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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)  
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March 31, 

2006   
September 30,

2005
   (Unaudited)    

ASSETS     

Current Assets:     

Cash and cash equivalents   $ 186,579  $ 157,928
Short-term investments    174,519   59,693
Client receivables and unbilled work in process, less allowances of $23,731 and $23,922 at 

March 31, 2006 and September 30, 2005, respectively    564,604   595,691
Prepaid expenses and other current assets    66,243   83,762
Funds held for clients    93,874   97,907
Deferred income taxes, net    25,781   5,902

        

Total current assets    1,111,600   1,000,883
        

Non-Current Assets:     

Deferred contract costs    305,508   253,505
Property and equipment, net    294,072   302,875
Other intangible assets, net    351,754   372,996
Goodwill    693,080   694,370
Other assets, net    31,596   32,711

        

Total non-current assets    1,676,010   1,656,457
        

Total Assets   $2,787,610  $2,657,340
        

LIABILITIES     

Current Liabilities:     

Accounts payable   $ 28,040  $ 57,412
Accrued expenses    159,253   165,632
Funds held for clients    93,874   97,907
Advanced billings to clients    196,388   156,257
Accrued compensation and benefits    158,866   171,486
Short-term debt    23,368   21,858
Current portion of long-term debt and capital lease obligations    19,251   30,066

        

Total current liabilities    679,040   700,618
        

Long-Term Liabilities:     

Deferred contract revenues    176,052   140,474
Debt and capital lease obligations, less current portion    281,803   287,149
Other long-term liabilities    145,596   156,859
Deferred income taxes, net    89,999   60,883

        

Total long-term liabilities    693,450   645,365
        

Total Liabilities   $1,372,490  $1,345,983
        

Commitments and Contingencies     



HEWITT ASSOCIATES, INC.  
CONSOLIDATED BALANCE SHEETS - Continued  

(In thousands except for share and per share amounts)  
  

The accompanying notes are an integral part of these financial statements.  
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March 31, 

2006   
September 30,

2005  
   (Unaudited)     

STOCKHOLDERS’ EQUITY    

Stockholders’ Equity:   
Class A common stock, par value $0.01 per share, 750,000,000 shares authorized, 83,299,012 

and 72,970,960 shares issued, 69,777,580 and 59,456,565 shares outstanding, as of 
March 31, 2006 and September 30, 2005, respectively   $ 833  $ 730 

Class B common stock, par value $0.01 per share, 200,000,000 shares authorized, 37,879,298 
and 45,181,849 shares issued and outstanding, as of March 31, 2006 and September 30, 
2005, respectively   379   452 

Class C common stock, par value $0.01 per share, 50,000,000 shares authorized, 3,079,969 and 
3,540,461 shares issued and outstanding as of March 31, 2006 and September 30, 2005, 
respectively   31   35 

Restricted stock units, 98,967 units issued and outstanding, as of September 30, 2005   —     2,035 
Additional paid-in capital   1,343,318   1,315,119 
Cost of common stock in treasury, 13,521,432 and 13,514,395 shares of Class A common stock 

as of March 31, 2006 and September 30, 2005, respectively   (388,833)  (388,638)
Retained earnings  392,476   329,162 
Unearned compensation    —     (17,326)
Accumulated other comprehensive income   66,916   69,788 

    
 

   
 

Total stockholders’ equity   1,415,120   1,311,357 
         

Total Liabilities and Stockholders’ Equity   $2,787,610  $2,657,340 
    

 

   

 



HEWITT ASSOCIATES, INC.  
CONSOLIDATED STATEMENTS OF OPERATIONS  

(Unaudited)  
(In thousands except for share and per share amounts)  

  

The accompanying notes are an integral part of these financial statements.  
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Three Months Ended 

March 31,  
Six Months Ended 

March 31,  
   2006  2005  2006   2005  
Revenues:       

Revenues before reimbursements (net revenues)   $ 676,153  $ 694,039  $ 1,377,200  $ 1,403,003 
Reimbursements    19,264  15,494   37,910   30,384 

    
 

   
 

       
 

Total revenues    695,417 709,533   1,415,110   1,433,387 
                 

Operating expenses:       

Compensation and related expenses, excluding initial 
public offering restricted stock awards    434,679  405,809   868,172   826,154 

Initial public offering restricted stock awards    3,134  4,165   7,083   8,591 
Reimbursable expenses    19,264 15,494   37,910   30,384 
Other operating expenses    149,823   190,552   328,103   374,761 
Selling, general and administrative expenses    37,268  44,679   72,716   82,930 

    
 

   
 

       
 

Total operating expenses    644,168  660,699   1,313,984   1,322,820 
                 

Operating income    51,249  48,834   101,126   110,567 

Other (expense) income, net    (627) (2,784)  3,159   (6,849)
                 

Income before income taxes    50,622 46,050   104,285   103,718 

Provision for income taxes    18,840   18,887   40,971   42,531 
    

 
   

 
       

 

Net income   $ 31,782  $ 27,163  $ 63,314  $ 61,187 
    

 

   

 

       

 

Earnings per share:       

Basic   $ 0.30  $ 0.24  $ 0.59  $ 0.53 
Diluted   $ 0.29  $ 0.23  $ 0.58  $ 0.52 

Weighted average shares:      
Basic    107,156,048 114,850,491   107,080,134   116,230,426 
Diluted    109,704,163   117,156,938   109,319,110   118,392,947 



HEWITT ASSOCIATES, INC.  
CONSOLIDATED STATEMENTS OF CASH FLOWS  

(Unaudited)  
(Dollars in thousands)  

  

The accompanying notes are an integral part of these financial statements.  
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Six Months Ended

March 31,  
   2006  2005  
Cash flows from operating activities:    

Net income   $ 63,314  $ 61,187 
Adjustments to reconcile net income to net cash provided by operating activities:    

Depreciation and amortization   73,600   74,356 
Amortization of premiums and discounts on financial instruments   704   907 
Impairment of customer relationship intangible assets   366   9,569 
Stock-based compensation   34,750  14,738 
Deferred income taxes    9,275   22,937 
Gain on contribution of business   (7,127)  —   

Changes in operating assets and liabilities, net of effect of acquisitions and dispositions:    

Client receivables and unbilled work in process   35,255   63,534 
Prepaid expenses and other current assets   27,648   4,659 
Deferred contract costs   (51,929)  (25,842)
Other assets   (1,057)  (2,332)
Accounts payable    (29,173)  (1,167)
Accrued compensation and benefits   (11,296)  (104,488)
Accrued expenses   (9,969)  (19,355)
Advanced billings to clients   40,194   6,695 
Deferred contract revenues   35,641   (3,661)
Other long-term liabilities   (10,900)  6,721 

         

Net cash provided by operating activities   199,296   108,458 

Cash flows from investing activities:    

Purchases of short-term investments   (186,340)  (183,842)
Proceeds from sales of short-term investments   71,524   420,488 
Additions to property and equipment and intangible assets   (47,954)  (66,574)
Cash paid for acquisitions, net of cash received   (1,400)  4,683 

    
 

   
 

Net cash (used in) provided by investing activities   (164,170)  174,755 

Cash flows from financing activities:    

Proceeds from the exercise of stock options   8,943   3,187 
Short-term borrowings   54,658  62,972 
Repayments of short-term borrowings, capital leases and long-term debt    (69,717)  (33,649)
Purchase of Class A common shares for treasury   (195)  (369,020)

    
 

   
 

Net cash used in financing activities   (6,311)  (336,510)

Effect of exchange rate changes on cash and cash equivalents   (164)  1,679 
    

 
   

 

Net increase (decrease) in cash and cash equivalents   28,651   (51,618)

Cash and cash equivalents, beginning of period   157,928   124,681 
         

Cash and cash equivalents, end of period   $ 186,579  $ 73,063 
    

 

   

 

Supplementary disclosure of cash paid during the period:   
Interest paid   $ 11,634  $ 10,813 
Income taxes paid   $ 2,853  $ 28,126 



HEWITT ASSOCIATES, INC.  
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS  

MARCH 31, 2006 AND 2005  
(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 
outsourcing and consulting services. The Company’s Outsourcing business is comprised of Benefits Outsourcing and Human 
Resources Business Process Outsourcing (“HR BPO”). Hewitt’s Consulting business is primarily comprised of Benefits Consulting, 
which includes retirement and health care consulting, and Talent and Organization Consulting. In addition to these principal 
consulting services, Hewitt provides tailored communication services to enhance the success of client solutions in all of our service 
areas.  

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 
March 31, 2006, and for all periods presented. All adjustments made have been of a normal and recurring nature. Certain information 
and footnote disclosures normally included in 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, 2005, as filed with the Securities and Exchange 
Commission. Certain previously reported amounts have been reclassified to conform to the current period presentation.  

3. Restructuring Activities  
The following table summarizes the activity in the restructuring reserves for the six-month period ended March 31, 2006:  
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   October 1, 2005  Additions  Payments  March 31, 2006

Outsourcing (1)    $ —   $ 7,303  $(6,777) $ 526
Client development group (2)     2,901   —     (2,901)  —  
Exult merger (3)     6,215   122   (292)  6,045

                

Total   $ 9,116  $ 7,425  $(9,970) $ 6,571
            

 

   

(1) In the first quarter of fiscal 2006, the Company recorded a $7,303 severance charge in compensation and related expenses 
related to select staffing reductions within the Outsourcing segment. The remaining severance is expected to be paid out by June 
2006 in accordance with the Company’s severance plan. 

(2) During the third quarter of fiscal 2005, the Company recorded a $9,383 severance charge in connection with the realignment of 
its client development sales organization. The remaining severance was paid out during the current quarter. 

(3) In connection with the Exult merger on October 1, 2004, the Company recorded a $13,721 liability for costs associated with a 
lease termination, employee severance and relocations. These costs were recorded as a component of the purchase price. 
Additions to the restructuring reserve relate to the recognition of interest expense as we accrete the discounted lease termination 
obligation to reflect its current value each period. The remaining severance and lease termination costs are expected to be paid 
by August 2006 and October 2011, respectively. 



4. Stock-Based Compensation  
In December 2004, the Financial Accounting Standards Board issued Statement of Financial Accounting Standards No. 123(R), 
“Share-Based Payment” (“SFAS 123(R)”). SFAS 123(R) requires companies to measure all stock-based compensation awards using a 
fair value method and recognize the related compensation cost in its financial statements. On October 1, 2005, the Company adopted 
SFAS 123(R) using the modified prospective method. Upon the adoption of SFAS 123(R), the Company recognized an immaterial 
one-time gain in compensation and related expenses related to the requirement to apply an estimated forfeiture rate to unvested 
awards. Previously, the Company recorded forfeitures as incurred. The Company has also elected to recognize the compensation cost 
of all share-based awards on a straight-line basis over the vesting period of the award. Under SFAS 123(R), benefits of tax deductions 
in excess of recognized compensation expense are now reported as a financing cash flow, rather than an operating cash flow as 
prescribed under the prior accounting rules.  

Prior to October 1, 2005, the Company applied Accounting Principles Board Opinion No. 25, “Accounting for Stock Issued to 
Employees,” (“APB 25”) to account for its stock-based compensation plans. Under APB 25, no compensation expense was 
recognized for non-qualified stock option awards as the exercise price of the awards on the date of grant was equal to the current 
market price of the Company’s stock. However, the Company did recognize compensation expense in connection with the issuance of 
restricted stock and restricted stock units. The adoption of SFAS 123(R) primarily resulted in compensation expense being recorded 
for stock options.  

During the three and six months ended March 31, 2006, the Company recorded pretax compensation expense of $3,072 [$1,928, net 
of tax, or ($0.02) per diluted share] and $6,549 [$3,976, net of tax, or ($0.04) per diluted share], respectively, related to the expensing 
of the Company’s non-qualified stock options. For the six months ended March 31, 2006, the excess tax benefits of $526 were 
reflected as a cash flow from financing activities in the consolidated statement of cash flows. The total compensation cost related to 
non-vested restricted stock and stock option awards not yet recognized as of March 31, 2006 was approximately $64,071, which is 
expected to be recognized over a weighted average of 2.3 years.  

Results for fiscal 2005 have not been restated to reflect the adoption of SFAS 123(R). Had compensation expense for the Company’s 
stock options been determined based on the fair value method of SFAS No. 123, Accounting for Stock-Based Compensation, and 
applying the Black Scholes valuation method, net income and earnings per share for the three and six months ended March 31, 2005 
would have been as follows:  
  

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,  
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Three 

Months   
Six 

Months  

Net income:    

As reported   $27,163  $ 61,187 
Reported stock-based compensation expense, net of tax    4,080   8,695 
Pro forma stock-based compensation expense, net of tax    (7,497)  (15,611)

    
 

   
 

Pro forma net income   $23,746  $ 54,271 
    

 

   

 

Net income per share – basic:    
    

 

   

 

As reported   $ 0.24  $ 0.53 
    

 

   

 

Pro forma   $ 0.21  $ 0.47 
    

 

   

 

Net income per share – diluted:    
    

 

   

 

As reported   $ 0.23  $ 0.52 
    

 

   

 

Pro forma   $ 0.20  $ 0.46 
    

 

   

 



restricted stock, restricted stock units, performance shares, performance units, and cash-based awards, and employees can also receive 
incentive stock options. As of March 31, 2006, only restricted stock, restricted stock units and nonqualified stock options have been 
granted. A total of 25,000,000 shares of Class A common stock have been reserved for issuance under the Plan. As of March 31, 
2006, there were 5,868,446 shares available for grant under the Plan.  

Restricted Stock and Restricted Stock Units  
On October 3, 2005, the Company granted 2,282,190 shares of restricted stock and restricted stock units at a price of $27.59, which 
vest from two to four years. During the six months ended March 31, 2006, an additional 266,470 shares of restricted stock and 
restricted stock units were granted at a weighted average price of $25.61. Included in the current year grants were 186,111 restricted 
stock awards which vest upon meeting certain financial performance conditions as of September 30, 2008.  

In connection with its initial public offering, the Company granted 5,789,908 shares of Class A restricted stock and restricted stock 
units to employees. The one-time initial public offering-related awards were valued at $110,141 on the June 27, 2002 grant date (a 
weighted price of $19.02 per share) and will fully vest on June 27, 2006.  

Stock Options  
The Company did not grant any stock options during fiscal 2005 or fiscal 2006 to date. Outstanding nonqualified stock options were 
granted at a strike price equal to the fair market value of the Company’s shares on the grant date, vest ratably over a four-year period 
and generally expire ten years from the grant date.  

A summary of stock option activity for the six months ended March 31, 2006 is presented below:  
  

A summary of stock options outstanding and exercisable at March 31, 2006 is presented below:  
  

The total intrinsic value of options exercised during the six months ended March 31, 2006 and 2005, based upon the average market 
price during the period, was approximately $1,715 and $2,214, respectively.  
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   Shares   

Weighted-
Average 
Exercise 

Price 
Outstanding at beginning of fiscal year   10,364,866  $ 23.75

Granted   —    $ —  
Exercised   (366,372) $ 22.97
Forfeited   (114,537) $ 23.24
Expired   (138,581) $ 26.58

   
 

 

Outstanding at March 31, 2006   9,745,376  $ 23.74
   

 

 

   Outstanding Options   Exercisable Options

   
Number

Outstanding  

Weighted-
Average 
Exercise 

Price   

Aggregate
Intrinsic 

Value   

Weighted-
Average 

Term 
(Years)   

Number 
Outstanding  

Weighted-
Average 
Exercise 

Price   

Aggregate
Intrinsic 

Value 
Reasonable price range groupings               

$19.00   3,017,478  $ 19.00  $32,408  6.2  2,345,863  $ 19.00  $25,195
$23.50-$29.30   6,672,541  $ 25.75   26,613  7.7  5,115,245  $ 26.20   18,085
$32.45-$34.60   55,357  $ 32.72   —    6.8  29,546  $ 32.70   —  

                    

  9,745,376  $ 23.74  $59,021  7.3  7,490,654  $ 23.97  $43,280
                    



5. Short-Term Investments  
As of March 31, 2006 and September 30, 2005, short-term investments are comprised of available-for-sale securities as follows:  
  

As of March 31, 2006, gross unrealized holding gains and losses were $1 and $51, respectively.  

Based on the contractual maturities of the available-for-sale debt securities as of March 31, 2006 and September 30, 2005, the 
amortized cost and estimated fair market value of the securities was as follows:  
  

At March 31, 2006, the Company invested $5,000 of funds held for clients in auction rate municipal bonds which have original 
maturities greater than ten years. The Company’s investments in these securities were recorded at cost, which approximated fair 
market value due to their variable interest rates which typically reset every 28 to 35 days. All income generated from the auction rate 
municipal bonds is recorded as interest income. All other funds held for clients as of March 31, 2006 and September 30, 2005, consist 
of cash and cash equivalents.  

6. Goodwill and Other Intangible Assets  
Following is a summary of changes in the carrying amount of goodwill for the six months ended March 31, 2006:  
  

The addition to goodwill during the six months ended March 31, 2006 related to finalizing the opening balance sheet for an 
acquisition which occurred in the fourth quarter of fiscal 2005. The goodwill reclassification results from the Company’s decision to 
shift management oversight for an acquired business into the Outsourcing segment (Note 12).  
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   March 31, 2006   September 30, 2005

   
Amortized 

Cost   
Estimated 
Fair Value   

Amortized
Cost   

Estimated 
Fair Value

Short-term investments:         

Corporate notes   $ 3,118  $ 3,107  $ 6,174  $ 6,131
Asset-backed securities    78,985  78,966  14,989   14,949
U.S. Treasuries and Agencies    2,291  2,271  7,765   7,713
Auction rate municipal bonds    90,175   90,175   30,900   30,900

                

Total   $174,569  $174,519  $ 59,828  $ 59,693
                

   March 31, 2006   September 30, 2005

   
Amortized 

Cost   
Estimated 
Fair Value   

Amortized
Cost   

Estimated 
Fair Value

Short-term investments:         

Due in less than one year   $ 9,409  $ 9,378  $ 21,940  $ 21,846
Due after one year through five years    3,668  3,649  6,929   6,888
Due after five years through ten years    5,000  5,000  —     —  
Due after ten years    156,492  156,492  30,959   30,959

                

Total   $174,569  $174,519  $ 59,828  $ 59,693
                

  
Outsourcing

Segment   
Consulting 
Segment   Total  

Balance at September 30, 2005   $ 448,501  $245,869  $694,370 
Additions   408   —    408 
Reclassification   7,680   (7,680) —   
Effect of changes in foreign exchange rates   46   (1,744) (1,698)

             

Balance at March 31, 2006   $ 456,635  $236,445  $693,080 
        

 

   

 



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 March 31, 2006 and September 30, 2005:  
  

Changes in the gross carrying amounts of trademarks and tradenames, core technology and customer relationships since September 
30, 2005 are primarily due to foreign currency exchange rate changes.  

Amortization expense related to definite-lived intangible assets for the three and six months ended March 31, 2006 and 2005 is as 
follows:  
  

7. Pension and Postretirement Benefit Plans  
The Company has defined benefit pension plans to provide benefits to eligible employees in the United Kingdom, Switzerland, The 
Netherlands, Germany, India, France, Ireland and Mexico. It is the Company’s policy to fund these plans 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.  

The components of net periodic pension benefit costs for the three and six months ended March 31, 2006 and 2005 include:  
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   March 31, 2006   September 30, 2005

Definite useful life   

Gross 
Carrying 
Amount   

Accumulated 
Amortization  Net   

Gross 
Carrying 
Amount   

Accumulated 
Amortization  Net

Capitalized software   $321,947  $ 219,152  $102,795  $310,568  $ 199,571  $110,997
Trademarks and tradenames    14,018  9,638   4,380  14,164   8,387   5,777
Core technology   45,253  6,844   38,409  45,241   4,434   40,807
Customer relationships    238,904   32,734   206,170   240,228   24,813   215,415

                        

Total   $620,122  $ 268,368  $351,754  $610,201  $ 237,205  $372,996
                        

   
Three Months Ended

March 31,   
Six Months Ended 

March 31,
   2006   2005   2006   2005

Capitalized software   $ 9,738  $ 9,528  $20,487  $19,158
Trademarks and tradenames    678   726   1,353   1,443
Core technology    1,203   1,175   2,406   2,350
Customer relationships    4,016   4,521   8,039   8,777

                

Total   $15,635  $15,950  $32,285  $31,728
                

   Pension Benefits  

   
Three Months Ended

March 31,  
Six Months Ended 

March 31,  
   2006  2005  2006   2005  

Components of Net Periodic Benefit Costs      

Service cost   $ 2,709  $ 2,716  $ 4,920  $ 5,151 
Interest cost   1,890  2,006  3,638   3,911 
Expected return on plan assets   (1,722) (1,747) (3,273)  (3,477)
Loss recognized in the year   7  —    7   —   
Amortization of:      

Unrecognized loss   138 45 276   90 
    

 
   

 
   

 
   

 

Net periodic benefit cost   $ 3,022  $ 3,020  $ 5,568  $ 5,675 
    

 

   

 

   

 

   

 



The components of net periodic health benefit costs for the three and six months ended March 31, 2006 and 2005 include:  
  

During the six months ended March 31, 2006, $9,962 and $6 in contributions were made by the Company to the pension plans and 
health benefit plan, respectively.  

8. Legal Proceedings  
In the ordinary course of our business, the Company is routinely subject to audits, actions related to employment, benefits, contracts 
and other matters and inquiries by governmental and regulatory agencies. The Company is not engaged in any legal proceedings that 
are expected to have a material adverse effect on the Company’s business, financial condition or results of operations.  

The Company is not aware of any obligations arising under third party indemnification, guarantees or related agreements that would 
require material payments.  

9. Other (Expense) Income, Net  
Other (expense) income, net consists of the following components:  
  

In the six months ended March 31, 2006, the Company recognized a gain of $7,127 in connection with the contribution of its 
retirement and financial management business within Germany in exchange for an increased investment in a German actuarial 
business (“investee”). The Company currently has a 28% non-controlling interest in the investee and accounts for its investment 
under the equity method of accounting.  
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   Health Benefits

   
Three Months Ended 

March 31,   
Six Months Ended 

March 31,
   2006   2005   2006   2005

Components of Net Periodic Benefit Costs       

Service cost   $ 99  $ 317  $ 198  $ 634
Interest cost   125  192  250   384
Amortization of:       

Unrecognized prior service cost   (67)   9  (134)  18
Unrecognized loss   114   50  228   100
Transition obligation   —     32  —    64

    
 

       
 

   

Net periodic benefit cost   $ 271 $ 600  $ 542  $ 1,200
    

 

       

 

   

   
Three Months Ended 

March 31,   
Six Months Ended 

March 31,  
   2006   2005   2006   2005  

Interest expense   $ (5,442) $ (6,167) $(11,241) $(11,626)
Interest income    3,789   2,495   5,863   4,784 
Gain on contribution of business    300  —     7,127   —   
Other    726   888   1,410   (7)

    
 

   
 

   
 

   
 

Other (expense) income, net   $ (627) $ (2,784) $ 3,159  $ (6,849)
    

 

   

 

   

 

   

 



10. Earnings Per Share  
Basic and diluted earnings per share are calculated as follows:  
  

Debt securities convertible into 1,870,748 shares of Class A common stock were outstanding in the three and six months ended 
March 31, 2006 and 2005, however the weighted-average convertible shares were not included in the computation of diluted earnings 
per share because the effect of including the convertible debt securities would be antidilutive. Warrants to acquire 200,000 shares of 
Class A common stock, which the Company assumed in the Exult merger, were outstanding in the three and six months ended 
March 31, 2006 and 2005, however the warrants were not included in the computation of diluted earnings per share because the 
exercise price of the warrants was greater than the average market price of the Class A common stock. Of the outstanding stock 
options as of March 31, 2006 and 2005, 3,423,741 and 55,357 weighted average shares for each quarter and 3,482,350 and 55,797 
weighted average shares for each six-month period, respectively, were not included in the computation of diluted earnings per share 
because the exercise prices of these options were greater than the average market price of the Class A common stock.  

11. Other Comprehensive Income  
The following table presents the after-tax components of the Company’s other comprehensive income for the periods presented:  
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Three Months Ended

March 31,   
Six Months Ended 

March 31,
   2006   2005   2006   2005

Net income as reported   $ 31,782  $ 27,163  $ 63,314  $ 61,187
                

Weighted-average number of shares of common stock 
for basic    107,156,048  114,850,491  107,080,134  116,230,426

Incremental effect of dilutive common stock 
equivalents:         

Unvested restricted stock awards    1,386,678  939,181  1,148,601  852,813
Unexercised in-the-money stock options   1,161,437  1,367,266  1,090,375  1,309,708

                

Weighted-average number of shares of common stock 
for diluted    109,704,163  117,156,938  109,319,110  118,392,947

                

Earnings per share—basic   $ 0.30  $ 0.24  $ 0.59  $ 0.53
                

Earnings per share—diluted   $ 0.29  $ 0.23  $ 0.58  $ 0.52
                

   
Three Months Ended 

March 31,   
Six Months Ended 

March 31,  
   2006   2005   2006   2005  

Net income   $31,782  $27,163  $63,314  $61,187 
Other comprehensive income (loss):       

Foreign currency translation adjustments   10,764   (5,258)  (2,957)  25,668 
Unrealized gains (losses) on investments   38   15  85   (244)

        
 

   
 

   
 

Total comprehensive income   $42,584  $21,920  $60,442  $86,611 
        

 

   

 

   

 



12. Segment Results  
The Company has two reportable segments, Outsourcing 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 Outsourcing and Consulting segments. These shared 
services include information systems, human resources, overall corporate management, firmwide marketing, finance and legal 
services, support services and space management. The costs of information systems, human resources and some support services are 
allocated to the Outsourcing and Consulting segments on a specific identification basis and based on usage or headcount. The 
compensation and related expenses, other operating expenses, and selling, general and administrative expenses of the remaining 
shared services are not allocated to the business segments; rather, they are included in unallocated shared service costs.  

During the first quarter of fiscal 2006, the Company completed an internal reorganization which was intended to further improve the 
way the Company’s business units work together, share knowledge and leverage resources. The reorganization did not change the 
Company’s reportable segments, but it did impact the revenues and costs reported within each segment and the level of unallocated 
shared service costs. The changes included the movement of the client development sales organization and certain business support 
services, financial services, research and internal communications personnel and related costs from shared services into the segments 
that they are now supporting on a dedicated basis. Certain shared service practices previously embedded in one segment, but which 
provide services across the business groups, have also been moved and integrated within our global shared service operations. Certain 
business units, primarily the pension administrative services businesses in Europe and Canada, were also realigned and moved into 
the segments where they will be managed and operated. Additionally, the Company changed the way it tracks and reports 
intersegment revenues. Previously, the business group with the direct client billing responsibility recognized the revenue. Now, 
revenues are recognized by each segment providing services and any intersegment revenues are eliminated in consolidation. These 
changes are reflected in the Company’s results for the three and six months ended March 31, 2006. The prior year segment results 
have been presented on the fiscal 2006 basis for comparative purposes.  
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•  Outsourcing—Hewitt offers benefits outsourcing services to health and welfare (e.g. medical) plans, defined contribution (e.g. 
401(k)) plans and defined benefit (e.g. pension) plans. In addition to benefits outsourcing services, Hewitt’s HR BPO services 
include workforce administration, rewards management, recruiting and staffing, payroll processing, performance management, 
learning and development, talent management, global mobility, time and attendance, accounts payable, procurement expertise and 
vendor management. 

•  Consulting—Hewitt 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. 



The table below summarizes the Company’s reportable segment results, reflecting the changes of the fiscal 2006 internal 
reorganization in both periods:  
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Three Months Ended 

March 31,   
Six Months Ended 

March 31,  
   2006   2005   2006   2005  

Outsourcing      

Revenues before reimbursements (net revenues)  $477,285 $501,228 $ 989,416  $1,028,612 
Segment income    45,292   31,262   89,257   93,079 

Consulting      

Revenues before reimbursements (net revenues)   $208,014  $198,010  $ 403,751  $ 382,777 
Segment income    48,951   55,923   90,768   89,790 

Total Company      

Revenues before reimbursements (net revenues)   $685,299  $699,238  $1,393,167  $1,411,389 
Intersegment revenues   (9,146)  (5,199)  (15,967)  (8,386)
Reimbursements    19,264   15,494   37,910   30,384 

    
 

   
 

   
 

   
 

Total revenues   $695,417  $709,533  $1,415,110  $1,433,387 
    

 

   

 

   

 

   

 

Segment income   $ 94,243  $ 87,185  $ 180,025  $ 182,869 
Charges not recorded at the Segment level –      

Initial public offering restricted stock awards    3,134   4,165   7,083   8,591 
Unallocated shared service costs    39,860   34,186   71,816   63,711 

                 

Operating income   $ 51,249  $ 48,834  $ 101,126  $ 110,567 
    

 

   

 

   

 

   

 



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 “Notes Regarding Forward-Looking Statements” which appears 
later in this section and in our Annual Report on Form 10-K, in Item 1 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 “2006”or “fiscal 2006” means the twelve-month period that ended September 30, 2006. 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  
During the second quarter of fiscal 2006, we continued to focus heavily on making progress toward achieving more profitable growth, 
while continuing to invest in the implementation of our early stage HR BPO outsourcing contracts. We are also seeing an improved 
marketplace for both Consulting and Benefits Outsourcing services.  

Within Outsourcing, this quarter’s segment income grew considerably despite lower net revenues primarily due to improved 
profitability in our Benefits Outsourcing business and lower levels of the marginally profitable third-party activities. The efforts to 
increase our global sourcing abilities coupled with our continued focus on overall cost management resulted in bottom line 
improvement. However, we continue to experience higher levels of upfront investment in our HR BPO contracts. This quarter’s 
results include the recognition of a $7 million loss reserve for one HR BPO contract. The recognition of this loss reserve is due to 
higher implementation costs as well as an increase in expected future ongoing service costs. We anticipate that as we continue to 
implement the new HR BPO contracts, we may experience additional operational challenges. This may introduce some short-term 
variability in results.  

Within Benefits Outsourcing, we have seen renewed market interest in standalone Benefits Outsourcing services. We won and 
renewed a number of standalone Benefits Outsourcing contracts this quarter and continue to see demand in the marketplace for these 
services. While it is still early to predict continued strength in the demand for standalone Benefits Outsourcing services, we are 
encouraged by the renewed interest in recent quarters. In addition, we expect that employee benefits services will continue to be 
included as components of broader HR BPO contracts.  

In Consulting, revenue grew across all practices and regions again this quarter. Revenue growth was particularly strong for Benefits 
Consulting as well as within our Talent and Organizational Consulting services area. A significant portion of the revenue growth over 
the past few quarters has been more discretionary and project-based in nature. Favorable market conditions and demand for our 
services remain strong across the regions.  
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This quarter, profitability was favorably impacted by our direct net revenue growth as well as ongoing cost management efforts. 
There were also a number of specific items that negatively impacted profitability this quarter—  
  

  

  

Additionally, the prior-year quarterly results include a $10 million charge related to an impairment associated with the loss of two HR 
BPO clients acquired in the Exult merger.  

For a discussion of how these items impacted our results across the Company, please see our discussion of Consolidated and Segment 
results below.  

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.  

Three Months Ended March 31, 2006 and 2005  
Unaudited  
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•  This year, we are recognizing a higher level of performance-based compensation than in the prior year based on our 

performance against internal targets to date, 

 
•  We are also recording higher levels of stock-based compensation this year due to our granting a new layer of equity awards 

this year and as a result of our beginning to expense previously granted stock options as a result of our adopting SFAS 123
(R), Share-Based Payments, last quarter, 

 •  As mentioned earlier, we also recorded $7 million of expense to establish a loss reserve for one of our HR BPO contracts. 

  
Three Months Ended 

March 31,  % 
Change 

 % of Net Revenues  
(in thousands)  2006  2005   2006  2005  
Revenues:       

Net revenues (1)   $676,153  $694,039  (2.6)% 100.0%  100.0%
Reimbursements    19,264  15,494  24.3%  2.8  2.2 

                

Total revenues    695,417  709,533  (2.0)% 102.8  102.2 
    

 
   

 
   

 
  

 

Operating expenses:       

Compensation and related expenses, excluding initial public offering 
restricted stock awards   434,679 405,809  7.1%  64.3 58.5 

Initial public offering restricted stock awards    3,134   4,165  (24.8)% 0.5  0.6 
Reimbursable expenses    19,264  15,494  24.3%  2.8  2.2 
Other operating expenses (1)     149,823  190,552  (21.4)% 22.2  27.5 
Selling, general and administrative expenses    37,268  44,679  (16.6)% 5.4  6.4 

                

Total operating expenses    644,168  660,699  (2.5)% 95.2  95.2 
    

 
   

 
   

 
  

 

Operating income   51,249 48,834  4.9%  7.6 7.0 

Other (expense) income, net   (627) (2,784) (77.5)% (0.1) (0.4)
    

 
   

 
   

 
  

 

Income before income taxes    50,622  46,050  9.9%  7.5  6.6 

Provision for income taxes    18,840  18,887  (0.2)% 2.8  2.7 
                

Net income   $ 31,782  $ 27,163  17.0%  4.7%  3.9%
    

 

   

 

   

 

  

 

(1) Net revenues include $27,598 and $55,513 of third party supplier revenues for the three months ended March 31, 2006 and 
2005, respectively. The third party supplier arrangements are generally marginally profitable. The related third party supplier 
expenses are included in other operating expenses. 



Net Revenues  
The decrease in net revenues was primarily driven by a significant decline in third party supplier revenues resulting from the 
termination of an Outsourcing client contract in the prior year. Net revenues, excluding the third party supplier revenues and after 
adjusting for foreign currency translation losses of approximately $8 million and the net effects of acquisitions and dispositions of $3 
million, increased 2.2% as compared to the prior-year quarter. The increase was primarily driven by revenue growth in the Consulting 
segment. Segment results are discussed in greater detail later in this section.  

Compensation and Related Expenses  
Compensation and related expenses include all personnel, supplemental staffing and related expenses. The increase over prior year 
primarily relates to $18 million higher performance-based compensation, $11 million of additional stock-based compensation, 
including $8 million related to the fiscal 2006 grant of restricted stock and $3 million related to the expensing of stock options under 
SFAS 123(R) and the $7 million expense this quarter related to the anticipated loss on an HR BPO contract. These items were offset 
in part by the deferral of higher levels of compensation and related expenses in the current year attributable to our growing the HR 
BPO business and savings associated with previous restructuring activities and benefit changes.  

Initial Public Offering Restricted Stock Awards  
In connection with our initial public offering on June 27, 2002, we granted approximately 5.8 million shares of Class A restricted 
stock and restricted stock units to our employees. Compensation and related payroll tax expenses of approximately $108 million were 
recorded as initial public offering restricted stock award expense from June 27, 2002 through March 31, 2006. We expect to 
recognize the remaining $3 million of compensation expense related to these awards next quarter, when the grants fully vest on 
June 27, 2006.  

Other Operating Expenses  
Other operating expenses include technology, occupancy and non-compensation related direct client service costs, including third 
party supplier costs. The decrease in other operating expenses is primarily driven by a significant decrease in the third party supplier 
costs due to the terminated client contract in the prior year. Additionally, after deferrals of implementation and other deferred contract 
costs related to new Outsourcing contracts, there was a lower level of outside client service delivery costs incurred in the current-year 
second quarter than in the prior-year quarter.  

Selling, General and Administrative Expenses  
Selling, general and administrative (“SG&A”) expenses primarily include promotion and marketing costs, corporate professional 
services, provisions for doubtful accounts, amortization of intangible assets and other general office expenses. The prior year SG&A 
expense includes an impairment charge of approximately $10 million resulting from the termination of two client contracts. 
Excluding this item, SG&A expenses as a percentage of net revenue increased by half a percent over the prior-year quarter.  

Other (Expense) Income, Net  
Other (expense) income, net includes interest expense, interest income, equity earnings on unconsolidated investments and other non-
operating gains or losses. The decrease in other expenses, net was primarily due to an increase in interest income on investments as 
well as lower interest expense this quarter than in the prior-year quarter.  

Provision for Income Taxes  
The Company’s consolidated effective income tax rate was 37.2% for the three months ended March 31, 2006, as compared to 41.0% 
in the prior-year quarter. 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  
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operating income; changes to actual or forecasted permanent book to tax differences; impacts from tax settlements with state, federal 
or foreign tax authorities; or impacts from tax law changes. The lower effective tax rate for fiscal 2006 is due to a combination of 
these factors. 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.  

Six Months Ended March 31, 2006 and 2005  
Unaudited  
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Six Months Ended 

March 31,   % 
Change  

 
% of Net 
Revenues  

(in thousands)   2006   2005    2006   2005  

Revenues:        

Net revenues (1)   $1,377,200  $1,403,003  (1.8)% 100.0% 100.0%
Reimbursements   37,910  30,384  24.8%  2.8  2.2 

        
 

   
 

  
 

Total revenues   1,415,110  1,433,387  (1.3)% 102.8  102.2 
                

Operating expenses:        

Compensation and related expenses, excluding initial public offering 
restricted stock awards   868,172  826,154  5.1%  63.0  58.9 

Initial public offering restricted stock awards   7,083  8,591  (17.6)% 0.5  0.6 
Reimbursable expenses  37,910  30,384  24.8%  2.8  2.2 
Other operating expenses (1)    328,103  374,761  (12.5)% 23.8  26.7 
Selling, general and administrative expenses   72,716  82,930  (12.3)% 5.4  5.9 

        
 

   
 

  
 

Total operating expenses  1,313,984  1,322,820  (0.7)% 95.5  94.3 
        

 
   

 
  

 

Operating income   101,126  110,567  (8.5)% 7.3  7.9 

Other income (expense), net   3,159  (6,849) (146.1)% 0.3  (0.5)
                

Income before income taxes   104,285  103,718  0.5%  7.6  7.4 

Provision for income taxes   40,971  42,531  (3.7)% 3.0  3.0 
        

 
   

 
  

 

Net income   $ 63,314  $ 61,187  3.5%  4.6% 4.4%
        

 

   

 

  

 

(1) Net revenues include $69,424 and $112,927 of third party supplier revenues for the six months ended March 31, 2006 and 2005, 
respectively. The third party supplier arrangements are generally marginally profitable. The related third party supplier expenses 
are included in other operating expenses. 



Net Revenues  
The decrease in net revenues was primarily driven by a significant decline in third party supplier revenues resulting from the 
termination of an Outsourcing client contract in the prior year. Net revenues, excluding the third party supplier revenues and after 
adjusting for foreign currency translation losses of approximately $14 million and the net effects of acquisitions and dispositions of 
approximately $4 million, increased 2.0% as compared to the prior-year six-month period. The increase was primarily driven by 
revenue growth in the Consulting segment.  

Compensation and Related Expenses  
The increase over prior year primarily relates to $24 million of additional stock-based compensation, including $17 million related to 
the fiscal 2006 grant of restricted stock and $7 million related to the expensing of stock options under SFAS 123 (R) and $10 million 
of higher performance-based compensation. The current year expense also includes approximately $11 million of previously deferred 
implementation costs recognized due to a client’s intention to terminate an existing contract and $7 million related to severance costs. 
This increase was partially offset by the deferral of higher levels of compensation and related expenses.  

Other Operating Expenses  
The decrease in other operating expenses is primarily driven by a significant decrease in the third party supplier costs due to the 
terminated client contract in the prior year. Additionally, after deferrals of implementation and other deferred contract costs related to 
new Outsourcing contracts, there was a lower level of outside client service delivery costs incurred in the current-year than in the 
prior-year six-months.  

Selling, General and Administrative Expenses  
The decrease in SG&A expenses is primarily due to the recognition of an impairment charge of approximately $10 million in the 
prior year related to customer relationship intangible assets.  

Other Income (Expense), Net  
This year, we recognized a gain of $7 million in connection with a contribution of our German retirement and financial management 
business in exchange for an increased investment in a German actuarial business. This gain as well as increased investment income 
accounted for the majority of the year-over-year increase in other income, net.  

Provision for Income Taxes  
The Company’s consolidated effective income tax rate was 39.3% for the six months ended March 31, 2006, as compared to 41.0% 
for the comparable prior-year period. The lower effective tax rate for fiscal 2006 is due to a combination of factors such as changes in 
forecasted annual operating income; changes to actual or forecasted permanent book to tax differences; impacts from tax settlements 
with state, federal or foreign tax authorities; or impacts from tax law changes. The Company reviews its expected annual effective 
income tax rates and makes changes on a quarterly basis as necessary.  
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Segment Results  
During the first quarter of fiscal 2006, we completed an internal reorganization which did not change our reportable segments, but did 
impact the revenues and income reported within each segment and the level of unallocated shared service costs. Additionally, we 
began to record intersegment revenues for work performed on behalf of another segment. All of these changes are reflected in both 
the results for the current and prior-year periods. Operating income before unallocated shared costs is referred to as “segment income” 
throughout this discussion.  

Three Months Ended March 31, 2006 and 2005  
Unaudited  
  

Outsourcing  
The decrease in net revenues was primarily due to a significant decline in third party supplier revenues resulting from the loss of a HR 
BPO client in the prior year. Excluding third party supplier revenues and foreign currency translation losses of approximately $2 
million and the effect of acquisitions of approximately $4 million, net revenues increased 0.5%. Growth in the HR BPO business, 
driven by increased services to new and existing clients, was offset by a decline in the Benefits Outsourcing business resulting from 
the deferral of revenue related to an existing Benefits Outsourcing client that recently expanded its relationship with the Company to 
include a broader range of bundled HR services.  

Outsourcing segment income as a percentage of Outsourcing net revenues increased to 9.5% in the three months ended March 31, 
2006, compared to 6.2% in the comparable prior-year quarter. A number of items impacted year-over-year profitability this quarter 
including a $10 million customer relationship intangible asset impairment charge in the prior year, cost savings resulting from global 
sourcing, discretionary benefit changes and previous restructuring activities and a significant reduction in marginally profitable third 
party supplier revenue and related  
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Three Months Ended 

March 31,   % 
Change (in thousands)   2006   2005   

Outsourcing     

Revenues before reimbursements (net revenues) (1)    $477,285  $501,228  (4.8)%
Segment income    45,292   31,262  44.9%
Segment income as a percentage of segment net revenues    9.5%  6.2% 

Consulting     

Revenues before reimbursements (net revenues)   $208,014  $198,010  5.1%
Segment income    48,951   55,923  (12.5)%
Segment income as a percentage of segment net revenues    23.5%  28.2% 

Total Company     

Revenues before reimbursements (net revenues) (1)    $685,299  $699,238  (2.0)%
Intersegment revenues    (9,146)   (5,199)  75.9%
Reimbursements    19,264   15,494  24.3%

          

Total revenues   $695,417  $709,533  (2.0)%
    

 

   

 

 

Segment income   $ 94,243  $ 87,185  8.1%
Charges not recorded at the segment level:     

Initial public offering restricted stock awards    3,134   4,165  (24.8)%
Unallocated shared service costs    39,860   34,186  16.6%

    
 

   
 

 

Operating income   $ 51,249  $ 48,834  4.9%
    

 

   

 

 

(1) Outsourcing net revenues include $27,598 and $55,513 of third party supplier revenues for the three months ended March 31, 
2006 and 2005, respectively. The third party supplier arrangements are generally marginally profitable. The related third party 
supplier expenses are included in other operating expenses. 



expenses this year. These improvements were partially offset by approximately $7 million of higher performance-based compensation 
and $4 million of additional stock-based compensation this quarter related to the fiscal 2006 grant of restricted stock awards and the 
expensing of stock options under SFAS 123(R), and a $7 million expense for the anticipated loss on one of the HR BPO contracts this 
quarter. Deferred contract revenues were generally offset by deferred contract costs, having a minimal unfavorable impact on segment 
income on a year-over-year basis.  

Consulting  
Consulting net revenues increased by 5.1% during the three months ended March 31, 2006 as compared to the comparable prior-year 
quarter. Adjusting for foreign currency translation losses of approximately $6 million and the net effects of acquisitions and 
dispositions of approximately $1 million, Consulting net revenues increased 8.2%. The majority of the increase was driven by 
Benefits Consulting due to higher actuarial services as well as continuing increased demand for Talent and Organizational Consulting 
services, particularly in compensation consulting, corporate restructuring and change services and talent advisory services.  

Consulting segment income as a percentage of Consulting net revenues decreased primarily due to $9 million in higher performance 
based compensation and $5 million of additional stock-based compensation this quarter related to the fiscal 2006 grant of restricted 
stock awards and the expensing of stock options under SFAS 123(R), partially offset by increased revenues and lower costs 
associated with previous restructuring activities in the prior fiscal year.  

Six Months Ended March 31, 2006 and 2005  
Unaudited  
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Six Months Ended 

March 31,   % 
Change (in thousands)   2006   2005   

Outsourcing     

Revenues before reimbursements (net revenues) (1)    $ 989,416  $1,028,612  (3.8)%
Segment income    89,257   93,079  (4.1)%
Segment income as a percentage of segment net revenues    9.0%  9.0% 

Consulting     

Revenues before reimbursements (net revenues)   $ 403,751  $ 382,777  5.5%
Segment income    90,768   89,790  1.1%
Segment income as a percentage of segment net revenues    22.5%  23.5% 

Total Company     

Revenues before reimbursements (net revenues) (1)    $1,393,167  $1,411,389  (1.3)%
Intersegment revenues    (15,967)   (8,386)  90.4%
Reimbursements    37,910   30,384  24.8%

          

Total revenues   $1,415,110  $1,433,387  (1.3)%
    

 

   

 

 

Segment income   $ 180,025  $ 182,869  (1.6)%
Charges not recorded at the segment level:     

Initial public offering restricted stock awards    7,083   8,591  (17.6)%
Unallocated shared service costs    71,816   63,711  12.7%

    
 

   
 

 

Operating income   $ 101,126  $ 110,567  (8.5)%
    

 

   

 

 

(1) Outsourcing net revenues include $69,424 and $112,927 of third party supplier revenues for the six months ended March 31, 
2006 and 2005, respectively. The third party supplier arrangements are generally marginally profitable. The related third party 
supplier expenses are included in other operating expenses. 



Outsourcing  
The decrease in net revenues as compared to the prior year was primarily due to a significant decrease in third party supplier revenues 
resulting from the loss of a HR BPO client in the prior year. Excluding third party supplier revenues, and the effects of acquisitions of 
approximately $6 million and foreign currency translation losses of approximately $4 million, Outsourcing net revenues were flat. 
Increases from new HR BPO client services this year and increases in Benefits Outsourcing revenues and one-time project revenues 
in the first quarter, were offset by a decline in direct revenues related to the loss of the HR BPO client in the prior year and a 
significant deferral of Benefits Outsourcing revenue until next quarter when additional HR BPO services will be provided and as a 
result of an expanded services contract with a client.  

Outsourcing segment income as a percentage of Outsourcing net revenues was 9.0% for both the six months ended March 31, 2006 
and 2005. While margins were flat, a number of items increased profitability this year including cost savings resulting from global 
sourcing, discretionary benefit changes and previous restructuring activities, a $10 million customer relationship intangible asset 
impairment charge in the prior year, and a significant reduction in marginally profitable third party supplier revenue and related 
expenses this year. These improvements were offset by approximately $5 million of higher performance-based compensation, an $11 
million charge of previously deferred implementation costs related to a client contract termination in the first quarter, $8 million of 
stock-based compensation related to the fiscal 2006 grant of restricted stock awards and the expensing of stock options under SFAS 
123(R) and $7 million of severance expense recognized in the first quarter. Deferred contract costs were largely offset by deferred 
contract revenues, having a minimal favorable impact on segment income on a year-over-year basis.  

Consulting  
Consulting net revenues increased by 5.5% during the six months ended March 31, 2006 as compared to the comparable prior-year 
quarter. Adjusting for foreign currency translation losses of approximately $10 million and the net effects of acquisitions and 
dispositions of approximately $2 million, Consulting net revenues increased 8.5%. The majority of the increase was driven by 
Benefits Consulting due to higher actuarial consulting and healthcare consulting (including specific projects related to the new 
Medicare regulations earlier in the year) and increased demand for Talent and Organizational Consulting services, particularly 
compensation consulting, corporate restructuring and change services and talent advisory services.  

Consulting segment income as a percentage of Consulting net revenues decreased due to the recognition of $10 million of additional 
stock-based compensation this year related to the fiscal 2006 grant of restricted stock awards and the expensing of stock options under 
SFAS 123(R) and $6 million of higher performance based compensation in the current year, partially offset by increased revenues and 
lower costs associated with previous restructuring activities in the prior fiscal year.  

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, 2005. During the first quarter of 2006, the Company changed its accounting policy for stock-based compensation upon 
adopting SFAS No. 123(R), Share Based Payments. Please refer to Note 4 for a description of the Company’s new stock-based 
compensation accounting policy.  
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Liquidity and Capital Resources  
We generally fund our working capital requirements with internally generated funds and from time to time, short-term borrowings. 
Historically, we also have secured financing from credit facilities and term notes. Our initial public offering in June 2002 enhanced 
our ability to access public market financing to fund new investments and acquisitions, as well as to meet ongoing and future capital 
resource needs.  

Summary of Cash Flows  
(in thousands)  

  

Working capital, defined as current assets less current liabilities increased $133 million to $433 million at March 31, 2006 primarily 
due to higher levels of cash and cash equivalents and short-term investments.  

The increase in cash provided by operating activities was primarily due to a lower level of performance-based compensation that we 
paid this year for prior-year results than we paid in the prior year, a higher level of cash received in advance of services provided, 
including receipt of $50 million of contract prepayments from one specific client this year, as well as cash received in connection with 
deferred contract revenues, and receipt of a $25 million tax refund this quarter. The increase was partially offset by lower levels of 
cash collected on accounts receivable than at this time last year and a higher level of investments in implementing new HR BPO 
client contracts.  

The increase in cash used in investing activities results from approximately $420 million of proceeds received from the sale of short-
term investments in the prior year to primarily fund the Company’s share repurchases in 2005. Absent this item, cash used in 
investing activities decreased in the current year primarily due to lower software development costs as well as lower capital 
expenditures, primarily on computer equipment this year.  

The decrease in cash used in financing activities was primarily due to the higher share repurchases in the prior year as a result of the 
Company’s share repurchase program and tender offer in the first half of 2005, offset in part by higher net repayments of short-term 
borrowings and other debt in the current year.  

We believe the cash on hand, together with funds from operations, other current assets, and existing credit facilities 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, 2005 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 period ended March 31, 2006.  
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Six Months Ended

March 31,  
   2006   2005  

Cash provided by operating activities   $ 199,296  $ 108,458 
Cash (used in) provided by investing activities    (164,170)  174,755 
Cash used in financing activities    (6,311)  (336,510)
Effect of exchange rates on cash    (164)  1,679 

         

Net increase (decrease) in cash and cash equivalents    28,651   (51,618)
Cash and cash equivalents at beginning of period    157,928   124,681 

    
 

   
 

Cash and cash equivalents at end of period  $ 186,579 $ 73,063 
    

 

   

 



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 1, “Risk Factors” of our Annual Report on Form 10-K for the year ended 
September 30, 2005. Such important factors include:  
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•  The outsourcing and consulting markets are highly competitive, and if we are not able to compete effectively our revenues and 

profit margins will 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 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 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 will be negatively affected if we are not able to keep pace with rapid changes in technology or if growth in the use 

of technology in business is not as rapid as in the past 

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

liability 

 
•  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 Benefits Outsourcing services and/or Human Resources Business Process Outsourcing 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 

 
•  We rely on our computing and communications infrastructure and the integrity of these systems, and our revenue growth 

depends, in part, on our ability to use the Internet 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 



  

  

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 SEC.  

Item 3. Quantitative and Qualitative Disclosures about Market Risks  
We are exposed to market risk from changes in interest rates and foreign currency exchange rates. As of March 31, 2006, there have 
been no material changes in our market risk from September 30, 2005. For further information regarding our market risk, refer to our 
Annual Report on Form 10-K for the year ended September 30, 2005.  

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 Securities and Exchange 
Commission (“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.  

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 
March 31, 2006 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  
In the ordinary course of our business, we are routinely subject to audits, actions related to employment, benefits, contracts and other 
matters, and inquiries by governmental and regulatory agencies. We are not engaged in any legal proceedings that we expect to have a 
material adverse effect on our business, financial condition or results of operations.  
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•  Our initial stockholders, many of whom are employees, continue to hold a high percentage of our outstanding stock and their 

interests may differ from those of other stockholders 

 •  Our stock price may decline due to the large number of shares of common stock held by employees eligible for future sale 

 
•  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 



ITEM 4. Submission of Matters to a Vote of Security Holders 

The Company’s Annual Meeting of the Stockholders was held on February 1, 2006. There were present at the meeting, either in 
person or by proxy, holders of 105,892,455 shares of common stock. The following persons were elected to the Company’s Board of 
Directors as Class I directors to hold office until the expiration of their terms in 2009. The votes cast for each Director were as 
follows:  
  

In addition to the Directors listed above, Directors who are continuing in their term of office are: Steven A. Denning, Michael E. 
Geenlees, James P. Kelly, Steven P. Stanbrook, Cheryl A. Francis, Dale L. Gifford and Thomas J. Neff.  

The results of the other matter voted upon at the Annual Meeting were as follows—ratification of the appointment of Ernst & Young 
LLP to serve as the Company’s independent auditors for the fiscal year ending on September 30, 2006. For – 105,173,322, Against – 
650,618, Abstained – 68,515.  

ITEM 6. Exhibits  
  

ITEMS 1A, 2, 3 And 5 Are Not Applicable And Have Been Omitted  
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Nominee   For   Withheld

Bryan J. Doyle   105,500,054  392,401
Julie S. Gordon   105,613,480  278,975
Michele M. Hunt   89,398,557  16,493,898
Cary D. McMillan   105,569,611  322,844

a.  Exhibits.  

  

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
  

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).



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.  
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 HEWITT ASSOCIATES, INC.
 (Registrant)

Date: May 4, 2006  By: /s/ John J. Park 
  John J. Park
  Chief Financial Officer
  (principal financial and accounting officer)



Exhibit 31.1 

CERTIFICATIONS  

I, Dale L. Gifford, Chief Executive Officer, certify that:  
  

  

  

  

  

  

  

  

  

  

  

  

1. I have reviewed this quarterly report on Form 10-Q of Hewitt Associates, Inc.; 

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact 
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading 
with respect to the period covered by this report; 

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all 
material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods 
presented in this report; 

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

 
a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under 

our supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is 
made known to us by others within those entities, particularly during the period in which this report is being prepared; 

 
b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be 

designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the 
preparation of financial statements for external purposes in accordance with generally accepted accounting principles; 

 
c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our 

conclusions about the effectiveness of the disclosure controls and procedures as of the end of the period covered by this 
report based on such evaluation; and 

 
d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the 

registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has 
materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial reporting; and 

5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over 
financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons 
performing equivalent functions): 

 
a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting 

which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial 
information; and 

 
a) Any fraud, whether or not material, that involves management or other employees who have a significant role in the 

registrant’s internal control over financial reporting. 

Date: May 4, 2006  By: /s/ Dale L. Gifford 
  Dale L. Gifford
 Chief Executive Officer



Exhibit 31.2 

I, John J. Park, Chief Financial Officer, certify that:  
  

  

  

  

  

  

  

  

  

  

  

  

1. I have reviewed this quarterly report on Form 10-Q of Hewitt Associates, Inc.; 

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact 
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading 
with respect to the period covered by this report; 

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all 
material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods 
presented in this report; 

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

 
a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under 

our supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is 
made known to us by others within those entities, particularly during the period in which this report is being prepared; 

 
b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be 

designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the 
preparation of financial statements for external purposes in accordance with generally accepted accounting principles; 

 
c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our 

conclusions about the effectiveness of the disclosure controls and procedures as of the end of the period covered by this 
report based on such evaluation; and 

 
d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the 

registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has 
materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial reporting; and 

5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over 
financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons 
performing equivalent functions): 

 
a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting 

which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial 
information; and 

 
b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the 

registrant’s internal control over financial reporting. 

Date: May 4, 2006  By: /s/ John J. Park 
  John J. Park
  Chief Financial Officer



Exhibit 32.1 

CERTIFICATION  

In connection with this Quarterly Report of Hewitt Associates, Inc. (the “Company”) on Form 10-Q for the period ended March 31, 
2006, as filed with the Securities and Exchange Commission on the date hereof (the “Report”), the undersigned Chief Executive 
Officer of the Company hereby certifies, pursuant to 18 U.S.C. §1350, as adopted pursuant to §906 of the Sarbanes-Oxley Act of 
2002 that: 1) the Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934, and 2) 
the information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the 
Company as of and for the periods covered in the Report.  
  

A signed original of this written statement required by Section 906, or other document authenticating, acknowledging, or otherwise 
adopting the signature that appears in typed form within the electronic version of this written statement required by Section 906, has 
been provided to Hewitt Associates, Inc. and will be retained by Hewitt Associates, Inc. and furnished to the Securities and Exchange 
Commission or its staff upon request.  

The foregoing certification is being furnished to the Securities and Exchange Commission as and exhibit to the Form 10-Q and shall 
not be considered filed as part of the Form 10-Q.  

Date: May 4, 2006  By: /s/ Dale L. Gifford 
  Dale L. Gifford
  Chief Executive Officer



Exhibit 32.2 

CERTIFICATION  

In connection with this Quarterly Report of Hewitt Associates, Inc. (the “Company”) on Form 10-Q for the period ended March 31, 
2006, as filed with the Securities and Exchange Commission on the date hereof (the “Report”), the undersigned Chief Executive 
Officer of the Company hereby certifies, pursuant to 18 U.S.C. §1350, as adopted pursuant to §906 of the Sarbanes-Oxley Act of 
2002 that: 1) the Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934, and 2) 
the information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the 
Company as of and for the periods covered in the Report.  
  

A signed original of this written statement required by Section 906, or other document authenticating, acknowledging, or otherwise 
adopting the signature that appears in typed form within the electronic version of this written statement required by Section 906, has 
been provided to Hewitt Associates, Inc. and will be retained by Hewitt Associates, Inc. and furnished to the Securities and Exchange 
Commission or its staff upon request.  

The foregoing certification is being furnished to the Securities and Exchange Commission as and exhibit to the Form 10-Q and shall 
not be considered filed as part of the Form 10-Q.  

Date: May 4, 2006  By: /s/ John J. Park 
  John J. Park
  Chief Financial Officer


