIATION & AMORTIZATION. Depreciation & amoration expense in the current quarter and yeagt® periods
increased 208% and 102%, respectively, or apprdaein&1.9 million and $2.7 million, over the prigear periods. This increase was
primarily attributable to intangible asset amottiza expense related to the Acquired Texas Corgraoguisition in the second quarter of
2009, which totaled approximately $1.8 million &4 million, respectively, in the current quared year-to-date periods. We currently
expect to recognize approximately $1.7 millionrghingible asset amortization expense related té\tiagired Texas Contracts acquisition in
the fourth quarter of 2009. The remaining incraasgepreciation and amortization related to cdjgixpenditures in the current and prior
periods for normal fixed asset additions in oursoutced portal business, including Web serverghased software and office furniture and
equipment to support and enhance corporate-wigertion technology security and portal operations.

INTEREST INCOME. Interest income reflects intereatned on our investable cash and investmentgtiotrtfnterest income in the
current quarter and year-to-date periods decreg&¥dand 92%, respectively, or approximately $0.lioniand $0.5 million, from the prior
year periods due primarily to the declining s-term interest rate environment and our currené$timent strategy to invest excess cash in
government-backed securities and treasury sweepuat Furthermore, we have increased the balanseveral of our nomterest bearin
commercial checking accounts in an effort to rechaek fees, as the earnings credit we receivedidlifg funds in these accounts is higher
than the interest rate we would receive from inmgsin government-backed securities. We curreatiyect interest income for fiscal 2009 to
be lower than for fiscal 2008 due to the lower stem interest rate environment and our curremésitment strategy.

INCOME TAXES. Including the tax impact related k®tnonrecurring gain on acquisition of businesapgroximately $1.2 million,
our effective tax rate was approximately 37% anth4fespectively, for the three- and nine-monthqusiended September 30, 2009. Our
effective tax rate for the three- and nine-monthiqus ended September 30, 2009 was lower thanntioaiiat customarily expected due to the
effect of a decrease in the liability for uncertt@r positions totaling approximately $0.1 millias further discussed in Note 8 in the Notes to
the Unaudited Consolidated Financial Statementadiecl in this Form 10-Q. Our effective tax ratetfte three- and nine-month periods
ended September 30, 2008 was lower than the ancastdmarily expected due to the effect of a deer@athe liability for uncertain tax
positions totaling approximately $0.2 million, asther discussed in Note 8 in the Notes to the ditad Consolidated Financial Statements
included in this Form 10-Q.

Liquidity and Capital Resources

Operating Activities

Net cash provided by operating activities was $21il8on in the current period as compared to $28iBion in the prior year
period. The increase in cash flow from operationfe current period was primarily the result ofemr-over-year increase in operating
income, excluding non-cash charges for deprecia@&iamortization, stock-based compensation and aguomring gain on acquisition of
business (net of tax), combined with the timingpayments to certain of our government partners¢hvhifected accounts payable, and
increases in accrued expenses. Post-acquisittosityacelated to the Acquired Texas Contracts citmtted approximately $4.0 million of the
increase in accounts payable and $3.2 million efiticrease in accrued expenses in the currentderio

The increase in accounts payable in the prior gediod was partially attributable to the timingaafsh
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payments associated with excise tax filing applicet, most notably in Hawaii (which increased acteypayable $5.7 million in 2008).

We had a history of unprofitable operations pram2003 primarily due to operating losses incurredur software & services
businesses. These losses generated significarafeahd state tax net operating losses, or N@issa result of our NOL carryforwards, we
did not pay federal income taxes through Septer@@eP009, with the exception of the alternative imum tax, and are paying income taxes
in only certain states. This has positively impdobur operating cash flow during the NOL carryfardvperiod. We currently expect to fully
utilize our federal NOL carryforwards in 2009 arebim making federal estimated tax payments in ¢lieth quarter of 2009. For the nine-
month periods ended September 30, 2009 and 206&jined federal and state income tax payments thegdproximately $0.8 million and
$0.6 million, respectively.

Investing Activities

Investing activities in the current period primgnieflect $1.5 million in cash paid to acquire thequired Texas Contracts and $2.5
million of capital expenditures, which were for n@l fixed asset additions in our outsourced pdrtsiness, including Web servers,
purchased software and office equipment. In additice capitalized approximately $0.4 million oféemal-use software development costs
relating to the standardization of customer managenbilling and payment processing systems thapei our portal operations and
accounting systems. Cash provided by investinigities in the prior year period primarily refledtse partial liquidation of our investment
portfolio to pay the $15.7 million special cashidend in February 2008, and $3.1 million of capigpenditures, which were primarily for
normal fixed asset additions in our outsourcedgddmtisiness. In addition, we capitalized approxatya$0.6 million of internal-use software
development costs in the prior year period.

Financing Activities

Financing activities in the current period primariéflect payment of the $19.2 million special cdshidend in February 2009,
partially offset by tax deductions of approximat8ll.4 million related to stock-based compensatie® (Note 9 in the Notes to the Unaudited
Consolidated Financial Statements included infoisn 10-Q) and the receipt of $0.5 million in preds from our employee stock purchase
program. Financing activities in the prior yearipe primarily reflect the payment of the $15.7 lioih special cash dividend in
February 2008, partially offset by the receipt &f%million in proceeds from the exercise of empgtock options for cash and $0.3 million
in proceeds from our employee stock purchase pnogra

Liquidity

We recognize revenue primarily from providing outseed government portal services net of the tramgatees due to the
government when the services are provided. Thetfegave must remit to the government are accrgeataounts payable and accounts
receivable at the time services are provided. Assalt, trade accounts payable and accounts rdateiveflect the gross amounts outstanding
at the balance sheet dates. Gross billings fothifee-months ended September 30, 2009 and Dece&hp2008 were approximately $418.3
million and $432.8 million, respectively. The Coamy calculates days sales outstanding by dividiadet accounts receivable at the balance
sheet date by gross billings for the period andtiplying the resulting quotient by the number of/slan that period. D ays sales outstanding
for the three-month periods ended September 3® 266 December 31, 2008 were 9 and 8, respectively.

We believe that working capital is an important mea of our short-term liquidity. Working capitdkfined as current assets minus
current liabilities, decreased to $49.0 milliorSaptember 30, 2009, from $53.5 million at Decen®1gr2008. Our current ratio, defined as
current assets divided by current liabilities, ap@mber 30, 2009 was 1.8 compared to 2.0 at Dezedih 2008. The decrease in our
working capital and current ratio was primarilyristitable to the $19.2 million special dividendgaut of our available cash and cash
equivalents in the first quarter of 2009 and, tesser extent, the acquisition of the Acquired Be&antracts in the second quarter of 2009.

At September 30, 2009, our total cash and caslvalgmit balance was $66.6 million compared to $&€ildon at December 31,
2008. We believe that our currently available iligresources and cash generated from
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operations will be sufficient to meet our operatirgquirements, capital expenditure requirementseatigrowth initiatives and special
dividend payments (if any) for at least the nextltive months without the need of additional capitée have a $10 million unsecured
revolving credit facility with a bank. This revahg credit facility is available to finance workimgpital, issue letters of credit and finance
general corporate purposes. We can obtain ladfesedit in an aggregate amount of $5 million, ethfeduces the maximum amount
available for borrowing under the facility. Inahtwe had $3.7 million in available capacity teus additional letters of credit and $8.7
million of unused borrowing capacity at Septemb@&r2009 under the facility. The credit facilitypses in May 2011. However, letters of
credit may have an expiration date of up to one gegond the expiration date of the credit agregmen

On February 27, 2009, we paid a special cash didadé approximately $19.2 million out of availaldash. We do not currently
believe that this dividend will have a significaftect on our future liquidity needs. However, may need to raise additional capital within
the next twelve months to further:

«  fund operations if unforeseen costs arise;

*  support our expansion into other states and govenhagencies beyond what is contemplated if unéene®pportunities arise;
» expand our service offerings beyond what is contatag if unforeseen opportunities arise;

e respond to unforeseen competitive pressures; and

e acquire technologies beyond what is contemplated.

Any projections of future earnings and cash flonessubject to substantial uncertainty. If our castsh generated from operations
and the unused portion of our line of credit amifficient to satisfy our liquidity requirementseuwnay seek to sell additional equity securi
or issue debt securities. The sale of additiogaltg securities could result in dilution to ther@pany’s shareholders. Recently, credit and
capital markets have experienced unusual volatlitgt disruption, and equity and debt financing Haeeome more expensive and difficult to
obtain. There can be no assurance that financilidgp@available in amounts or on terms acceptabthé Company, if at all.

We issue letters of credit as collateral for perfance on certain of our outsourced government lpaotaracts, as collateral for
certain performance bonds and as collateral fdateoffice leases. These irrevocable lettersredlit are generally in force for one year. We
had unused outstanding letters of credit totalipgraximately $1.3 million at September 30, 2009e &ve not currently required to cash
collateralize these letters of credit. Howeveerethough we currently expect to be profitablehim future, we may not be able to sustain or
increase profitability on a quarterly or annualibadVe will need to generate sufficient revenuédenvcontaining costs and operating
expenses if we are to achieve sustained profitabilf we are not able to sustain profitabilityyracash collateral requirements may increase.
Had we been required to post 100% cash collate@éptember 30, 2009 for the face value of allgperince bonds (which are partially
supported by letters of credit) and our line ofditrén conjunction with a corporate credit cardegmnent, unrestricted cash would have
decreased by approximately $5.5 million and wowldehbeen classified as restricted cash.

At September 30, 2009, we were bound by performapnece commitments totaling approximately $4.5 roillion certain
government portal outsourcing contracts. Thestpaance bonds are collateralized by a $1.0 milleiter of credit. We have never had
defaults resulting in draws on performance bondstters of credit.

Off-Balance Sheet Arrangements, Contractual Obligations and Income Tax Uncertainties

We do not have off-balance sheet arrangementsithatot recorded or disclosed in our financialestegnts. While we have
significant operating lease commitments for offspace, those commitments are generally tied tpehied of performance under related
contracts. We have income tax uncertainties of@pmately $0.3 million at September 30, 2009. Jéhebligations are classified as non-
current liabilities on our consolidated balanceeshas resolution is expected to take more thagaa yWe estimate that these matters coul
resolved in one to three years. However, the alintiming of resolution is uncertain.
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RECENT ACCOUNTING PRONOUNCEMENTS

Refer to Note 1 in the Notes to the Unaudited Chdated Financial Statements included in this F&0¥Q for a description of
recent accounting pronouncements.

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES AB OUT MARKET RISK

INTEREST RATE RISK. Our cash and cash equivalanéssubject to market risk due to changes in integetes. Cash held in
sweep accounts is invested primarily in U.S. goremt money market accounts that purchase U.S. pgestcuments or direct obligations
the U.S. Treasury or repurchase agreements seloyrddS. agency instruments. Interest rates relatekese floating rate securities may
produce less income than expected if interest fatesCurrent yields associated with these sé@srhave been decreasing due to the
increased demand for more conservative investmetigght of the current credit crisis. Due in ptotthese factors, our future interest income
may fall short of expectations due to changestier@st rates, but is not expected to materiallyaichpesults of operations.

Borrowings under our line of credit bear interdsa floating rate. Interest on amounts borroweghigable at a base rate equal to the
higher of the Federal Funds Rate plus 0.5% or #mk’s prime rate. We currently have no principabants of indebtedness outstanding
under our line of credit.

We do not use derivative financial instruments10% change in interest rates would not have a mahgffect on our financial
condition, results of operations or cash flows.

ITEM 4. CONTROLS AND PROCEDURES
a) EVALUATION OF DISCLOSURE CONTROLS AND PROCEDURES

The Company maintains disclosure controls and phaes (as defined in Rules 13a-15(e) and 15d-1B(ehulgated under the
Securities Exchange Act of 1934, as amended (tRkeH&nge Act”)) that are designed to ensure thaenztnformation required to be
disclosed in its filings under the Exchange Aateisorded, processed, summarized and reported wviiteitime periods specified in the SEC’s
rules and forms. Disclosure controls and procedimeade, without limitation, controls and procedsidesigned to ensure that information
required to be disclosed by an issuer in the repbét it files or submits under the Exchange A@dcumulated and communicated to the
issuer's management, including its principal exiseuand principal financial officers, or personsfpaming similar functions, as appropriate
to allow timely decisions regarding required discie. Under the supervision and with the partiggmadf our management, including our
principal executive officer and principal financ@ficer, we conducted an evaluation of the effeatiess of our disclosure controls and
procedures as of the end of the period coveretiibyQuarterly Report on Form 10-Q. Based on théuation, our principal executive
officer and our principal financial officer concled that our disclosure controls and procedures eféeetive as of such date.

b) CHANGES IN INTERNAL CONTROL OVER FINANCIAL REPOR TING

There have been no changes in our internal coowel financial reporting that occurred during duird fiscal quarter of 2009 that
have materially affected, or are reasonably likelynaterially affect, our internal control overdimcial reporting.
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PART Il. OTHER INFORMATION
ITEM 1. LEGAL PROCEEDINGS

As further discussed in Note 8 in the Notes toGbesolidated Financial Statements included in thmm@any’s Form 10-K for the
year ended December 31, 2008, filed with the SE®arch 13, 2009, the Company has been the subject mformal SEC inquiry ¢
expense reporting by certain officers of the Conypamd certain potentially related matters. In catioa with that inquiry, a review was
undertaken by the Audit Committee of the Compa®gdard of Directors, with the assistance of outsidéependent counsel, which focused
on such expense reporting. The review revealedetkdnse reimbursement deficiencies occurred dtinegeriod from January 2004
through October 2006 (the "Review Period") reldtedeffery S. Fraser, who was then the Companyair@tan of the Board and Chief
Executive Officer, that these expense reimbursemiefitiencies were isolated to Mr. Fraser and thatmount of such deficiencies was not
material to the Company’s financial condition ocsukts of operations. During the second quart&08B, the Company received notice from
the SEC that a formal order of investigation hadrbissued with respect to these matters. As igiéetly the case in such situations, the SEC
has taken the step of obtaining a formal ordenwéstigation to ensure the thoroughness of itssiigation. The Company believes the
investigation conducted by NIC’s Audit Committeesnthorough and independent and it is not anticiptitat the SEC investigation will
reveal any significant additional instances of ejnrting of expenses by employees during the ReRPiesiod. However, the SEC
subsequently expanded the scope of its inquiry veisipect to Mr. Fraser to cover the period comnmgnaiith the Company’s initial public
offering in 1999 through the beginning of the Rewieeriod (the “Extended Review Period”). The NIGdit Committee is currently
conducting its own review of expense reimbursemenidr. Fraser during the Extended Review Periadiiarunable at this time to comment
on the extent of any misreporting of expenses dutiat period. There can be no assurance th&HB@will not take any action that could
adversely affect the Company as a result of thearsait is reviewing.

ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AN D USE OF PROCEEDS

(c) During the third quarter of 2009, the Company aplishares of common stock surrendered by empldggesy income
taxes due upon the vesting of restricted stock@ekercise of options as follows:
Total Number of Maximum Number (or
Total Shares Purchased as Approximate Dollar Value) of
Number of Average Part of Publicly Shares that May Yet Be
Shares Price Paid Announced Plans or Purchased Under the Plans or

Date Purchased per Share Programs Programs

July 24, 200¢ 1,271 % 7.88 N/A N/A

July28, 200¢ 48,30: $ 7.5€ N/A N/A

July 30, 200¢ 2,64: $ 7.6 N/A N/A

August 1, 200¢ 18,54¢ $ 7.5¢ N/A N/A

August 5, 200¢ 113 $ 7.9C N/A N/A

August 6, 200¢ 30 % 7.9¢ N/A N/A

August 12, 200! 53C $ 7.9¢ N/A N/A

August 13, 200! 18 $ 8.0C N/A N/A

August 14, 200! 83¢ % 7.81 N/A N/A

August 20, 200! 174 $ 7.7¢ N/A N/A

August 21, 200! 187 $ 8.0C N/A N/A

August 31, 200! 507 $ 7.5C N/A N/A
September 4, 20C 78 % 7.9¢ N/A N/A

ITEM 6. EXHIBITS

10.1 — Form of Indemnification Agreement (1)

31.1 - Certification of Chief Executive Officer Buiant to Section 302 of the Sarbanes-Oxley AcD622
31.2 - Certification of Chief Financial Officer Rurant to Section 302 of the Sarbanes-Oxley AcD622

32.1 - Section 906 Certifications of Chief Execat®fficer and Chief Financial Officer

(1) Filed as an exhibit with a corresponding exhibitntoer to the Form 8-K filed with the SEC on May 2009 and incorporated herein by
reference
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SIGNATURES

Pursuant to the requirements of the Securities &xgh Act of 1934, the Company has duly causeddpisrt to be signed on its
behalf by the undersigned thereunto duly authorized

NIC INC.

Dated: November 5, 2009 /sIStephen M. Kovza

Stephen M. Kovza
Chief Financial Officel
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NIC Inc.

EXHIBIT INDEX

Exhibit

Number Description of Exhibit

10.1 Form of Indemnification Agreement (

31.1 Certification of Chief Executive Officer Pursuant$ection 302 of the Sarba-Oxley Act of 2002
31.2 Certification of Chief Financial Officer Pursuant$ection 302 of the Sarba-Oxley Act of 200z
32.1 Section 906 Certifications of Chief Executive Ofiand Chief Financial Office

(1) Filed as an exhibit with a corresponding exhibitnter to the Form 8-K filed with the SEC on May 2009 and incorporated herein by
reference
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Exhibit 31.1
CERTIFICATION
I, Harry H. Herington, certify that:
1. | have reviewed this Quarterly Report on FormQLEf NIC Inc.;

2. Based on my knowledge, this report does notaioriny untrue statement of a material fact or dmnéttate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nistatdisg with respect to the period
covered by this report;

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

4. The registrant’s other certifying officer andrke responsible for establishing and maintainisgldsure controls and procedures (as defined
in Exchange Act Rules 13a-15(e) and 15d-15(e))iatednal control over financial reporting (as definin Exchange Act Rules 13a-15(f) and
15d-15(f)) for the registrant and have:

a) Designed such disclosure controls and procedaresiused such disclosure controls and procedortss designed under our supervision,
to ensure that material information relating to tégistrant, including its consolidated subsidisris made known to us by others within those
entities, particularly during the period in whidtig report is being prepared;

b) Designed such internal control over financigloting, or caused such internal control over fiahreporting to be designed under our
supervision, to provide reasonable assurance reggitie reliability of financial reporting and tipeeparation of financial statements for
external purposes in accordance with generally@edeaccounting principles;

c) Evaluated the effectiveness of the registratisslosure controls and procedures and presentiisimeport our conclusions about the
effectiveness of the disclosure controls and proees] as of the end of the period covered by #psint based on such evaluation; and

d) Disclosed in this report any change in the tegid’s internal control over financial reportirtgat occurred during the registrant’s most
recent fiscal quarter (the registrant’s fourth dilsguarter in the case of an annual report) thathaterially affected, or is reasonably likely to
materially affect, the registrant’s internal comeer financial reporting; and

5. The registrang other certifying officer and | have disclosedsdhon our most recent evaluation of internal @miver financial reporting
to the registrant’s auditors and the audit commitibthe registrant’s board of directors (or pessperforming the equivalent functions):

a) All significant deficiencies and material weakses in the design or operation of internal cortvelr financial reporting which are
reasonably likely to adversely affect the registeaability to record, process, summarize and refioancial information; and

b) Any fraud, whether or not material, that invalveanagement or other employees who have a signifiole in the registrant’s internal
control over financial reporting.

Date: November 5, 2009
/sl Harry H. Heringtol

Harry H. Heringtor
Chief Executive Officer




Exhibit 31.2
CERTIFICATION
I, Stephen M. Kovzan, certify that
1. | have reviewed this Quarterly Report on FormQLEf NIC Inc.;

2. Based on my knowledge, this report does notaioriny untrue statement of a material fact or dméttate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nistadisg with respect to the period
covered by this report;

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

4. The registrant’s other certifying officer andrk responsible for establishing and maintainiisgldsure controls and procedures (as defined
in Exchange Act Rules 13a-15(e) and 15d-15(e))iatednal control over financial reporting (as definin Exchange Act Rules 13a-15(f) and
15d-15(f)) for the registrant and have:

a) Designed such disclosure controls and procedaresiused such disclosure controls and procedortss designed under our supervision,
to ensure that material information relating to tégistrant, including its consolidated subsidisris made known to us by others within those
entities, particularly during the period in whidtig report is being prepared;

b) Designed such internal control over financigloing, or caused such internal control over fiahreporting to be designed under our
supervision, to provide reasonable assurance reggitie reliability of financial reporting and tipeeparation of financial statements for
external purposes in accordance with generally@edeaccounting principles;

c) Evaluated the effectiveness of the registratisslosure controls and procedures and presentiisineport our conclusions about the
effectiveness of the disclosure controls and proees] as of the end of the period covered by #psnt based on such evaluation; and

d) Disclosed in this report any change in the tegid’s internal control over financial reportirtgat occurred during the registrant’s most
recent fiscal quarter (the registrant’s fourth dilsguarter in the case of an annual report) thathaterially affected, or is reasonably likely to
materially affect, the registrant’s internal coheer financial reporting; and

5. The registrang other certifying officer and | have disclosedsdhon our most recent evaluation of internal @miver financial reporting
to the registrant’s auditors and the audit commitibthe registrant’s board of directors (or pessperforming the equivalent functions):

a) All significant deficiencies and material weakses in the design or operation of internal cortvelr financial reporting which are
reasonably likely to adversely affect the registeaability to record, process, summarize and refioancial information; and

b) Any fraud, whether or not material, that invalveanagement or other employees who have a signifiole in the registrant’s internal
control over financial reporting.

Date: November 5, 2009
/sl Stephen M. Kovza

Stephen M. Kovza
Chief Financial Officer




Exhibit 32.1

Certification Pursuant to 18 U.S.C Section 1350,
As Adopted Pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002

The undersigned Chief Executive Officer and ChiebFcial Officer of NIC Inc. (the “Company) eachrély certifies, pursuant to 18 U.S.C
Section 1350, as adopted pursuant to Section 9@&dbarbanes-Oxley Act of 2002, that:

(1) the Quarterly Report on Form 10-Q of the Conyplan the quarter ended September 30, 2009 (th@dR® fully complies with
the requirements of section 13(a) or 15(d) of theuities Exchange Act of 1934 (15 U.S.C. 78m a(@p; and

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

Dated: November 5, 2009
/sl Harry H. Heringtol

Harry H. Heringtor
Chief Executive Office

/sl Stephen M. Kovza
Stephen M. Kovza
Chief Financial Office!




