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UNITED STATES
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Washington, D.C. 20549

FORM 10-Q

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

For the quarterly period ended June 30, 2008

OR

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

For the transition period from              to             

Commission file number 001-31351

HEWITT ASSOCIATES, INC.
(Exact name of registrant as specified in its charter)

Edgar Filing: HEWITT ASSOCIATES INC - Form 10-Q

1



Delaware 47-0851756
(State or other jurisdiction of

incorporation)

(I.R.S. Employer

Identification No.)

100 Half Day Road; Lincolnshire, Illinois 60069
(Address of principal executive offices) (Zip Code)

847-295-5000

(Registrant�s telephone number, including area code)

N/A

(Former Name, Former Address & Former Fiscal Year, if changed since last report)

Indicate by check mark whether the Registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities
Exchange Act of 1934 during the preceding 12 months (or for such shorter periods as the Registrant was required to file such reports),
and (2) has been subject to such filing requirements for the past 90 days.     YES  x    NO  ¨

Indicate by check mark whether the Registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller
reporting company. See the definitions of �large accelerated filer�, �accelerated filer� and �smaller reporting company� in Rule 12b-2 of the
Exchange Act. (Check one):

Large accelerated filer  x Accelerated filer  ¨
Non-accelerated filer  ¨  (Do not check if a smaller reporting company) Smaller reporting company  ¨
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).    Yes  ¨    No  x

Indicate the number of shares outstanding of each class of the issuer�s common stock, as of the latest practical date.

Class Outstanding shares at June 30, 2008
Class A Common Stock - $0.01 par value 97,409,399
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PART I. FINANCIAL INFORMATION

ITEM 1. Financial Statements
HEWITT ASSOCIATES, INC.

CONSOLIDATED BALANCE SHEETS

(In thousands except for share and per share amounts)

June 30,
2008

September 30,
2007

(Unaudited)
ASSETS

Current Assets:
Cash and cash equivalents $ 275,208 $ 378,743
Short-term investments �  216,726
Client receivables and unbilled work in process, less allowances of $21,626 and $18,933 at June 30, 2008 and
September 30, 2007, respectively 662,400 632,011
Prepaid expenses and other current assets 102,608 86,683
Funds held for clients 118,703 133,163
Deferred income taxes, net 45,019 32,533

Total current assets 1,203,938 1,479,859

Non-Current Assets:
Deferred contract costs, net 369,205 372,363
Property and equipment, net 377,970 355,907
Other intangible assets, net 200,435 196,133
Goodwill 335,104 319,314
Long-term investments 127,598 �  
Other non-current assets, net 67,347 31,962

Total non-current assets 1,477,659 1,275,679

Total Assets $ 2,681,597 $ 2,755,538

LIABILITIES
Current Liabilities:
Accounts payable $ 23,530 $ 21,304
Accrued expenses 175,310 212,097
Funds held for clients 118,703 133,163
Advanced billings to clients 169,213 170,131
Accrued compensation and benefits 343,344 353,265
Short-term debt 131,059 30,369
Current portion of long-term debt and capital lease obligations 22,109 24,222

Total current liabilities 983,268 944,551

Non-Current Liabilities:
Deferred contract revenues 291,686 271,359
Debt and capital lease obligations, less current portion 265,791 233,465
Other non-current liabilities 194,861 165,264
Deferred income taxes, net 114,282 102,887
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Total non-current liabilities 866,620 772,975

Total Liabilities $ 1,849,888 $ 1,717,526
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HEWITT ASSOCIATES, INC.

CONSOLIDATED BALANCE SHEETS�Continued

(In thousands except for share and per share amounts)

June 30,
2008

September 30,
2007

(Unaudited)
STOCKHOLDERS� EQUITY

Stockholders� Equity:
Class A common stock, par value $0.01 per share, 750,000,000 shares authorized, 128,977,989 shares
issued, 97,409,399 and 107,126,309 shares outstanding, as of June 30, 2008 and September 30, 2007,
respectively $ 1,290 $ 1,277
Additional paid-in capital 1,547,829 1,472,409
Cost of common stock in treasury, 31,568,590 and 20,545,944 shares of Class A common stock as of
June 30, 2008 and September 30, 2007, respectively (1,009,391) (597,200)
Retained earnings 175,006 38,144
Accumulated other comprehensive income, net 116,975 123,382

Total stockholders� equity 831,709 1,038,012

Total Liabilities and Stockholders� Equity $ 2,681,597 $ 2,755,538

The accompanying notes are an integral part of these financial statements.
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HEWITT ASSOCIATES, INC.

CONSOLIDATED STATEMENTS OF OPERATIONS

(Unaudited)

(In thousands except for share and per share amounts)

Three Months Ended
June 30,

Nine Months Ended
June 30,

2008 2007 2008 2007
Revenues:
Revenues before reimbursements (net revenues) $ 777,758 $ 727,982 $ 2,344,700 $ 2,170,816
Reimbursements 16,821 14,330 58,419 51,354

Total revenues 794,579 742,312 2,403,119 2,222,170

Operating expenses:
Compensation and related expenses 500,714 455,069 1,516,865 1,424,555
Asset impairment 200 2,996 2,496 6,612
Reimbursable expenses 16,821 14,330 58,419 51,354
Other operating expenses 143,538 149,024 441,707 454,959
Selling, general and administrative expenses 52,125 48,521 160,725 147,020
Gain on sale of business �  �  (35,667) �  

Total operating expenses 713,398 669,940 2,144,545 2,084,500

Operating income 81,181 72,372 258,574 137,670

Other income, net:
Interest expense (5,673) (3,861) (13,658) (14,500)
Interest income 4,053 7,131 17,543 21,906
Other income (expense), net 5,598 (682) 5,834 1,033

Total other income, net 3,978 2,588 9,719 8,439

Income before income taxes 85,159 74,960 268,293 146,109

Provision for income taxes 37,009 27,455 111,703 55,553

Net income $ 48,150 $ 47,505 $ 156,590 $ 90,556

Earnings per share:
Basic $ 0.50 $ 0.44 $ 1.57 $ 0.83
Diluted $ 0.48 $ 0.43 $ 1.51 $ 0.82

Weighted average shares:
Basic 96,534,101 107,331,262 100,008,744 108,519,023
Diluted 101,939,390 112,496,542 105,118,735 111,059,224

The accompanying notes are an integral part of these financial statements.
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HEWITT ASSOCIATES, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited)

(Amounts in thousands)

Nine Months Ended
June 30,

2008 2007
Cash flows from operating activities:
Net income $ 156,590 $ 90,556
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization, including amortization of deferred contract revenues and costs 129,033 137,101
Gain on sale of business (35,667) �  
Asset impairment 2,496 6,612
Share-based compensation 38,446 31,439
Deferred income taxes 2,045 11,933
Changes in operating assets and liabilities, net of effect of acquisitions and dispositions:
Client receivables and unbilled work in process (26,360) 34,285
Prepaid expenses and other current assets (16,244) (18,864)
Deferred contract costs (76,768) (106,222)
Other assets (24,218) 866
Accounts payable 1,516 (9,532)
Accrued compensation and benefits (32,007) 17,077
Accrued expenses (39,068) (3,597)
Advanced billings to clients 8,314 (1,263)
Deferred contract revenues 81,631 76,773
Other long-term liabilities (8,624) (9,176)

Net cash provided by operating activities 161,115 257,988
Cash flows from investing activities:
Purchases of investments (426,675) (170,044)
Proceeds from sales of investments 511,614 189,207
Additions to property and equipment (79,780) (62,844)
Cash paid for acquisitions and transaction costs, net of cash acquired (53,187) (2,194)
Cash received for sale of business 42,420 �  

Net cash used in investing activities (5,608) (45,875)

Cash flows from financing activities:
Proceeds from the exercise of stock options 31,706 35,417
Excess tax benefits from the exercise of share-based awards 3,790 1,058
Proceeds from short-term borrowings 137,829 76,970
Proceeds from long-term borrowings 39,751 �  
Repayments of short-term borrowings, capital leases and long-term debt (62,408) (97,927)
Purchase of Class A common shares for treasury (412,191) (126,955)

Net cash used in financing activities (261,523) (111,437)

Effect of exchange rate changes on cash and cash equivalents 2,481 7,346

Net (decrease) increase in cash and cash equivalents (103,535) 108,022

Cash and cash equivalents, beginning of period 378,743 138,928

Cash and cash equivalents, end of period $ 275,208 $ 246,950
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Supplementary disclosure of cash paid during the period:
Interest paid $ 13,362 $ 16,923
Income taxes paid $ 117,154 $ 69,057
Schedule of non-cash financing activities:
Capital leases $ 13,185 $ �  

The accompanying notes are an integral part of these financial statements.
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HEWITT ASSOCIATES, INC.

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)

(In thousands except for share and per share amounts)

1. Description of Business

Hewitt Associates, Inc., a Delaware corporation, and its subsidiaries (�Hewitt� or the �Company�) provide global human resources benefits,
outsourcing and consulting services. Benefits Outsourcing includes administrative services for health and welfare, defined contribution and
defined benefit plans. Human Resource Business Process Outsourcing (�HR BPO�) includes workforce administration, rewards management,
recruiting and staffing, payroll processing, performance management, learning and development, talent management, relocation services, time
and attendance, accounts payable, procurement expertise and vendor management. Hewitt�s Consulting business provides a wide array of
consulting and actuarial services covering the design, implementation, communication and operation of health and welfare, compensation and
retirement plans, and broader human resources programs and processes.

2. Basis of Presentation

The accompanying unaudited interim consolidated financial statements have been prepared pursuant to the rules and regulations of the Securities
and Exchange Commission for quarterly reports on Form 10-Q. In the opinion of management, these financial statements include all adjustments
necessary to present fairly the financial position, results of operations and cash flows as of June 30, 2008, and for all periods presented. The
consolidated financial statements are prepared on the accrual basis of accounting. All adjustments made have been of a normal and recurring
nature. Certain information and footnote disclosures normally included in annual financial statements prepared in accordance with generally
accepted accounting principles have been condensed or omitted. The Company believes that the disclosures included are adequate and provide a
fair presentation of interim period results. Interim financial statements are not necessarily indicative of the financial position or operating results
for an entire year. It is suggested that these interim financial statements be read in conjunction with the audited financial statements and the notes
thereto, together with management�s discussion and analysis of financial condition and results of operations, included in the Company�s Form
10-K for the fiscal year ended September 30, 2007, as filed with the Securities and Exchange Commission.

New Accounting Pronouncements

In March 2008, the Financial Accounting Standards Board (�FASB�) issued SFAS No. 161, Disclosures about Derivative Instruments and
Hedging Activities � an amendment of FASB Statement No. 133 (�SFAS No. 161�). This Statement amends and expands the disclosure requirements
of FASB Statement No. 133, Accounting for Derivative Instruments and Hedging Activities. SFAS No. 161 will become effective for financial
statements issued for fiscal years and interim periods beginning after November 15, 2008 (our second quarter of fiscal year 2010). The Company
is currently evaluating the potential impact, if any, of SFAS No. 161 on its consolidated financials statements.

In December 2007, the FASB issued SFAS No. 160, Noncontrolling Interest in Consolidated Financial Statements-an amendment of ARB
No. 51 (�SFAS No. 160�). This Statement establishes accounting and reporting standards for noncontrolling interests and transactions between the
reporting party and such noncontrolling interests. This Statement is effective for fiscal years, and interim periods within those fiscal years,
beginning on or after December 15, 2008 (our fiscal year 2010). The Company is currently evaluating the potential impact, if any, of SFAS
No. 160 on its consolidated financials statements.

In December 2007, the FASB issued SFAS No. 141 (revised 2007), Business Combinations (�SFAS No. 141(R)�). This Statement provides
various accounting and disclosure requirements which are applicable prospectively to business combinations on or after the beginning of the first
annual reporting period beginning on or after December 15, 2008 (our fiscal year 2010). The Company is currently evaluating the potential
impact, if any, of SFAS No. 141(R) on its consolidated financials statements.
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In June 2006, the FASB issued Interpretation No. 48, Accounting for Uncertainty in Income Taxes (�FIN 48�). FIN 48 prescribes detailed guidance
for the financial statement recognition, measurement and disclosure of uncertain tax positions recognized in an enterprise�s financial statements
in accordance with FASB Statement No. 109, Accounting for Income Taxes. Tax positions must meet a more-likely-than-not recognition
threshold at the effective date to be recognized upon the adoption of FIN 48 and in subsequent periods. The Company adopted the provisions of
FIN 48 on October 1, 2007. The cumulative effect of applying the provisions of this interpretation has been recorded as a decrease of $7,036 to
retained earnings, a decrease of $3,963 to the income tax payable, a decrease of $5,047 to deferred tax assets and an increase to the FIN 48
liability account of $5,952 as of October 1, 2007. Refer to Note 9 for further discussion.

In June 2006, the FASB ratified Emerging Issues Task Force Issue 06-2, Accounting for Sabbatical Leave and Other Similar Benefits Pursuant
to FASB Statement No. 43, Accounting for Compensated Absences (�EITF 06-2�). Under EITF 06-2, compensation costs associated with a
sabbatical should be accrued over the requisite service period, assuming certain conditions are met. Previously, the Company expensed
sabbatical costs as incurred. The Company adopted EITF 06-2 effective October 1, 2007, as required and accordingly, recorded a $12,692
cumulative adjustment, net of tax, to decrease retained earnings on October 1, 2007. The annual impact to earnings of this accounting change is
not expected to be significant.

Reclassifications

Certain prior year amounts have been reclassified to conform to the current year presentation.

8
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3. Goodwill and Other Intangible Assets, Net

Following is a summary of changes in the carrying amount of goodwill for the nine months ended June 30, 2008:

Benefits
Outsourcing Consulting Total

Balance at September 30, 2007 $ 48,380 $ 270,934 $ 319,314
Additions �  51,592 51,592
Adjustment and reclassification (19,790) (15,055) (34,845)
Effect of changes in foreign exchange rates 1,010 (1,967) (957)

Balance at June 30, 2008 $ 29,600 $ 305,504 $ 335,104

The additions and adjustments and reclassifications to goodwill in Consulting relate to the March and April 2008 acquisitions of Talent and
Organizational Consulting businesses. The Company expects to finalize the opening balance sheet related to these acquisitions by the end of the
second quarter and third quarter of fiscal 2009. The adjustment and reclassification from goodwill in Benefits Outsourcing during the nine
months ended June 30, 2008 pertains to adjustments to the opening balance sheet related to the acquisition of a benefits management services
provider which occurred in the fourth quarter of fiscal 2007. The Company expects to finalize the opening balance sheet related to this
acquisition during the fourth quarter of the current year.

Intangible assets with definite useful lives are amortized over their estimated lives and are tested for impairment whenever indicators of
impairment arise. The following is a summary of intangible assets at June 30, 2008 and September 30, 2007:

June 30, 2008 September 30, 2007
Gross

Carrying
Amount

Accumulated
Amortization Net

Gross
Carrying
Amount

Accumulated
Amortization Net

Trademarks and tradenames $ 17,897 $ 14,692 $ 3,205 $ 15,548 $ 14,498 $ 1,050
Core technology 40,199 15,067 25,132 25,499 12,572 12,927
Customer relationships 258,306 86,208 172,098 256,024 73,868 182,156

Total $ 316,402 $ 115,967 $ 200,435 $ 297,071 $ 100,938 $ 196,133

The increase in the gross carrying amount of core technology pertains to adjustments to the opening balance sheet related to the acquisition of a
benefits management services provider which occurred in the fourth quarter of fiscal 2007. The increase in the gross carrying amount of
customer relationships primarily pertains to adjustments to the opening balance sheet related to the March and April 2008 acquisitions of Talent
and Organizational Consulting businesses and the acquisition of a benefits management services provider which occurred in the fourth quarter of
fiscal 2007, partially offset by the divestiture of the Company�s Cyborg business. Refer to Note 15 for additional information on divestitures.

Amortization expense related to definite useful life assets for the three and nine months ended June 30, 2008 and 2007 is as follows:

Three Months Ended
June 30,

Nine Months Ended
June 30,

2008 2007 2008 2007
Trademarks and tradenames $ 359 $ 480 $ 434 $ 1,845
Core technology 356 1,293 2,495 3,680
Customer relationships 6,996 6,797 21,193 20,460

Total $ 7,711 $ 8,570 $ 24,122 $ 25,985
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4. Investments

At June 30, 2008, the Company had a total of $127,598 in long-term investments, which are comprised of available-for-sale auction rate
securities (�ARS�). While the underlying securities generally have long-term nominal maturities that exceed one year, the interest rates on these
investments reset periodically in scheduled auctions (generally every 7-35 days). The Company has the opportunity to sell its investments during
such periodic auctions subject to buyer availability.

During February 2008, issues in the global credit and capital markets led to failed auctions with respect to the Company�s ARS. During the
second and third quarter, all of the Company�s outstanding ARS were subject to failed auctions. In the third quarter, $6,500 of the Company�s
ARS issues were called at par. At June 30, 2008, the Company�s ARS portfolio had a fair value of $127,598 and a par value of $132,900. The
Company used a discounted cash flow model to determine the estimated fair value of its ARS at June 30, 2008. As a result, the Company
determined that there was a reduction in the fair value of its ARS and recorded an unrealized loss of $5,302 ($3,235 net of tax) within other
comprehensive income, a component of stockholders� equity. The Company believes that the current lack of liquidity relating to its ARS
investments will not materially affect its ability to fund its ongoing operations and growth initiatives.

As of June 30, 2008, approximately 97% of the Company�s ARS portfolio was comprised of federally insured student loan backed securities and
91% of the Company�s ARS portfolio was comprised of Aaa/AAA rated investments by Moody�s and S&P, respectively.

Because the impairments in fair values have been relatively short in duration and minor in amounts, and given the Company�s ability and intent
to hold these investments until they fully recover in value (including until contractual maturity if necessary), the impairment is considered to be
temporary. However, the Company will reassess this conclusion in future reporting periods based on several factors, including the success or
failure of future auctions, possible failure of the investment to be redeemed, deterioration of the credit ratings of the investments, market risk and
other factors. Such a reassessment may result in a conclusion that these investments are other-than-temporarily impaired. If it is determined that
the fair value of these securities is other-than-temporarily impaired, the Company would record a loss in its consolidated statements of
operations, which could materially adversely impact its results of operations and financial condition. As of March 31, 2008, the Company
reclassified the entire ARS investment balance from short-term investments to long-term investments on the consolidated balance sheet
reflecting the Company�s inability to determine when these investments in ARS will become liquid.

At September 30, 2007, the Company had a total of $216,726 of ARS classified as short-term investments.

5. Severance Accrual

As of June 30, 2008, the Company has estimated its severance obligations to be $14,202 in accordance with Statement of Financial Accounting
Standards No. 112 (as Amended), �Employers� Accounting for Postemployment Benefits � an amendment of FASB Statements No. 5 and 43.�
The Company recorded charges of $11,145 in the third quarter and made payments of $109 related to those charges during the third quarter. The
Company�s severance policy provides that the affected employees are entitled to receive an amount of severance pay that is based on the
employee�s length of service, current employment status and level and benefits elections. For certain affected employees outside of the United
States, the amount of severance is based upon the requirements of local regulations. The Company recorded adjustments of $5,186 during the
nine months ended June 30, 2008 primarily relating to higher than expected attrition and redeployment of associates to other positions.

The following table summarizes the activity in the severance accrual for the nine months ended June 30, 2008:

September 30, 2007 Additions Payments Adjustments June 30, 2008
Severance Accrual $ 10,661 $ 16,405 $ (7,678) $ (5,186) $ 14,202
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The additions and adjustments were recorded in compensation and related expenses within the consolidated statements of operations. The
Company anticipates that the remaining accrual will be paid out by the second quarter of fiscal 2009.

6. Restructuring Activities

In conjunction with an ongoing review of the Company�s leased real estate portfolio, during the third quarter of fiscal 2007, the Company
announced its intention to consolidate facilities, and in some cases, exit certain properties. During the fourth quarter of fiscal 2007, the Company
recorded expense of $17,777 related to the exit and consolidation of certain facilities in both the U.S. and international locations. The charges
consisted of $21,649 for recognition of the fair value of lease vacancy obligations and lease termination charges. This was offset by the reversal
of accrued rents of $3,872. The net costs were recorded in other operating expense within the consolidated statements of operations and charged
to the Benefits Outsourcing, HR BPO, and Consulting segments in the amounts of $13,469, $3,082, and $1,226, respectively.

During the second quarter of fiscal 2008, the Company recorded expense of $5,934 related to the exit and consolidation of a certain facility in
the U.S. The charge consisted of $5,570 for recognition of the fair values of lease vacancy obligations. Additionally, prepaid rents of $364 were
reversed. The net cost was recorded in other operating expense within the consolidated statements of operations and charged to the Benefits
Outsourcing, HR BPO, and Consulting segments in the amounts of $321, $436, and $4,016, respectively; $1,161 was recorded to shared services
and was not allocated to the segments.

During the third quarter of fiscal 2008, the Company recorded expense of $894 related to the exit and consolidation of a certain facility in the
Netherlands. The charge was for recognition of the fair values of lease vacancy obligations. The cost was recorded in other operating expense
within the consolidated statements of operations and charged to the Benefits Outsourcing and Consulting segments in the amounts of $599 and
295, respectively.

The following table summarizes the activity in the restructuring reserves for the nine months ended June 30, 2008:

September 30, 2007 Additions Payments, net Adjustments June 30, 2008
Real estate lease restructuring $ 20,887 $ 6,464 $ (11,418) $ 2,282 $ 18,215
The Company recorded an adjustment of $2,114 during the nine months ended June 30, 2008 relating to a revision in the estimated fair value of
a lease vacancy obligation and such amount was reflected as a reduction in other operating expenses. Also included in the adjustments are the
effect of foreign currency translation and the accretion of fair values.

The Company anticipates that the remaining accrual will be paid out by fiscal 2018.

In connection with the 2005 Exult merger, the Company formulated facility exit and severance strategies. The Company recorded $13,721 of
estimated liabilities for costs related to Exult facilities consolidation, the related impact on Exult outstanding real estate leases and Exult
involuntary employee terminations and relocations. The accrued obligation was $2,140 and $3,132 as of June 30, 2008 and September 30, 2007,
respectively. All severance amounts were paid out as of September 30, 2006. Lease termination costs are expected to be paid by October 2011.
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7. Share-Based Compensation

The Company recorded pre-tax share-based compensation expense of $15,817 and $8,742 during the three months ended June 30, 2008 and
2007, respectively, and $38,446 and $31,439 during the nine months ended June 30, 2008 and 2007, respectively, related to the Company�s
nonqualified stock options, restricted stock, and restricted stock units. During the third quarter of fiscal 2007, the Company reduced share-based
compensation expense by $4,505 related to adjustments to the forfeiture rate used to record share-based compensation.

Under the Company�s Global Stock and Incentive Compensation Plan (the �Plan�), which was adopted in fiscal 2002 and is administered by the
Compensation and Leadership Committee (the �Committee�) of the Company�s Board of Directors, employees and directors may receive awards of
nonqualified stock options, stock appreciation rights, restricted stock, restricted stock units, performance shares, performance share units, and
cash-based awards; employees can also receive incentive stock options. The Plan was amended in January 2008 to increase the number of shares
of Class A common stock authorized and reserved for issuance thereunder by 7,000,000 shares. As of June 30, 2008, only restricted stock,
restricted stock units, performance share units and nonqualified stock options have been granted. A total of 32,000,000 shares of Class A
common stock have been reserved for issuance under the Plan. As of June 30, 2008, there were 7,977,520 shares available for grant under the
Plan.

Restricted Stock and Restricted Stock Units

The following table summarizes restricted stock and restricted stock units activity during the nine months ended June 30, 2008 and 2007:

June 30, 2008 June 30, 2007
Restricted

Stock /
Restricted

Stock
Units

Weighted

Average

Grant Date
Fair Value

Restricted
Stock /

Restricted
Stock
Units

Weighted

Average

Grant Date
Fair Value

Shares outstanding at beginning of fiscal year 3,135,822 $ 25.62 2,370,858 $ 25.95
Granted 1,485,717 $ 37.49 2,528,652 $ 25.42
Vested (123,847) $ 25.97 (144,450) $ 25.83
Forfeited (281,812) $ 28.25 (466,776) $ 25.94

Shares outstanding at end of period 4,215,880 $ 29.62 4,288,284 $ 25.64
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Stock Options

The following table summarizes stock option activity during the nine months ended June 30, 2008 and 2007:

June 30, 2008 June 30, 2007

Options

Weighted

Average

Exercise
Price Options

Weighted

Average

Exercise
Price

Outstanding at beginning of fiscal year 7,611,095 $ 24.12 9,664,292 $ 23.73
Granted 761,620 $ 37.53 922,150 $ 25.54
Exercised (1,339,082) $ 23.69 (1,573,059) $ 22.51
Forfeited (82,916) $ 27.16 (141,584) $ 24.82
Expired (51,050) $ 23.48 (389,881) $ 25.85

Outstanding at end of period 6,899,667 $ 25.66 8,481,918 $ 24.04

Exercisable options at end of period 5,368,844 $ 24.00 6,753,175 $ 23.80
The weighted average estimated fair value of employee stock options granted during the nine months ended June 30, 2008 and 2007 was $12.82
and $9.69 per share, respectively. These stock options were granted at exercise prices equal to the current fair market value of the underlying
stock on the grant date.

The fair value used to determine compensation expense for options granted during the nine months ended June 30, 2008 and 2007 was estimated
at the date of grant using a Black-Scholes option pricing model with the following weighted average assumptions:

2008 2007
Expected volatility 26.61% 28.16%
Risk-free interest rate 3.84% 4.41%
Expected life 6.04 6.23
Dividend yield 0% 0%

The Company uses the �simplified method�, defined in SEC Staff Accounting Bulletin (�SAB�) No. 107, to determine the expected life assumption
for all of its options. The Company continues to use the �simplified method�, as permitted by SAB No. 110, as it does not believe that it has
sufficient historical exercise data to provide a reasonable basis upon which to estimate expected life due to the limited time its equity shares have
been publicly traded.

8. Pension and Postretirement Benefit Plans

Through various acquisitions, the Company has defined benefit pension plans, the largest of which was closed to new entrants in 1998,
providing retirement benefits to eligible employees. The Company also has other smaller defined benefit pension plans to provide benefits to
eligible employees. It is the Company�s policy to fund in accordance with local practice and legislation. The Company also provides health
benefits for retired U.S. and Canadian employees and certain dependents when the employee becomes eligible for these benefits by satisfying
plan provisions, which include certain age and service requirements. The health benefit plans are contributory and contributions are reviewed
annually and adjusted periodically.
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The components of net periodic pension benefit costs for the three and nine months ended June 30, 2008 and 2007 include:

Pension Benefits
Three Months Ended

June 30,
Nine Months Ended

June 30,
2008 2007 2008 2007

Service cost $ 2,984 $ 3,108 $ 9,640 $ 9,225
Interest cost 2,810 2,323 8,423 6,870
Expected return on plan assets (3,024) (2,284) (9,083) (6,778)
Unrecognized prior service cost / (credit) 21 (11) 66 (33)
Unrecognized (gain) / loss (7) 58 (21) 172

Net periodic benefit cost $ 2,784 $ 3,194 $ 9,025 $ 9,456

During the three and nine months ended June 30, 2008, contributions of $4,888 and $16,147, respectively, were made by the Company to the
pension plans.

The components of net periodic health benefit costs for the three and nine months ended June 30, 2008 and 2007 include:

Health Benefits
Three Months Ended

June 30,
Nine Months Ended

June 30,
2008 2007 2008 2007

Service cost $ 50 $ 3 $ 149 $ 9
Interest cost 214 200 641 600
Unrecognized prior service cost �  �  1 1
Unrecognized loss 43 51 129 152

Net periodic benefit cost $ 307 $ 254 $ 920 $ 762

9. Income Taxes

The Company�s consolidated effective income tax rate is 43.5% and 36.6% for the three months ended June 30, 2008 and 2007, respectively, and
41.6 % and 38.0% for the nine months ended June 30, 2008 and 2007, respectively. The Company reviews its expected annual effective income
tax rates and makes changes on a quarterly basis as necessary based on certain factors such as changes in forecasted annual operating income;
changes to the valuation allowance for net deferred tax assets; changes to actual or forecasted permanent book to tax differences; impacts from
future tax settlements with state, federal or foreign tax authorities; or impacts from tax law changes. Each quarter, the Company identifies items
which are not normal and recurring in nature and treats these as discrete events. The tax effect of discrete items is booked entirely in the quarter
in which the discrete event occurs. Due to the volatility of these factors, the Company�s consolidated effective income tax rate can change
significantly on a quarterly basis. The higher effective tax rate in the current period compared to the comparable prior-year period is due to the
mix of income across various jurisdictions and the effect of nonrecurring discrete items (including prior year return to provision adjustments and
interest on FIN 48 liabilities) in the current period which increased the current period effective rate. The Company included interest and
penalties of $1,037 and $1,879 for the three and nine months ended June 30, 2008, respectively, in the provision for income tax in the
consolidated statement of operations.

As stated in Note 2, the Company adopted the provisions of FIN 48 on October 1, 2007. The cumulative effect of applying the provisions of this
interpretation has been recorded as a decrease of $7,036 to retained earnings, a decrease of $3,963 to the income tax payable, a decrease of
$5,047 to the deferred tax assets and an increase to the FIN 48 liability account of $5,952 as of October 1, 2007.
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In conjunction with the adoption of FIN 48, uncertain tax positions have been classified as non-current income tax liabilities unless expected to
be paid within one year. Income tax-related interest expense and income tax-related penalties have continued to be reported as a component of
the provision for income tax in the consolidated statements of operations. As of June 30, 2008, the total amount of accrued income tax-related
interest and penalties included in the consolidated balance sheets was $14,385.

As of June 30, 2008, the Company was subject to examination in the U.S. federal tax jurisdiction for the 2004-2006 tax years. The Company
was also subject to examination in various state and foreign jurisdictions for the 2004 and 2005 tax years, none of which were individually
material. The Company has filed an appeal with the Internal Revenue Service (�IRS�) for the 2003 income tax examination. The Company
believes that appropriate provisions for all outstanding issues have been made for all jurisdictions and all open years.

As of October 1, 2007, the date of adoption, the total amount of unrecognized tax benefits was $74,604, of which $71,876 would affect the
effective tax rate, if recognized. If tax matters for 2003 are effectively settled with the IRS within the next 12 months, the total amounts of
unrecognized tax benefits may decrease. Settlement could increase earnings up to $21,600 based on current estimates. Audit outcomes and the
timing of audit settlements are subject to significant uncertainty.

10. Earnings Per Share

Basic earnings per share (�EPS�) is calculated by dividing net income by the weighted average number of shares of common stock outstanding.
Diluted EPS includes the components of basic EPS and also gives effect to dilutive common stock equivalents. Treasury stock is not considered
outstanding for either basic or diluted EPS as weighted from the date the shares were placed into treasury. For purposes of calculating basic and
diluted earnings per share, vested restricted stock awards are considered outstanding. Under the treasury stock method, diluted EPS reflects the
potential dilution that could occur if securities or other instruments that are convertible into common stock were exercised or could result in the
issuance of common stock. Potentially dilutive common stock equivalents include unvested restricted stock and restricted stock units,
unexercised stock options and warrants that are �in-the-money� and outstanding convertible debt securities which would have a dilutive effect if
converted from debt to common stock. Restricted stock awards generally vest 25 percent on each anniversary of the grant date and are not
considered outstanding in basic earnings per share until the vesting date.
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The following table presents computations of basic and diluted EPS in accordance with accounting principles generally accepted in the United
States of America:

Three Months Ended
June 30,

Nine Months Ended
June 30,

2008 2007 2008 2007
Earnings per share � basic:
Net income as reported $ 48,150 $ 47,505 $ 156,590 $ 90,556
Weighted-average number of shares of common stock for
basic 96,534,101 107,331,262 100,008,744 108,519,023
Earnings per share � basic $ 0.50 $ 0.44 $ 1.57 $ 0.83

Earnings per share � diluted:
Net income as reported $ 48,150 $ 47,505 $ 156,590 $ 90,556
Plus: Income impact of assumed conversions:
Interest on convertible debt securities 587 587 1,761 �  

Net income for per share calculation $ 48,737 $ 48,092 $ 158,351 $ 90,556

Weighted-average number of shares of common stock for
basic 96,534,101 107,331,262 100,008,744 108,519,023
Incremental effect of dilutive common stock equivalents:
Unvested restricted stock awards 1,624,550 1,458,291 1,323,143 1,511,458
Unexercised stock options 1,904,991 1,836,241 1,914,085 1,028,743
Convertible debt 1,870,748 1,870,748 1,870,748 �  
Unexercised warrants 5,000 �  2,015 �  

Weighted-average number of shares of common stock for
diluted 101,939,390 112,496,542 105,118,735 111,059,224

Earnings per share � diluted $ 0.48 $ 0.43 $ 1.51 $ 0.82

Debt securities convertible into 1,870,748 shares of Class A common stock were outstanding in the three and nine months ended June 30, 2008
and 2007, but the weighted-average convertible shares were not included in the computation of diluted earnings per share for the nine months
ended June 30, 2007 because the effect of including the convertible debt securities would have been antidilutive. Warrants to sell 200,000 shares
of Class A common stock were outstanding in the three and nine months ended June 30, 2008 and 2007, but the warrants were not included in
the computation of diluted earnings per share for the three and nine months ended June 30, 2007 because the effect of including the warrants
would have been antidilutive. Of the outstanding stock options as of June 30, 2008 and 2007, 10,000 and 63,169 weighted average shares for
each quarter and 68,992 and 1,183,522 for each nine month period, respectively, were not included in the computation of diluted earnings per
share because the effects of including the stock options would have been antidilutive.
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11. Other Comprehensive Income, Net

The following table presents the after-tax components of the Company�s other comprehensive income for the periods presented:

Three Months Ended
June 30,

Nine Months Ended
June 30,

2008 2007 2008 2007
Net income $ 48,150 $ 47,505 $ 156,590 $ 90,556
Other comprehensive income:
Foreign currency translation adjustments (1,003) 19,233 718 41,785
Unrealized (losses) gains on investments (717) (9) (3,235) 8
Net unrealized loss on cash flow hedges (3,436) �  (4,029) �  
Benefit plans � SFAS 158 23 �  139 �  

Total comprehensive income $ 43,017 $ 66,729 $ 150,183 $ 132,349

At June 30, 2008 the Company recorded an unrealized loss of $5,302 ($3,235 net of tax) relating to its ARS. Refer to Note 4 for more
information on ARS.

In December 2007, the Company initiated a foreign currency risk management program involving the use of non-deliverable forward foreign
currency derivatives. Refer to Note 14 for more information on cash flow hedges.

12. Legal Proceedings

The Company is involved in disputes arising in the ordinary course of its business relating to outsourcing or consulting agreements, professional
liability claims, vendors or service providers or employment claims. The Company is also routinely audited and subject to inquiries by
governmental and regulatory agencies. The Company evaluates estimated losses under SFAS 5, Accounting for Contingencies. Management
considers such factors as the probability of an unfavorable outcome and the ability to make a reasonable estimate of the amount of loss and
records a provision with respect to a claim, suit, investigation or proceeding when it is probable that a liability has been incurred and the amount
of the loss can reasonably be estimated. If the reasonable estimate of a probable loss is a range, and no amount within the range is a better
estimate, the minimum amount in the range is accrued. If a loss is not probable or a probable loss cannot be reasonably estimated, no liability is
recorded.

The Company is in active discussions with a number of its HR BPO clients to renegotiate the terms of their contracts. In December 2007, the
Company reached settlement with one of these clients and incurred a charge of $15 million, which was previously reserved. The Company paid
this settlement during the first quarter.

In March 2008, the Company restructured an outsourcing contract. In conjunction with the restructuring, the Company will transition back to the
client certain HR BPO services and extend the Benefits Outsourcing services portion of the contract. The Company recorded a net charge of
$15.9 million in the second quarter, in addition to a $4 million charge recorded in the first quarter, mostly relating to transition costs. During the
third quarter, the Company recorded an adjustment to these charges of $1.9 million.

During the nine months ended June 30, 2008, the Company recorded additional net charges of approximately $17 million related to ongoing
disputes and settlements.

The Company is involved in a dispute with Philips Electronics UK Limited regarding a claim that the Company failed to properly value certain
discretionary benefits in connection with actuarial services provided from 1995 to 2000. On August 1, 2008, Philips and Philips Pension
Trustees Limited filed suit in the High Court of Justice, Chancery Division, in Birmingham England against Hewitt Associates Limited, a
subsidiary of the Company, Bacon & Woodrow, a predecessor of Hewitt Associates Limited, and Roger Parkin, an employee of the Company.
The suit claims damages of up to £103 million ($204 million at August 1, 2008). The Company believes that it has valid defenses to Philip�s
assertions and intends to defend vigorously any claim. The Company has reserved $5 million related to the dispute.

The Company does not believe that any unresolved dispute will have a material adverse effect on its financial condition or results of operation.
However, litigation in general and the outcome of any matter, in particular, cannot be predicted with certainty. An unfavorable resolution of one
or more pending matters could have a material adverse impact on the Company�s results of operations for one or more reporting periods.
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13. Segment Results

Under SFAS No. 131, Disclosures about Segments of an Enterprise and Related Information, the Company has determined that it has three
reportable segments based on similarities among the operating units including homogeneity of services, service delivery methods, and use of
technology. The three reportable segments are Benefits Outsourcing, HR BPO and Consulting.

The Company operates many of the administrative and support functions of its business through the use of centralized shared service operations
to provide an economical and effective means of supporting the operating segments. These shared services include information technology
services, human resources, management, corporate relations, finance, general counsel, real estate management, supplier management and other
supporting services. Many of these costs, such as information technology services, human resources, real estate management, and other support
services, are assigned to the business segments based on usage and consumption factors. Certain unallocated costs, within finance, general
counsel, management, client and market leadership, and corporate relations, are not allocated to the business segments and remain in unallocated
shared service costs.

The table below summarizes the Company�s reportable segment results. Results for the prior year have been recast to be comparable to the
current year presentation, primarily due to changes to the Company�s current organizational structure.

Three Months Ended
June 30,

Nine Months Ended
June 30,

2008 2007 2008 2007
Benefits Outsourcing
Segment revenues before reimbursements $ 374,995 $ 358,664 $ 1,162,200 $ 1,106,063
Segment income 92,913 95,114 298,701 243,217

HR BPO
Segment revenues before reimbursements $ 130,996 $ 138,497 $ 419,712 $ 403,132
Segment loss (16,234) (37,215) (61,657) (139,991)

Consulting
Segment revenues before reimbursements $ 283,496 $ 240,868 $ 798,490 $ 690,103
Segment income 32,700 40,199 93,867 99,631

Total Company
Segment revenues before reimbursements $ 789,487 $ 738,029 $ 2,380,402 $ 2,199,298
Intersegment revenues (11,729) (10,047) (35,702) (28,482)

Revenues before reimbursements (net revenues) 777,758 727,982 2,344,700 2,170,816
Reimbursements 16,821 14,330 58,419 51,354

Total revenues $ 794,579 $ 742,312 $ 2,403,119 $ 2,222,170

Segment income $ 109,379 $ 98,098 $ 330,911 $ 202,857
Charges not recorded at the segment level:
Unallocated shared service costs 28,198 25,726 72,337 65,187

Operating income $ 81,181 $ 72,372 $ 258,574 $ 137,670
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14. Cash Flow Hedges

The Company�s risk management strategy includes the use of derivative instruments to reduce the effects on its operating results and cash flows
from fluctuations caused by volatility in currency exchange. The Company currently uses cash flow hedges to hedge forecasted transactions with
its India operations. The Company enters into non-deliverable forward exchange contracts expiring within 12 months as hedges of anticipated
cash flows denominated in Indian rupees. These contracts are entered into to protect against the risk that the eventual cash flows resulting from
such transactions will be adversely affected by changes in exchange rates between the U.S. dollar and the Indian rupee.

All derivatives are recognized in the balance sheet at fair value. Fair values for the Company�s derivative financial instruments are based on
quoted market prices of comparable instruments or, if none are available, on pricing models or formulas using current assumptions. On the date
the derivative contract is entered into, the Company determines whether the derivative contract should be designated as a hedge. Changes in the
fair value of derivatives that are highly effective are recorded in other comprehensive income until the underlying transactions occur. Any
realized gains or losses resulting from the cash flow hedges are recognized together with the hedged transaction in the consolidated statement of
operations. At inception date, the Company formally documents all relationships between hedging instruments and hedged items, as well as its
risk management objective and strategy for undertaking various hedging activities. This process includes matching all derivatives that are
designated as cash flow hedges to specific forecasted transactions. The Company also formally assesses, both at the hedge�s inception and on an
ongoing basis, whether the derivatives that are used in hedging transactions are highly effective in offsetting changes in cash flows of hedged
items. At June 30, 2008, all hedges were determined to be highly effective.

At June 30, 2008, the Company had net unrealized losses of $6,605 on derivatives related to outstanding non-deliverable Indian rupee forward
contracts maturing within 12 months, with a notional value of $80,831. The Company recorded deferred tax assets of $2,576 related to these
derivatives. A total of $4,029 of deferred losses, net of tax, on derivative instruments at June 30, 2008 were accumulated in other comprehensive
income. The entire amount is expected to be reclassified into earnings from other comprehensive income during the next 12 months.

During the three and nine months ended June 30, 2008, the Company recorded net losses of $1,382 and $1,576, respectively, related to the
settlement of forward contracts which were designated as cash flow hedges. These amounts have been classified together with the underlying
hedged transactions in the consolidated statement of operations as compensation and related expenses.

15. Divestitures

On January 31, 2008, the Company sold the net assets of its Cyborg business (�Cyborg�). Cyborg was acquired in 2003 and provides licensed,
processed, and hosted payroll software services. Its operations were included in the HR BPO segment. The divestiture is a part of the Company�s
continued efforts to streamline its HR outsourcing service offerings. The Company recorded a pre-tax gain of $35,667 during the quarter ended
March 31, 2008 as a result of the sale.
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ITEM 2. Management�s Discussion and Analysis of Financial Condition and Results of Operations
The following information should be read in conjunction with the information contained in our consolidated financial statements and related
notes presented earlier in this Quarterly Report on Form 10-Q. Please also refer to our consolidated financial statements and related notes and
the information under the heading �Management�s Discussion and Analysis of Financial Condition and Results of Operations� included in our
Annual Report on Form 10-K filed with the Securities and Exchange Commission for additional information. In addition to historical
information, this Quarterly Report on Form 10-Q may contain forward-looking statements that involve risks, uncertainties and assumptions,
which could cause actual results to differ materially from management�s expectations. Some of the risks and uncertainties are described below
and in the �Note Regarding Forward-Looking Statements� which appears later in this section and in our Annual Report on Form 10-K, in
Item 1A under the heading �Risk Factors.�

We use the terms �Hewitt�, �the Company�, �we�, �us�, and �our� to refer to the business of Hewitt Associates, Inc. and its subsidiaries. All references to
years, unless otherwise noted, refer to our fiscal years, which end on September 30. For example, a reference to �2008� or �fiscal 2008� means the
twelve-month period that ends September 30, 2008. References to and adjustments for �foreign currency translation� are made within our
discussion of results so that the financial results can be viewed without the impact of fluctuating foreign currency exchange rates used in
reporting results in one currency (U.S. dollar) and helps facilitate a comparative view of business results. Financial results described within this
section, except for share and per share information, are stated in thousands of U.S. dollars unless otherwise noted. Certain prior-period amounts
have been reclassified to conform to the current-year presentation.

Overview

Third quarter net revenues, excluding third party supplier revenues and adjusting for the favorable effect of foreign currency translation of $10.7
million and the net favorable effect of acquisitions/divestiture of $1.4 million, increased 6.3% as compared to the prior-year period and was
driven by growth across all segments, particularly in Consulting. Consulting revenue growth over the prior year, adjusting for the favorable
effects of foreign currency translation of $7.2 million and acquisitions of $6.5 million, resulted principally from Retirement and Financial
Management services as well as Talent and Organizational Consulting services. Benefits Outsourcing also reported higher revenue in the
quarter, adjusting for the favorable impact of foreign currency translation of $1.2 million and acquisitions of $2.8 million, due to an increase in
clients going live with contract services over the last twelve months and project work, partially offset by lost clients. Human Resource Business
Process Outsourcing (�HR BPO�) reported revenue growth in the quarter, excluding third party revenue and adjusting for the favorable impact of
foreign currency translation of $2.3 million and the impact of $7.9 million from the sale of Cyborg, primarily due to an increase in the number of
clients who went live with contract services over the last twelve months, partially offset by planned service reductions to certain clients and
favorable one-time adjustments in the prior year.

Operating income increased $8.8 million, or 12.2%, from the prior-year quarter. The increase was primarily due to a $52.3 million or 7.0%
increase in revenue from the prior-year quarter. Higher revenues were accompanied by $43.5 million or a 6.5% increase in operating expenses
from the prior-year quarter, mostly due to higher compensation and related expenses, resulting in higher net income.

At June 30, 2008, we had a total of $127.6 million in long-term investments, which are comprised of available-for-sale auction rate securities
(�ARS�). While the underlying securities generally have long-term nominal maturities that exceed one year, the interest rates on these investments
reset periodically in scheduled auctions (generally every 7-35 days). We have the opportunity to sell these investments during such periodic
auctions subject to buyer availability.
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During February 2008, issues in the global credit and capital markets led to failed auctions with respect to our ARS. During the second and third
quarter, all of our outstanding ARS were subject to failed auctions. In the third quarter, $6.5 million of our ARS issues were called at par. At
June 30, 2008, our ARS portfolio had a fair value of $127.6 million and a par value of $132.9 million. We used a discounted cash flow model to
determine the estimated fair value of our ARS at June 30, 2008. As a result, we determined that there was a reduction in the fair value of our
ARS and recorded an unrealized loss of $5.3 million ($3.2 million net of tax) within other comprehensive income, a component of stockholders�
equity. We believe that the current lack of liquidity relating to our ARS investments will not materially affect our ability to fund our ongoing
operations and growth initiatives. As of March 31, 2008, we reclassified the entire ARS investment balance from short-term investments to
long-term investments on the consolidated balance sheet reflecting our inability to determine when these investments in ARS will become liquid.
During the quarter, we continued to repurchase our outstanding common shares.

During the three months ended June 30, 2008, we repurchased approximately 0.3 million of our outstanding shares at an average price of $38.39,
for a total of approximately $13.0 million. At June 30, 2008, we had approximately $155 million remaining under our current $750 million share
repurchase authorization.

Consolidated Results of Operations

The following table sets forth our historical results of operations. Operating results for any period are not necessarily indicative of results for any
future periods. Results for the prior year have been recast to be comparable to the current year presentation.

Three Months Ended June 30, 2008 and 2007

Unaudited

Three Months Ended
June 30, % of Net Revenues

(in thousands) 2008 2007
%

Change 2008 2007
Revenues:
Net revenues (1) $ 777,758 $ 727,982 6.8%
Reimbursements 16,821 14,330 17.4%

Total revenues 794,579 742,312 7.0%

Operating expenses:
Compensation and related expenses 500,714 455,069 10.0% 64.4 62.5
Asset impairment 200 2,996 (93.3)% �  0.4
Reimbursable expenses 16,821 14,330 17.4% 2.2 2.0
Other operating expenses (1) 143,538 149,024 (3.7)% 18.5 20.5
Selling, general and administrative expenses 52,125 48,521 7.4% 6.7 6.7

Total operating expenses 713,398 669,940 6.5% 91.7 92.0

Operating income 81,181 72,372 12.2% 10.4 9.9

Other income, net:
Interest expense (5,673) (3,861) 46.9% (0.7) (0.5)
Interest income 4,053 7,131 (43.2)% 0.5 1.0
Other income (expense), net 5,598 (682) 920.8% 0.7 (0.1)

Total other income, net 3,978 2,588 53.7% 0.5 0.4

Income before income taxes 85,159 74,960 13.6% 10.9 10.3
Provision for income taxes 37,009 27,455 34.8% 4.8 3.8

Net income $ 48,150 $ 47,505 1.4% 6.2% 6.5%
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(1) Net revenues include $8,409 and $14,848 of third party supplier revenues for the three months ended June 30, 2008 and 2007, respectively.
The third party supplier arrangements are generally marginally profitable. The related third party supplier expenses are included in other
operating expenses.
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Net Revenues

Net revenues, excluding third party supplier revenues and adjusting for the favorable effect of foreign currency translation of $10.7 million and
the net favorable effect of acquisitions/divestiture of $1.4 million, increased 6.3% as compared to the prior year. The increase in net revenues
was driven by revenue growth across all segments, with Consulting showing the largest increase. Consulting revenue growth over the prior year,
adjusting for the favorable effects of foreign currency translation of $7.2 million and acquisitions of $6.5 million, resulted principally from
Retirement and Financial Management services as well as Talent and Organizational Consulting services. Benefits Outsourcing also reported
higher revenue in the quarter, adjusting for the favorable impact of foreign currency translation of $1.2 million and acquisitions of $2.8 million,
due to an increase in clients going live with contract services over the last twelve months and project work, partially offset by lost clients. HR
BPO reported revenue growth in the quarter, excluding third party revenue and adjusting for the favorable impact of foreign currency translation
of $2.3 million and the impact of $7.9 million from the sale of Cyborg, primarily due to an increase in the number of clients who went live with
contract services over the last twelve months, partially offset by planned service reductions to certain clients and favorable one-time adjustments
in the prior year. Segment results are discussed in greater detail later in this section.

Compensation and Related Expenses

Compensation and related expenses increased 10.0%, or $45.6 million. An increase in salary costs resulted from an increase in Consulting
activities, including $6.1 million in pretax severance charges related to the previously-announced Consulting segment organizational
restructuring. Offsetting the increase attributed to the Consulting segment is lower severance expense, in addition to lower salary costs
associated with global sourcing and other cost management in the outsourcing businesses.

Asset Impairment

The current quarter impairment charge of $0.2 million resulted from the write-off of deferred set-up costs associated with certain client
contracts. The prior-year quarter impairment charge of $3.0 million primarily resulted from the write-off of capitalized software and deferred
set-up costs associated with certain clients, in addition to the impairment of a customer relationship.

Other Operating Expenses

The decrease in other operating expense of $5.5 million is primarily due to a reduction in third party supplier costs of $6.4 million. Higher client
service delivery charges, net of deferrals, of $1.5 million primarily related to the increased number of clients who are live with ongoing services.

Selling, General and Administrative Expenses (�SG&A�)

SG&A increased $3.6 million, or 7.4%. In the third quarter of fiscal 2008, net charges related to ongoing disputes and settlements of $4.1
million were recorded.

Total Other Income, Net

Total other income increased by $1.4 million in the period due to higher other income (expense) net of $6.3 million, which included higher gains
on foreign currency transactions of $3.3 million and gains of $2.6 million related to the sale of two equity investments. This was partially offset
by lower interest income of $3.1 million, due to lower average investment balances and lower average interest rates as compared to the
prior-year period, and higher interest expense of $1.8 million, resulting from higher average debt balances as compared to the prior-year period.
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Provision for Income Taxes

The Company�s consolidated effective income tax rate is 43.5% for the three months ended June 30, 2008, as compared to 36.6% for the
comparable prior-year period. The Company reviews its expected annual effective income tax rates and makes changes on a quarterly basis as
necessary based on certain factors such as changes in forecasted annual operating income; changes to the valuation allowance for net deferred
tax assets; changes to actual or forecasted permanent book to tax differences; impacts from future tax settlements with state, federal or foreign
tax authorities; or impacts from tax law changes. Each quarter, the Company identifies items which are not normal and recurring in nature and
treats these as discrete events. The tax effect of discrete items is booked entirely in the quarter in which the discrete event occurs. Due to the
volatility of these factors, the Company�s consolidated effective income tax rate can change significantly on a quarterly basis. The higher
effective tax rate in the current period compared to the comparable prior-year period is due to the mix of income across various jurisdictions and
the effect of nonrecurring discrete items (including prior year return to provision adjustments and interest on FIN 48 liabilities) in the current
period.

Nine Months Ended June 30, 2008 and 2007

Unaudited

Nine Months Ended
June 30, % of Net Revenues

(in thousands) 2008 2007
%

Change 2008 2007
Revenues:
Net revenues (1) $ 2,344,700 $ 2,170,816 8.0%
Reimbursements 58,419 51,354 13.8%

Total revenues 2,403,119 2,222,170 8.1%

Operating expenses:
Compensation and related expenses 1,516,865 1,424,555 6.5% 64.7 65.6
Asset impairment 2,496 6,612 (62.3)% 0.1 0.3
Reimbursable expenses 58,419 51,354 13.8% 2.5 2.4
Other operating expenses (1) 441,707 454,959 (2.9)% 18.8 21.0
Selling, general and administrative expenses 160,725 147,020 9.3% 6.9 6.8
Gain on sale of business (35,667) �  n/a (1.5) �  

Total operating expenses 2,144,545 2,084,500 2.9% 91.5 96.0

Operating income 258,574 137,670 87.8% 11.0 6.3

Other income, net:
Interest expense (13,658) (14,500) (5.8)% (0.6) (0.7)
Interest income 17,543 21,906 (19.9)% 0.7 1.0
Other income, net 5,834 1,033 464.8% 0.2 �  

Total other income, net 9,719 8,439 15.2% 0.4 0.4

Income before income taxes 268,293 146,109 83.6% 11.4 6.7
Provision for income taxes 111,703 55,553 101.1% 4.8 2.6

Net income $ 156,590 $ 90,556 72.9% 6.7% 4.2%

(1) Net revenues include $30,746 and $54,523 of third party supplier revenues for the nine months ended June 30, 2008 and 2007,
respectively. The third party supplier arrangements are generally marginally profitable. The related third party supplier expenses are
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included in other operating expenses.
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Net Revenues

Net revenues, excluding third party supplier revenues and adjusting for the favorable effects of foreign currency translation and net
acquisitions/divestiture of $42.5 million and $3.6 million, respectively, increased 7.2% as compared to the prior year. The increase in net
revenues was driven by revenue growth across all segments, with Consulting showing the largest increase to date. Consulting revenue growth,
adjusting for the favorable effects of foreign currency translation of $27.3 million and acquisitions of $8.2 million, was due to growth in
Retirement and Financial Management and Talent and Organizational Consulting services. HR BPO revenue growth, excluding third party
revenue and adjusting for the favorable impact of foreign currency translation of $10.3 million and the impact of $13.2 million from the sale of
Cyborg, was primarily due to an increase in the number of clients who went live with contract services over the last twelve months and growth
in revenue from existing clients, including an increase in project work and transactional volume. Also contributing to the increase in HR BPO
revenue was the benefit of $14.1 million related to the resolution of two contract restructurings. Benefits Outsourcing also contributed to the
revenue growth, adjusting for the favorable impact of foreign currency translation of $5.0 million and acquisitions of $8.6 million, primarily due
to an increase in new client revenue growth and project work, partially offset by lost clients, and the benefit of $9.0 million of revenue related to
the resolution of two contract restructurings. Segment results are discussed in greater detail later in this section.

Compensation and Related Expenses

Compensation and related expenses increased 6.5%, or $92.3 million. An increase in salary costs resulted from an increase in Consulting
activities and higher performance-based compensation. Offsetting these increases were lower salary costs associated with global sourcing and
other cost management efforts and a decrease in severance expense, related to prior restructuring actions.

Asset Impairment

The current year impairment charge of $2.5 million primarily resulted from the write-off of deferred set-up costs and capitalized software
associated with certain client contracts. The prior year impairment charge of $6.6 million primarily resulted from the write-off of deferred set-up
costs and capitalized software associated with certain clients, in addition to the impairment of a customer relationship.

Other Operating Expenses

The decrease in other operating expense of $13.3 million is primarily due to a reduction in third party supplier costs of $22.5 million, in addition
to lower infrastructure costs. Offsetting the decrease is higher real estate related costs which includes $6.8 million to exit and consolidate leased
real estate during the second and third quarter and a $2.1 million adjustment to the estimated fair value of a lease vacancy obligation recorded in
the prior year. Also offsetting the decrease is higher client service delivery charges, net of deferrals, of $9.2 million primarily related to the
increased number of clients who are live with ongoing services and the impact of two previously announced contract restructurings.

SG&A

The increase in SG&A of $13.7 million is primarily attributable to net charges related to ongoing disputes and settlements with various clients of
approximately $26 million in the current year. Additionally, $3.4 million higher allowance for doubtful accounts, including a reduction in the
prior year to the allowance for doubtful accounts of $1.7 million, contributed to the increase. A $13.9 million charge associated with the
restructuring of one of our HR BPO contracts and a $4.5 million charge associated with the resolution of a legal dispute with a vendor were both
recorded in the same prior-year period.

Gain on Sale of Business

On January 31, 2008, we sold the Cyborg business. Cyborg was acquired in 2003 and provides licensed, processed, and hosted payroll software
services. Its operations were included in the HR BPO segment. The divestiture is a part of the Company�s continued efforts to streamline its HR
outsourcing service offerings. The Company recorded a pre-tax gain of $35.7 million during the quarter ended March 31, 2008 as a result of the
sale.
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Total Other Income, Net

Total other income increased by $1.3 million in the period due to higher other income (expense) net of $4.8 million, which included higher gains
on foreign currency transactions of $2.7 million and gains of $2.6 million related to the sale of two equity investments. Lower interest expense
of $0.8 million, resulting from lower average debt balances as compared to the prior-year period also contributed to the increase. This was
partially offset by lower interest income of $4.4 million, due to lower average investment balances and lower average interest rates as compared
to the prior-year period.

Provision for Income Taxes

The Company�s consolidated effective income tax rate is 41.6% for the nine months ended June 30, 2008, as compared to 38.0% for the
comparable prior-year period. The Company reviews its expected annual effective income tax rates and makes changes on a quarterly basis as
necessary based on certain factors such as changes in forecasted annual operating income; changes to the valuation allowance for net deferred
tax assets; changes to actual or forecasted permanent book to tax differences; impacts from future tax settlements with state, federal or foreign
tax authorities; or impacts from tax law changes. Each quarter, the Company identifies items which are not normal and recurring in nature and
treats these as discrete events. The tax effect of discrete items is booked entirely in the quarter in which the discrete event occurs. Due to the
volatility of these factors, the Company�s consolidated effective income tax rate can change significantly on a quarterly basis. The higher
effective tax rate in the current period compared to the comparable prior-year period is due to the mix of income across various jurisdictions and
the effect of nonrecurring discrete items (including prior year return to provision adjustments and interest on FIN 48 liabilities) in the current
period.
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Segment Results

Operating income before unallocated shared service costs is referred to as �segment income� throughout the discussion. Results for the prior year
have been recast to be comparable to the current year presentation, primarily due to changes to the Company�s current organizational structure.

Reconciliation of Segment Results to Total Company Results

Three Months Ended June 30, 2008 and 2007

Unaudited

Three Months Ended
June 30,

($ in thousands) 2008 2007
%

Change
Benefits Outsourcing
Segment revenues before reimbursements $ 374,995 $ 358,664 4.6%
Segment income 92,913 95,114 (2.3)%
Segment income as a percentage of segment revenues 24.8% 26.5%

HR BPO
Segment revenues before reimbursements (1) $ 130,996 $ 138,497 (5.4)%
Segment loss (16,234) (37,215) (56.4)%
Segment loss as a percentage of segment revenues (12.4)% (26.9)%

Consulting
Segment revenues before reimbursements $ 283,496 $ 240,868 17.7%
Segment income 32,700 40,199 (18.7)%
Segment income as a percentage of segment revenues 11.5% 16.7%

Total Company
Segment revenues before reimbursements (1) $ 789,487 $ 738,029 7.0%
Intersegment revenues (11,729) (10,047) 16.7%

Revenues before reimbursements (net revenues) 777,758 727,982 6.8%
Reimbursements 16,821 14,330 17.4%

Total revenues $ 794,579 $ 742,312 7.0%

Segment income $ 109,379 $ 98,098 11.5%
Unallocated shared service costs 28,198 25,726 9.6%

Operating income $ 81,181 $ 72,372 12.2%

(1) HR BPO net revenues include $8,409 and $14,848 of third party supplier revenues for the three months ended June 30, 2008 and 2007,
respectively. The third party supplier arrangements are generally marginally profitable. The related third party supplier expenses are
included in other operating expenses.
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Benefits Outsourcing

Benefits Outsourcing net revenue, adjusting for the favorable impact of foreign currency translation of $1.2 million and acquisitions of $2.8
million, increased 3.4%. The increase in revenue is primarily due to an increase in clients going live with contract services over the last twelve
months and increased project work, partially offset by client losses.

Benefits Outsourcing operating income decreased 2.3% compared to the prior year. The decrease was due to higher compensation expense and
client service delivery expenses related to certain large, complex clients that recently went live with ongoing services, increased litigation
expenses, and higher performance-based compensation, partially offset by margins on increased revenue.

HR BPO

HR BPO net revenue, excluding third party revenue and adjusting for the favorable impact of foreign currency translation of $2.3 million and the
impact of $7.9 million from the sale of Cyborg, increased 3.9%. The increase is primarily related to an increase in the number of clients who
went live with contract services over the last twelve months, partially offset by planned service reductions to certain clients and favorable
one-time adjustments in the prior year.

HR BPO operating loss decreased 56.4% compared to the prior-year period. The segment loss improved principally due to staffing leverage and
infrastructure cost management efforts.

Consulting

Consulting net revenues, adjusting for the favorable effects of foreign currency translation of $7.2 million and acquisitions of $6.5 million,
increased 12.0%. The majority of this growth resulted from increased demand in Europe and North America for Retirement and Financial
Management consulting, in particular, driven by funding legislation and ongoing pension accounting changes. Also contributing to the revenue
growth is increased demand for Talent and Organizational Consulting in Asia-Pacific as well as in Europe.

Segment income decreased 18.7% compared to the same prior-year. The decrease in segment income was due to higher compensation expense,
including $6.1 million in pretax severance charges related to the previously-announced Consulting segment organizational restructuring, that
more than offset the revenue growth in the period.

Unallocated Shared Service Costs

Unallocated shared service costs are global expenses that are incurred on behalf of the entire Company and are not specific to a business
segment. These costs include finance, legal, management and corporate relations and other related costs.

Unallocated cost increased $2.5 million, or 9.6%. The increase was primarily the result of higher performance-based compensation expenses and
legal fees in the current period and timing of favorable adjustments in the prior-year period, partially offset by lower outside consulting fees.
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Nine Months Ended June 30, 2008 and 2007

Unaudited

Nine Months Ended
June 30,

($ in thousands) 2008 2007 % Change
Benefits Outsourcing
Segment revenues before reimbursements $ 1,162,200 $ 1,106,063 5.1%
Segment income 298,701 243,217 22.8%
Segment income as a percentage of segment revenues 25.7% 22.0%

HR BPO
Segment revenues before reimbursements (1) $ 419,712 $ 403,132 4.1%
Segment loss (61,657) (139,991) (56.0)%
Segment loss as a percentage of segment revenues (14.7)% (34.7)%

Consulting
Segment revenues before reimbursements $ 798,490 $ 690,103 15.7%
Segment income 93,867 99,631 (5.8)%
Segment income as a percentage of segment revenues 11.8% 14.4%

Total Company
Segment revenues before reimbursements (1) $ 2,380,402 $ 2,199,298 8.2%
Intersegment revenues (35,702) (28,482) 25.3%

Revenues before reimbursements (net revenues) 2,344,700 2,170,816 8.0%
Reimbursements 58,419 51,354 13.8%

Total revenues $ 2,403,119 $ 2,222,170 8.1%

Segment income $ 330,911 $ 202,857 63.1%
Unallocated shared service costs 72,337 65,187 11.0%

Operating income $ 258,574 $ 137,670 87.8%

(1) HR BPO net revenues include $30,746 and $54,523 of third party supplier revenues for the nine months ended June 30, 2008 and 2007,
respectively. The third party supplier arrangements are generally marginally profitable. The related third party supplier expenses are
included in other operating expenses.
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Benefits Outsourcing

Benefits Outsourcing net revenue, adjusting for the favorable impact of foreign currency translation of $5.0 million and acquisitions of $8.6
million, increased 3.9%. The increase in revenue is primarily a result of an increase in new clients and project work, partially offset by lost
clients as compared to the prior-year period and the benefit of $9.0 million of revenue related to the resolution of two contract restructurings.

Benefits Outsourcing operating income increased 22.8% compared to the prior year. Growth was mostly due to an increase from the prior year in
higher margin project work, a decrease in compensation expense associated with lower severance and lower salary costs related to global
sourcing, and other infrastructure cost management efforts. This growth was partially offset by higher contractor costs and operating expense
related to certain large, complex clients that went live with ongoing services, as well as higher performance-based compensation.

HR BPO

HR BPO net revenue, excluding third party revenue and adjusting for the favorable impact of foreign currency translation of $10.3 million and
the impact of $13.2 million from the sale of Cyborg, increased 13.0%. The increase is primarily related to an increase in the number of clients
who went live with contract services over the last twelve months and growth in revenue from existing clients, including an increase in project
work and transactional volumes. Also contributing to the increase was the benefit of $14.1 million related to the resolution of two contract
restructurings.

HR BPO operating loss decreased 56.0% compared to the prior-year period. The decrease in the loss was primarily due to lower operating
expense which included a gain on the sale of Cyborg of $35.7 million. The segment loss also improved due to staffing leverage, infrastructure
cost management efforts, and increased direct revenue. The current year includes net charges of $13.0 million related to the previously
announced restructurings of two HR BPO contracts as compared to $13.9 million of charges recorded in the prior year related to the
restructuring of a client contract. The current year also reflects charges related to ongoing disputes and settlements with various clients of $6
million.

Consulting

Consulting net revenues, adjusting for the favorable effects of foreign currency translation of $27.3 million and acquisitions of $8.2 million,
increased 10.6%. The majority of this growth resulted from increased demand in Europe and North America for Retirement and Financial
Management consulting, in particular, driven by funding legislation and ongoing pension accounting changes. Also contributing to the revenue
growth is increased demand for Talent and Organizational Consulting across all major geographies, as well as demand for health management
services in the U.S.

Segment income decreased 5.8% compared to the same prior-year period. Revenue growth was offset by higher compensation expense driven by
increased wages, retention and recruiting efforts from prior quarters, and severance, including $6.1 million in pretax severance charges related to
the previously-announced Consulting segment organizational restructuring. Also offsetting the increase is higher other operating expenses,
mostly due to charges related to real estate restructurings.

Unallocated Shared Service Costs

Unallocated shared service costs are global expenses that are incurred on behalf of the entire Company and are not specific to a business
segment. These costs include finance, legal, management and corporate relations and other related costs.

Unallocated cost increased $7.2 million, or 11.0%, primarily due to the result of higher performance-based compensation expenses and legal
fees in the current period and timing of favorable adjustments in the prior-year period, partially offset by lower costs due to severance expense
incurred in the prior year related to restructuring actions and lower outside consulting costs.
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Critical Accounting Policies and Estimates

For a description of our critical accounting policies and estimates, see our Annual Report on Form 10-K for the fiscal year ended September 30,
2007.

In June 2006, the FASB issued Interpretation No. 48, Accounting for Uncertainty in Income Taxes (�FIN 48�). FIN 48 prescribes detailed guidance
for the financial statement recognition, measurement and disclosure of uncertain tax positions recognized in an enterprise�s financial statements
in accordance with FASB Statement No. 109, Accounting for Income Taxes. Tax positions must meet a more-likely-than-not recognition
threshold at the effective date to be recognized upon the adoption of FIN 48 and in subsequent periods. The Company adopted the provisions of
FIN 48 on October 1, 2007. The cumulative effect of applying the provisions of this interpretation has been recorded as a decrease of $7,036 to
retained earnings, a decrease of $3,963 to the income tax payable, a decrease of $5,047 to deferred tax assets and an increase to the FIN 48
liability account of $5,952 as of October 1, 2007. Refer to Note 9 for further discussion.

In June 2006, the FASB ratified Emerging Issues Task Force Issue 06-2, Accounting for Sabbatical Leave and Other Similar Benefits Pursuant
to FASB Statement No. 43, Accounting for Compensated Absences (�EITF 06-2�). Under EITF 06-2, compensation costs associated with a
sabbatical should be accrued over the requisite service period, assuming certain conditions are met. Previously, the Company expensed
sabbatical costs as incurred. The Company adopted EITF 06-2 effective October 1, 2007, as required and accordingly, we recorded a $12,692
cumulative adjustment, net of tax, to decrease retained earnings on October 1, 2007. The annual impact to earnings of this accounting change is
not expected to be significant.

Liquidity and Capital Resources

We have historically funded our growth and working capital requirements with internally generated funds, credit facilities and term notes. We
believe we have broad access to debt and equity capital markets.

Summary of Cash Flows
Nine Months Ended

June 30,
(in thousands) 2008 2007

Cash provided by operating activities $ 161,115 $ 257,988
Cash used in investing activities (5,608) (45,875)
Cash used in financing activities (261,523) (111,437)
Effect of exchange rates on cash 2,481 7,346

Net (decrease) increase in cash and cash equivalents (103,535) 108,022
Cash and cash equivalents at beginning of period 378,743 138,928

Cash and cash equivalents at end of period $ 275,208 $ 246,950

Working capital, defined as current assets less current liabilities, was $221 million and $535 million at June 30, 2008 and September 30, 2007,
respectively.

The decrease in cash provided by operating activities was primarily due to higher performance-based compensation paid in the current year for
fiscal 2007 performance, higher tax payments, increased client receivables, and HR BPO contract settlements, partially offset by higher net
income as compared to the prior-year period.

The decrease in cash used in investing activities was primarily due to higher proceeds from the sale of investments, utilized to fund the higher
performance-based compensation and the Company�s share repurchase program, and cash received from the sale of Cyborg. Offsetting the
increase is higher purchases of investments, acquisitions, and higher additions to property and equipment.
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The increase in cash used in financing activities was primarily due to an increase in share repurchases relating to the Company�s share repurchase
program partially offset by an increase in short-term borrowings. The Company repurchased approximately 11 million of its outstanding shares
at an average price of $37.38, for a total of approximately $411.3 million, during the current year. An increase in short-term borrowings was also
used to finance the share repurchase program and fund acquisitions.

At June 30, 2008, the Company had a total of $127.6 million in long-term investments, which are comprised of ARS. While the underlying
securities generally have long-term nominal maturities that exceed one year, the interest rates on these investments reset periodically in
scheduled auctions (generally every 7-35 days). The Company has the opportunity to sell its investments during such periodic auctions subject to
buyer availability.

During February 2008, issues in the global credit and capital markets led to failed auctions with respect to the Company�s ARS. During the
second and third quarter, all of the Company�s outstanding ARS were subject to failed auctions. In the third quarter, $6.5 million of the
Company�s ARS issues were called at par. At June 30, 2008, the Company�s ARS portfolio had a fair value of $127.6 million and a par value of
$132.9 million. The Company used a discounted cash flow model to determine the estimated fair value of its ARS at June 30, 2008. As a result,
the Company determined that there was a reduction in the fair value of its ARS and recorded an unrealized loss of $5.3 million ($3.2 million net
of tax) within other comprehensive income, a component of stockholders� equity. The Company believes that the current lack of liquidity relating
to its ARS investments will not materially affect its ability to fund its ongoing operations and growth initiatives.

As of June 30, 2008, approximately 97% of the Company�s ARS portfolio was comprised of federally insured student loan backed securities and
91% of the Company�s ARS portfolio was comprised of Aaa/AAA rated investments by Moody�s and S&P, respectively.

Because the impairments in fair values have been relatively short in duration and minor in amounts, and given the Company�s ability and intent
to hold these investments until they fully recover in value (including until contractual maturity if necessary), the impairment is considered to be
temporary. However, the Company will reassess this conclusion in future reporting periods based on several factors, including the success or
failure of future auctions, possible failure of the investment to be redeemed, deterioration of the credit ratings of the investments, market risk and
other factors. Such a reassessment may result in a conclusion that these investments are other-than-temporarily impaired. If it is determined that
the fair value of these securities is other-than-temporarily impaired, the Company would record a loss in its consolidated statements of
operations, which could materially adversely impact its results of operations and financial condition. As of March 31, 2008, the Company
reclassified the entire ARS investment balance from short-term investments to long-term investments on the consolidated balance sheet
reflecting the Company�s inability to determine when its investments in ARS will become liquid.

At June 30, 2008, the Company had available credit facilities with domestic and foreign banks for various purposes. The amount of unused
credit facilities as of June 30, 2008 was approximately $124 million. During the second quarter of fiscal 2008 the Company borrowed $90
million against one of these facilities and used the proceeds to increase our cash position to add financial flexibility. The interest rate on this
borrowing is LIBOR plus 40 basis points.

We believe the cash on hand, together with funds from operations, other current assets, existing credit facilities and access to debt and equity
capital markets will satisfy our expected working capital, contractual obligations, capital expenditures, and investment requirements for at least
the next 12 months and the foreseeable future.

Commitments

Significant ongoing commitments consist primarily of leases, debt, purchase commitments and certain other long-term liabilities. For a summary
and description of our ongoing commitments and contractual obligations, see our Annual Report on Form 10-K for the fiscal year ended
September 30, 2007 and the �Commitments� section of the Liquidity and Capital Resources section of Management�s Discussion and Analysis of
Financial Condition and Results of Operations. There were no material changes in these commitments during the nine months ended June 30,
2008.
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Note Regarding Forward-Looking Statements

This report contains forward-looking statements relating to our operations that are based on our current expectations, estimates and projections.
Words such as �anticipates�, �believes�, �continues�, �estimates�, �expects�, �goal�, �intends�, �may�, �opportunity�, �plans�, �potential�, �projects�, �forecasts�, �should�,
�will�, and similar expressions are intended to identify such forward-looking statements. These statements are not guarantees of future
performance and involve risks, uncertainties, and assumptions that are difficult to predict. Forward-looking statements are based upon
assumptions as to future events that may not prove to be accurate. Actual outcomes and results may differ materially from what is expressed or
forecasted in these forward-looking statements. Actual results may differ from the forward-looking statements for many reasons. Important
factors known to us that could cause such material differences are identified and discussed from time to time in our filings with the Securities
and Exchange Commission, including those factors discussed in Part I, Item 1A, �Risk Factors� of our Annual Report on Form 10-K for the year
ended September 30, 2007. We undertake no obligation to update or revise any forward-looking statements, whether as a result of new
information, future events or for any other reason. Such important factors include:

� The outsourcing and consulting markets are highly competitive, and if we are not able to compete effectively our revenues and profit margins
may be adversely affected.

� A significant or prolonged economic downturn could have a material adverse effect on our revenues and profit margin.

� The profitability of our engagements with clients may not meet our expectations due to unexpected costs, cost overruns, early contract
terminations, unrealized assumptions used in our contract bidding process and the inability to maintain our prices.

� We might not be able to achieve the cost savings required to sustain and increase our profit margins.

� Our accounting for our long-term contracts requires using estimates and projections that may change over time. Such changes may have a
significant or adverse effect on our reported results of operations or consolidated balance sheet.

� The loss of a significantly large client or several clients could have a material adverse effect on our revenues and profitability.

� We may have difficulty integrating or managing acquired businesses, which may harm our financial results or reputation in the marketplace.

� Our business will be negatively affected if we are not able to anticipate and keep pace with rapid changes in government regulations or if
government regulations decrease the need for our services or increase our costs.

� If we are unable to satisfy regulatory requirements relating to internal controls over financial reporting, our business could suffer.

� Our business performance and growth plans will be negatively affected if we are not able to effectively apply technology in driving value for
our clients through technology-based solutions or gain internal efficiencies through the effective application of technology and related tools.

� If our clients or third parties are not satisfied with our services, we may face damage to our professional reputation or legal liability.

� Improper disclosure of personal data could result in liability and harm our reputation.
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� We depend on our employees; the inability to attract new talent or the loss of key employees could damage or result in the loss of client
relationships and adversely affect our business.

� Our global operations and expansion strategy pose complex management, foreign currency, legal, tax and economic risks, which we may not
adequately address.

� The demand for our services may not grow at rates we anticipate.

� If we fail to establish and maintain alliances for developing, marketing and delivering our services, our ability to increase our revenues and
profitability may suffer.

� We rely on third parties to provide services and their failure to perform the service could do harm to our business.

� We have only a limited ability to protect the intellectual property rights that are important to our success, and we face the risk that our
services or products may infringe upon the intellectual property rights of others.
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� We rely heavily on our computing and communications infrastructure and the integrity of these systems in the delivery of services for our
clients, and our operational performance and revenue growth depends, in part, on the reliability and functionality of this infrastructure as a
means of delivering human resources services.

� Our quarterly revenues, operating results and profitability will vary from quarter to quarter, which may result in volatility of our stock price.

� There are significant limitations on the ability of any person or company to buy Hewitt without the approval of the Board of Directors, which
may decrease the price of our Class A common stock.

� Section 203 of the Delaware General Corporation Law may delay, defer or prevent a change in control that our stockholders might consider
to be in their best interest.

� We may not be able to liquidate our auction rate securities (�ARS�) at carrying value, which may result in an impairment of the fair value of
these securities and may have an impact on our ability to fund our ongoing operations and growth initiatives. Refer to Note 4 of the
consolidated financial statements for more information related to our auction rate securities.

You should carefully consider each cautionary factor and all of the other information in this report. We undertake no obligation to correct or
update any forward-looking statements, whether as a result of new information, future events or otherwise. You are advised, however, to consult
any future disclosure we make on related subjects in future reports to the Securities and Exchange Commission (�SEC�).

Item 3. Quantitative and Qualitative Disclosures about Market Risk
The Company is exposed to market risk from changes in interest rates and foreign currency exchange rates. The Company has a substantial
operation in India for the development and deployment of technology solutions as well as for client support activities. In December 2007, the
Company initiated a foreign currency risk management program involving the use of foreign currency derivatives related to exposures in
fluctuations in the Indian rupee and expects to hedge approximately 65% of future exposures. As of June 30, 2008, the Company was a party to
foreign currency derivative instruments related to exposures in fluctuations in the Indian rupee for approximately 62% of forecasted transactions
of approximately $130 million for the next twelve months. A 10% change in the exchange rate on the related exposure will result in an increase
or decrease of related expenses of approximately $13 million. Consistent with the use of the derivatives to offset the effect of exchange rate
fluctuations, such increases or decreases in expenses would be offset by corresponding gains or losses, respectively, of approximately $8 million
on settlement of the derivative instruments. For further information regarding our market risk, refer to our Annual Report on Form 10-K for the
year ended September 30, 2007.

Item 4. Controls and Procedures
Evaluation of Disclosure Controls and Procedures.

Under the supervision and with the participation of our senior management, including our chief executive officer and chief financial officer, we
conducted an evaluation of the effectiveness of the design and operation of our disclosure controls and procedures, as defined in Rules 13a-15(e)
and 15d-15(e) under the Securities Exchange Act of 1934, as amended (the �Exchange Act�), as of the end of the period covered by this quarterly
report (the �Evaluation Date�). Based on this evaluation, our chief executive officer and chief financial officer concluded as of the Evaluation Date
that our disclosure controls and procedures were effective such that the information relating to the Company, including consolidated
subsidiaries, required to be disclosed in our SEC reports (i) is recorded, processed, summarized and reported within the time periods specified in
SEC rules and forms, and (ii) is accumulated and communicated to the Company�s management, including our chief executive officer and chief
financial officer, as appropriate to allow timely decisions regarding required disclosure.
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Changes in Internal Control over Financial Reporting.

There has been no significant change in our internal control over financial reporting that occurred during the three months ended June 30, 2008
that has materially affected, or is reasonably likely to materially affect, our internal control over financial reporting.

PART II. OTHER INFORMATION

ITEM 1. Legal Proceedings
The Company is involved in disputes arising in the ordinary course of its business relating to outsourcing or consulting agreements, professional
liability claims, vendors or service providers or employment claims. We are also routinely audited and subject to inquiries by governmental and
regulatory agencies. The Company evaluates estimated losses under SFAS 5, Accounting for Contingencies. Management considers such factors
as the probability of an unfavorable outcome and the ability to make a reasonable estimate of the amount of loss and records a provision with
respect to a claim, suit, investigation or proceeding when it is probable that a liability has been incurred and the amount of the loss can
reasonably be estimated. If the reasonable estimate of a probable loss is a range, and no amount within the range is a better estimate, the
minimum amount in the range is accrued. If a loss is not probable or a probable loss cannot be reasonably estimated, no liability is recorded.

The Company is in active discussions with a number of its HR BPO clients to renegotiate the terms of their contracts. In December 2007, the
Company reached settlement with one of these clients and incurred a charge of $15 million, which was previously reserved. The Company paid
this settlement during the first quarter.

In March 2008, the Company restructured an outsourcing contract. In conjunction with the restructuring, the Company will transition back to the
client certain HR BPO services and extend the Benefits Outsourcing services portion of the contract. The Company recorded a net charge of
$15.9 million in the second quarter, in addition to a $4 million charge recorded in the first quarter, mostly relating to transition costs. During the
third quarter, the Company recorded an adjustment to these charges of $1.9 million.

During the nine months ended June 30, 2008, the Company recorded additional net charges of approximately $17 million related to ongoing
disputes and settlements.

The Company is involved in a dispute with Philips Electronics UK Limited regarding a claim that the Company failed to properly value certain
discretionary benefits in connection with actuarial services provided from 1995 to 2000. On August 1, 2008, Philips and Philips Pension
Trustees Limited filed suit in the High Court of Justice, Chancery Division, in Birmingham England against Hewitt Associates Limited, a
subsidiary of the Company, Bacon & Woodrow, a predecessor of Hewitt Associates Limited, and Roger Parkin, an employee of the Company.
The suit claims damages of up to £103 million ($204 million at August 1, 2008). The Company believes that it has valid defenses to Philip�s
assertions and intends to defend vigorously any claim. The Company has reserved $5 million related to the dispute.

The Company does not believe that any unresolved dispute will have a material adverse effect on its financial condition or results of operation.
However, litigation in general and the outcome of any matter, in particular, cannot be predicted with certainty. An unfavorable resolution of one
or more pending matters could have a material adverse impact on the Company�s results of operations for one or more reporting periods.
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Item 2. Unregistered Sales of Equity Securities and Use of Proceeds
(c) Issuer Purchases of Equity Securities

The following table provides information about Hewitt�s share repurchase activity for the three months ended June 30, 2008:

Period

Total

Number of

Shares
Purchased

Average Price
Paid per Share (1)

Total Number of Shares

Purchased as Part of

Publicly Announced Plans
or Programs (2)

Approximate Dollar Value
of Shares that May Yet

Be

Purchased Under the Plans or
Programs(2)

April 1 � 30, 2008 (1)

Class A �  �  �  $ 168,184,386
May 1 � 31, 2008 (1)

Class A 254,060 $ 38.59 250,300 $ 158,527,596
June 1 � 30, 2008 (1)

Class A 88,586 $ 37.85 88,586 $ 155,174,766

Total Shares Purchased:
Class A 342,646 $ 38.40 338,886 $ 155,174,766

(1) The shares purchased relate to the Company�s share repurchase program and also shares employees have elected to have withheld to
cover their minimum withholding requirements for personal taxes related to the vesting of restricted stock or restricted stock units.
The average price paid per share for April 1, 2008 through June 30, 2008 represents a weighted average of the closing stock prices
on the dates the shares were repurchased or withheld.

(2) During the second quarter of fiscal year 2007, the board of directors authorized the Company to repurchase up to $750 million of its
outstanding common shares through January 31, 2009.

Item 6. Exhibits
                    a. Exhibits.

10.1 Fifth Amendment to Credit Agreement dated as of June 18, 2008 among Hewitt Associates
LLC, Hewitt Associates, Inc., the lenders named therein, such other lenders as may become a
party thereto and Wachovia Bank, National Association, as Administrative Agent for the
Lenders, dated May 23, 2005 (filed herewith).

10.2 Sixth Amendment to Credit Agreement dated as of July 30, 2008 among Hewitt Associates
LLC, Hewitt Associates, Inc., the lenders named therein, Wachovia Bank, National
Association, as Resigning Administrative Agent for the Lenders, and JP Morgan Chase Bank,
N.A. as the Successor Administrative Agent. (filed herewith).

10.3 Employment letter dated May 5, 2008 to Vince Coppola (filed herewith).

31.1 Certification of Chief Executive Officer pursuant to 15 U.S.C. Section 10A, as adopted
pursuant to Section 302 of the Sarbanes-Oxley Act of 2002 (filed herewith).

31.2 Certification of Chief Financial Officer pursuant to 15 U.S.C. Section 10A, as adopted
pursuant to Section 302 of the Sarbanes-Oxley Act of 2002 (filed herewith).

32.1 Certification of Chief Executive Officer pursuant to 18 U.S.C. Section 1350, as adopted
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 (filed herewith).

32.2

Edgar Filing: HEWITT ASSOCIATES INC - Form 10-Q

43



Certification of Chief Financial Officer pursuant to 18 U.S.C. Section 1350, as adopted
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 (filed herewith).

ITEMS 1A, 3, 4, and 5 are not applicable and have been omitted
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the
undersigned thereunto duly authorized.

HEWITT ASSOCIATES, INC.
(Registrant)

Date: August 7, 2008 By: /s/ John J. Park
John J. Park

Chief Financial Officer

(principal financial and accounting officer)
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