We only include amounts representing contract change orders, claims or other items in the contract value when we
believe the rights and obligations become enforceable. Contract modifications routinely occur to account for changes in
contract specifications or requirements. In most cases, contract modifications are for goods or services that are not
distinct and, therefore, are accounted for as part of the existing contract. Transaction price estimates include additional
consideration for submitted contract modifications or claims when we believe there is an enforceable right to the
modification or claim, the amount can be reliably estimated, and its realization is reasonably assured. Amounts
representing modifications accounted for as part of the existing contract are included in the transaction price and
recognized as an adjustment to sales on a cumulative catch-up basis.

In addition, we are subject to audits of incurred costs related to many of our U.S. government contracts. These audits
could produce different results than we have estimated for revenue recognized on our cost-based contracts with the U.S.
government; however, our experience has been that our costs are acceptable to the government.

Contract Estimates

Use of the cost-to-cost or other similar methods of revenue recognition requires us to make reasonably dependable
estimates regarding the revenue and cost associated with the design, manufacture and delivery of our products and
services. Revisions or adjustments to estimates of the transaction price, estimated costs at completion and estimated
profit or loss of a performance obligation are often required as work progresses under a contract, as experience is gained,
as facts and circumstances change and as new information is obtained, even though the scope of work required under the
contract may not change. In determining the estimated costs at completion, we have to make assumptions regarding labor
productivity and availability, the complexity of the work to be performed, the availability of materials, estimated
increases in wages and prices for materials, performance by our subcontractors, and the availability and timing of
funding from our customer, among other variables. Revisions or adjustments to our estimated transaction price and
estimated costs at completion may also be required if contract modifications occur. The revisions in contract estimates, if
significant, can materially affect our results of operations and cash flows, and in some cases result in liabilities to
complete contracts in a loss position. Based upon our history, we believe we have the ability to make reasonable
estimates for these items. We have accounting policies and controls in place to address these, as well as other contractual
and business arrangements to properly account for long-term contracts, and we continue to monitor and improve such
policies, controls, and arrangements. For other information on such policies, controls and arrangements, see our
discussion in Item 9A of this Form 10-K.

Products and services provided under long-term, fixed-price contracts represented approximately 97% of our sales for
2019. Because of the significance of the judgments and estimation processes, it is likely that materially different amounts
could be recorded if we used different assumptions or if our underlying circumstances were to change. For example, if
underlying assumptions were to change such that our estimated profit rate at completion for all fixed-price contracts
accounted for under the cost-to-cost percentage-of-completion method was higher or lower by one percentage point, our
2019 operating income would have increased or decreased by approximately $6.5 million. When adjustments in
estimated contract revenues or estimated costs at completion are required, any changes from prior estimates are
recognized by recording adjustments in the current period for the inception-to-date effect of the changes on current and
prior periods using the cumulative catch-up method of accounting. When estimates of total costs to be incurred on a
contract exceed total estimates of revenue to be earned, a provision for the entire loss on the contract is recorded in the
period the loss is determined.

The aggregate impact of net changes in contract estimates are presented in the table below (amounts in thousands).

Years Ended September 30,

2019 2018 2017
Operating income (loss) $ (2235) § (6,986) $ 5,737
Net income (loss) from continuing operations (2,351) (5,146) 3,208
Diluted earnings per share (0.08) (0.19) 0.12
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