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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

(Mark One)

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

ACT OF 1934
For the quarterly period ended December 31, 2012

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: 001-34594

TOWERS WATSON & CO.

(Exact name of registrant as specified in its charter)
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Delaware 27-0676603
(State or other jurisdiction of (LR.S. Employer
incorporation or organization) Identification No.)
875 Third Avenue
New York, NY 10022
(Address of principal executive offices) (zip code)

(212) 725-7550

(Registrant s telephone number, including area code)

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 period that 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 has submitted electronically and posted on its corporate Web site, if any, every Interactive Data
File required to be submitted and posted pursuant to Rule 405 of Regulation S-T during the preceding 12 months (or for such shorter period that
the registrant was required to submit and post such files). 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 definitions of large accelerated filer and accelerated filer, and smaller reporting company in Rule 12b-2 of the Exchange Act.

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

As of January 31, 2013, there were 68,665,019 outstanding shares of Class A Common Stock at a par value of $0.01 per share, and 5,374,768
outstanding shares of Class B-4 Common Stock at a par value of $0.01 per share.
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PART I. FINANCIAL INFORMATION
Item 1. Financial Statements (Unaudited)
TOWERS WATSON & CO.
Condensed Consolidated Statements of Operations
(In thousands of U.S. dollars, except per share data)

(Unaudited)

Three Months Ended December 31,

2012 2011
Revenue $ 946,245 $ 879,710
Costs of providing services:
Salaries and employee benefits 579,569 535,303
Professional and subcontracted services 71,621 78,749
Occupancy 35,684 32,689
General and administrative expenses 86,993 72,284
Depreciation and amortization 45,665 38,648
Transaction and integration expenses 9,152 22,903

828,684 780,576
Income from operations 117,561 99,134
(Loss) income from affiliates (124)
Interest income 811 842
Interest expense (3,605) (3,821)
Other non-operating income 2,696 6,302
Income before income taxes 117,463 102,333
Provision for income taxes 36,856 36,922
Net income before non-controlling interests 80,607 65,411
Less: Net loss attributable to non-controlling interests (1,683) (1,528)
Net income attributable to controlling interests $ 82,290 $ 66,939
Earnings per share:
Net income attributable to controlling interests basic $ 1.15 $ 0.92
Net income attributable to controlling interests  diluted $ 1.15 $ 0.92
Weighted average shares of common stock, basic (000) 71,257 72,417
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Six Months Ended December 31,

$

$

2012
1,780,494

1,093,438
127,696
74,585
169,690
89,272
18,425

1,573,106

207,388

(56)
1,505
(6,560)
5,048

207,325
68,932

138,393
(2,624)

141,017

1.98

1.96

71,376

$

$

2011
1,690,061

1,032,776
143,021
68,060
135,096
73,155
43,810

1,495,918

194,143

168
2,158
(6,495)
8,146

198,120
72,423

125,697
(946)

126,643

1.74

1.73

72,753
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Weighted average shares of common stock, diluted (000) 71,847 72,769 71,920 73,011

See accompanying notes to the condensed consolidated financial statements
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TOWERS WATSON & CO.
Condensed Consolidated Statements of Comprehensive Income
(In thousands of U.S. dollars)

(Unaudited)

Three Months Ended December 31, Six Months Ended December 31,

2012 2011 2012 2011

Net income before non-controlling interests $ 80,607 $ 65,411 $ 138,393 $ 125,697
Other comprehensive (loss)/income, net of tax:

Foreign currency translation 1,864 (821) 48,723 (86,746)
Defined pension and post-retirement benefit costs (9,383) (23) (17,123) 7,425
Hedge effectiveness (246) 54 (796) (466)
Available-for-sale securities (108) (196) 56 (607)
Other comprehensive (loss)/income before non-controlling interests (7,873) (986) 30,860 (80,394)
Comprehensive income before non-controlling interests 72,734 64,425 169,253 45,303
Comprehensive loss attributable to non-controlling interest (1,612) (1,906) (1,756) (1,390)
Comprehensive income attributable to controlling interests 74,346 66,331 171,009 46,693

See accompanying notes to the condensed consolidated financial statements
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TOWERS WATSON & CO.

Condensed Consolidated Balance Sheets

(In thousands of U.S. dollars, except share data)

Assets

Cash and cash equivalents

Restricted cash

Short-term investments

Receivables from clients:

Billed, net of allowances of $19,491 and $20,871
Unbilled, at estimated net realizable value

Other current assets

Total current assets

Fixed assets, net
Deferred income taxes
Goodwill

Intangible assets, net
Other assets

Total Assets

Liabilities

Accounts payable, accrued liabilities and deferred income
Employee-related liabilities

Fiduciary liabilities

Term loan current

Other current liabilities

Total current liabilities

Revolving credit facility

Term loan

Accrued retirement benefits and other employee-related liabilities
Professional liability claims reserve

Other noncurrent liabilities

Total Liabilities

Commitments and contingencies

Stockholders Equity

Class A Common Stock  $0.01 par value: 300,000,000 shares authorized; 63,490,364 and 63,521,654 issued

and 60,001,661 and 60,666,474 outstanding
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(Unaudited)

December 31,
2012

$ 420,786
120,726
34,912

570,165
337,379

907,544
189,211

1,673,179

353,874
154,862
2,294,205
735,940
125,140

$ 5,337,200

$ 356,247
422,967
120,726
12,500
50,505

962,945
275,000
237,500
828,995
260,085
205,339

2,769,864

635

June 30,
2012

$ 478,179
171,406
40,436

564,111
320,240

884,351
185,025

1,759,397

315,000
157,491
2,252,555
768,848
103,687

$ 5,356,978

$ 333,443
558,222
171,406

39,911

1,102,982
208,000
250,000
880,877
266,619
191,183

2,899,661

635



Edgar Filing: Towers Watson & Co. - Form 10-Q

Class B Common Stock  $0.01 par value: 93,500,000 shares authorized; 11,035,878 and 11,035,878 issued and

11,035,878 and 11,035,878 outstanding 110 110
Additional paid-in capital 1,851,968 1,833,799
Treasury stock, at cost 3,488,703 and 2,855,180 shares (203,716) (168,901)
Retained earnings 1,216,051 1,117,622
Accumulated other comprehensive loss (320,753) (350,745)
Total Stockholders Equity 2,544,295 2,432,520
Non-controlling interest 23,041 24,797
Total Equity 2,567,336 2,457,317
Total Liabilities and Total Equity $ 5,337,200 $5,356,978

See accompanying notes to the condensed consolidated financial statements
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TOWERS WATSON & CO.
Condensed Consolidated Statements of Cash Flows
(In thousands of U.S. dollars)

(Unaudited)

Cash flows from/(used in) operating activities:

Net income before non-controlling interests

Adjustments to reconcile net income to net cash from/(used in) operating activities:
Provision for doubtful receivables from clients

Depreciation

Amortization of intangible assets

Provision for deferred income taxes

Equity from affiliates

Stock-based compensation

Other, net

Changes in operating assets and liabilities (net of business acquisitions)
Receivables from clients

Restricted cash

Other current assets

Other noncurrent assets

Accounts payable, accrued liabilities and deferred income
Employee-related liabilities

Fiduciary liabilities

Accrued retirement benefits and other employee-related liabilities
Professional liability claims reserves

Other current liabilities

Other noncurrent liabilities

Income tax related accounts

Cash flows from/(used in) operating activities

Cash flows used in investing activities:
Cash paid for business acquisitions

Cash acquired from business acquisitions
Fixed assets and software for internal use
Capitalized software costs

Purchases of available-for-sale securities
Redemption of available-for-sale securities
Proceeds from divestitures

Cash flows used in investing activities

Cash flows used in financing activities:
Borrowings under credit facility
Repayments under credit facility
Dividends paid

Repurchases of common stock

Payroll tax payments on vested shares
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Six Months Ended December 31,

2012
$ 138,393

7,824
49,380
39,892
27,936

23,260
(2,651)

(19,819)
53,063
(18,865)
589
22,717
(144,650)
(53,063)
(111,077)
(8,996)
1,559
9,099
6,780

$ 21,371

(185)

(54,493)

(29,007)

(18,083)
27,670
3,682

$ (70,416)

376,600
(309,600)
(48,715)
(36,531)
(1,750)

$

$

2011
125,697

7,461
42,491
30,665
29,880

212
36,401
(916)

(81,445)
18,900
(4,900)

(29,654)
(6,488)
(148,842)
(13,257)
(30,580)
(38,842)
1,572
(1,237)
9,423

(53,459)

(3,012)
2,101
(65,464)

(9,145)

45,919

(29,601)

75,000
(10,000)
(11,921)
(90,966)

(6,046)
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Issuances of common stock and excess tax benefit

Cash flows used in financing activities
Effect of exchange rates on cash

Decrease in cash and cash equivalents

Cash and cash equivalents at beginning of period
Cash and cash equivalents at end of period

Supplemental disclosures:
Cash paid for interest

Cash paid for income taxes, net of refunds
Common stock issued upon the vesting of our SEP plan restricted stock units
Common stock withheld for taxes associated with vesting of Restricted A Shares

See accompanying notes to the condensed consolidated financial statements
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1,856

(19,996) $  (42,077)

11,648 $  (17,699)

(57,393) (142,836)
478,179 528,923

420,786 $ 386,087

4,460 $ 698
32,904 $ 33,217
$ 16,574

1,750 $

10
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Balance as of June 30,
2012

Net income/(loss)
Other comprehensive
income

Repurchases of
common stock
Shares received for
employee taxes upon
conversion of
Restricted A shares
Exercises of stock
options

Restricted stock unit
vesting

Class A Common
Stock:

Cash dividends
declared
Stock-based
compensation

Balance as of
December 31, 2012
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TOWERS WATSON & CO.
Condensed Consolidated Statement of Changes in Stockholders Equity

(In thousands of U.S. Dollars and numbers of shares in thousands)

(Unaudited)
Class A Class ClassB  Class Accumulated
Common A Common B Additional Treasury Other Non-
Stock  Common Stock Common  Paid-in Stock, at Retained  Comprehensive Controlling
Outstanding Stock Outstanding Stock Capital Cost Earnings  (Loss)/Income  Interest

63,522 $ 635

on

63,431

141,017

(36,531)

(1,750)
(2,178) 2,479

(2,913) 987

(42,588)

23,260

$635 11,036 $ 110 $1,851,968 $(203,716) $1,216,051

See accompanying notes to the condensed consolidated financial statements

(2,624)

868

$ (320,753) $ 23,041

Total

11,036 $ 110 $1,833,799 $(168,901) $ 1,117,622 $ (350,745) $ 24,797 $2,457,317

138,393
30,860

(36,531)

(1,750)
301

(1,926)

(42,588)

23,260

$ 2,567,336

11
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TOWERS WATSON & CO.
Notes to the Condensed Consolidated Financial Statements
(Tabular amounts are in thousands, except per share data)
(Unaudited)
Note 1 Organization and Basis of Presentation.

The accompanying unaudited quarterly condensed consolidated financial statements of Towers Watson & Co. ( Towers Watson , the Company or
we ) and our subsidiaries are presented in accordance with the rules and regulations of the Securities and Exchange Commission ( SEC ) for

quarterly reports on Form 10-Q and therefore do not include all of the information and footnotes required by U.S. generally accepted accounting

principles ( GAAP ). In the opinion of management, these condensed consolidated financial statements reflect all adjustments, consisting only of

normal recurring adjustments, which are necessary for a fair presentation of the condensed consolidated financial statements and results for the

interim periods. All intercompany accounts and transactions have been eliminated in consolidation. The condensed consolidated financial

statements should be read together with the Towers Watson audited consolidated financial statements and notes thereto contained in the

Company s Annual Report on Form 10-K for the fiscal year ended June 30, 2012, which was filed with the SEC on August 29, 2012, and may be

accessed via EDGAR on the SEC s web site at www.sec.gov. Balance sheet data as of June 30, 2012 was derived from Towers Watson s audited

financial statements.

Towers Watson was formed on January 1, 2010, upon the merger (the Merger ) of Watson Wyatt Worldwide, Inc. ( Watson Wyatt ) and Towers,
Perrin, Forster & Crosby, Inc. ( Towers Perrin ).

Our fiscal year 2013 began July 1, 2012 and ends June 30, 2013.

The results of operations for the three and six months ended December 31, 2012 are not indicative of the results that can be expected for the
entire fiscal year ending June 30, 2013. The results reflect certain estimates and assumptions made by management including those estimates
used in calculating acquisition consideration and fair value of tangible and intangible assets and liabilities, estimated bonuses and anticipated tax
liabilities that affect the amounts reported in the condensed consolidated financial statements and related notes.

Note 2 Acquisitions.

During the fourth quarter of the fiscal year ended June 30, 2012, we completed the acquisition of Extend Health, Inc. ( Extend Health ). This
acquisition was not material for the purposes of financial statement disclosures as required by Accounting Standards Codification ( ASC ) 805.
The following summary is included to provide our investors with a better understanding of this recent strategic acquisition.

Extend Health Acquisition

On May 29, 2012, Towers Watson purchased Extend Health, a leading provider of health benefit management services and operator of the
largest private Medicare exchange, for $435 million in cash and assumed stock options valued at $11.2 million. See Note 11 for further
information on the assumed stock options. This acquisition enables Towers Watson to provide employers with health care solutions that combine
specialized retiree medical transition consulting with the choice and cost advantages of individual Medicare plans purchased on a private
exchange. Extend Health now operates as a new business segment called Exchange Solutions, alongside the existing segments of Benefits,
Talent and Rewards, and Risk and Financial Services. We included the results of Extend Health s operations since its acquisition date in the
Exchange Solutions segment and in our condensed consolidated financial statements.

During the fourth quarter of fiscal 2012, we recorded the tangible assets received, liabilities assumed and the preliminary fair value of
intangibles as follows: $123.2 million of customer related intangibles, $26.7 million of developed technology, and less than $1.0 million of
favorable lease agreements and trade name intangibles. Our estimate of fair value was developed using income approach valuation models such
as the multi-period excess earnings method for the customer-related intangibles and the relief from royalty method for the developed technology
intangible. Significant assumptions used in the valuation were revenue growth rates, retention rates, expense and contributory asset charges,
royalty rates and discount rates. We recorded current income tax receivables of $2.7 million for tax losses to be carried back to the June 30, 2011
U.S. federal income tax return. Also related to taxes, we recorded net deferred tax liabilities of $53.8 million. In accordance with purchase
accounting under U.S. GAAP, we will not realize $14.6 million of deferred revenue associated with cash received for commissions paid by
carriers for policies placed prior to the acquisition and for which no subsequent performance obligation is required. We determined that total
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consideration was $446.2 million, and recorded $341.5 million of goodwill related to the acquisition of Extend Health. The acquisition
accounting was finalized during the second quarter of fiscal 2013.
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Note 3 Fixed Income Securities.

We hold available-for-sale fixed income securities comprised of U.S. treasury securities and obligations of the U.S. government, government
agencies and authorities; corporate bonds; foreign corporate bonds; and obligations of states, municipalities and political subdivisions. The fixed
income securities are classified either as short-term investments or non-current assets (within other assets on the condensed consolidated balance
sheet) depending on the date of their maturity. Additional information on fixed income security balances is provided in the following table as of
December 31, 2012 and June 30, 2012:

December 31, 2012 June 30, 2012
Amortized Unrealized Unrealized Estimated Amortized Unrealized Unrealized Estimated
Cost Gains Losses Fair Value Cost Gains Losses Fair Value
Short-term investments: $34843  $ 59 3 6) $ 3489 $40213 $ 218 $ (10) $ 40,421
Other assets:
(non-current) 11,924 24 (19) 11,929

Proceeds from sales and maturities of investments for available-for-sale fixed income securities during the six months ended December 31, 2012
were $26.5 million, resulting in no realized gains/losses and during the six months ended December 31, 2011 were $45.9 million, resulting in a
realized gain of $0.09 million, as certain investments were sold prior to maturity. There were no investments that have been in a continuous loss
position for more than nine months, and there have been no other-than-temporary impairments recognized.

Note 4 Goodwill and Intangible Assets.

The following table reflects goodwill by segment as well as changes in those balances for the six months ended December 31, 2012:

Risk and Talent
Financial and Exchange
Benefits Services Rewards Solutions All Other Total
Balance as of June 30, 2012 $1,253,255 $545,862 $111,212 $341,012 $ 1,214 $2,252,555
Goodwill acquired 593 453 1,046
Translation adjustment 26,343 11,428 2,833 40,604
Balance as of December 31, 2012 $1,279,598 $557,883 $114,045 $341,465 $ 1,214  $2,294,205

The following table reflects changes in the net carrying amount of the components of finite-lived intangible assets for the six months ended
December 31, 2012:

Customer Core/ Favorable
related developed lease
intangible technology agreements Total
Balance as of June 30, 2012 $ 289,521 $ 103,289 $ 4,554 $ 397,364
Amortization (22,030) (17,862) (513) (40,405)
Translation adjustment 3,759 376 44 4,179
Balance as of December 31, 2012 $271,250 $ 85,803 $ 4,085 $361,138

For the three and six months ended December 31, 2012, we recorded $20.3 million and $39.9 million, respectively, of amortization related to our
intangible assets. For the three and six months ended December 31, 2011, we recorded $17.4 million and $30.7 million of amortization related to
our intangible assets.
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Due to integration of our Retirement business, during the second quarter of fiscal 2012 management decided to discontinue the use of an
application that was acquired in the Merger with an expected useful life of ten years. We calculated no impairment associated with this
application and we shortened the life of the intangible asset and accelerated the amortization in the same pattern in which our clients are
transitioned to the surviving application, which is expected to occur over the next two to three years. To develop our estimated useful remaining
life of the application, we are using client engagement revenue and the planned transition developed by our business management. As a result,
we recorded an additional $1.7 million and $3.8 million of amortization for the three and six months ended December 31, 2012, respectively,
and an additional $2.5 million of amortization for the three and six months ended December 31, 2011, respectively.
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Our indefinite-lived non-amortizable intangible assets consist of acquired trademarks and trade names. The carrying value of these assets was
$374.8 million and $371.4 million as of December 31, 2012 and June 30, 2012, respectively. The change during the period was due to foreign
currency translation.

In conjunction with the Merger, we estimated the fair value of acquired leases and recorded an unfavorable lease liability in accordance with
ASC 805. As of December 31, 2012 and June 30, 2012, this liability was $15.2 million and $17.0 million, respectively. The value of our
unfavorable lease liability as of December 31, 2012 and June 30, 2012 is recorded in the other noncurrent liabilities in the condensed
consolidated balance sheet. The change for the six months ended December 31, 2012 was comprised of a reduction to rent expense of $1.8
million.

The following table reflects the carrying value of finite-lived intangible assets as of December 31, 2012 and June 30, 2012:

As of December 31, 2012 As of June 30, 2012
Gross Gross
Carrying Accumulated Carrying Accumulated
Amount Amortization Amount Amortization
Finite-lived intangible assets and liabilities:
Trademark and trade name 370 370 370 370
Customer related intangibles 396,790 125,540 390,264 100,743
Core/developed technology 166,090 80,287 173,498 70,209
Favorable lease agreements 6,644 2,559 6,625 2,071
Total finite-lived intangible assets $ 569,894 $ 208,756 $ 570,757 $ 173,393
Unfavorable lease agreements 25,682 10,502 27,670 10,707
Total finite-lived intangible liabilities $ 25,682 $ 10,502 $ 27,670 $ 10,707

Certain trademark and trade-name intangible assets have indefinite useful lives and are not amortized. The weighted average remaining life of
amortizable intangible assets and liabilities at December 31, 2012 was 6.3 years.

The following table reflects:

1) future estimated amortization expense for amortizable intangible assets consisting of customer related intangibles and core/developed
technology.

2) the rent offset resulting from the amortization of the net lease intangible assets and liabilities for the remainder of fiscal 2013 and for
subsequent fiscal years:

Rent
Fiscal year ending June 30, Amortization Offset
2013 $ 37,671 $ (1,195)
2014 71,209 (2,319)
2015 62,013 (2,004)
2016 52,438 (1,553)
2017 48,548 (1,858)
Thereafter 85,174 (2,166)
Total $ 357,053 $(11,095)

Note 5 Fair Value Measurements.
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We have categorized our financial instruments into a three-level fair value hierarchy. The fair value hierarchy gives the highest priority to quoted
prices in active markets for identical assets and liabilities (Level 1) and lowest priority to unobservable inputs (Level 3). In some cases, the
inputs used to measure fair value might fall into different levels of the fair value hierarchy. In such cases, for disclosure purposes, the level in the
fair value hierarchy within which the fair value measurement in its entirety falls is determined based on the lowest level input that is significant
to the fair value measurement in its entirety.

Financial assets recorded in the accompanying condensed consolidated balance sheets are categorized based on the inputs in the valuation
techniques as follows:

Level 1  Financial assets and liabilities whose values are based on quoted prices (unadjusted) in active markets for identical assets or liabilities
that the reporting entity can access at the measurement date.
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Level 2 Financial assets and liabilities whose values are based on inputs other than quoted prices included within Level 1 that are observable for
the asset or liability, either directly or indirectly.

Level 3 Financial assets and liabilities whose values are based on unobservable inputs for the asset or liability.

The following presents our assets and liabilities measured at fair value on a recurring basis as of December 31, 2012 and June 30, 2012:

Fair Value Measurements on a Recurring Basis at
December 31, 2012

Level 1 Level 2 Level 3 Total
Assets:
Available-for-sale securities:
U.S. treasury securities and obligations of the U.S government, government
agencies and authorities (a) $ 2,026 $ 1,503 $ $ 3,529
Corporate bonds (a) 28,535 28,535
Foreign corporate bonds (a) 2,832 2,832
Equity securities (a) 1,559 1,559
Mutual funds / exchange traded funds () 26,380 26,380
Derivatives:
Foreign exchange forwards (c) 2,324 2,324
Liabilities:
Derivatives:
Foreign exchange forwards (c) 990 990
Fair Value Measurements on a Recurring Basis at
June 30, 2012
Level 1 Level 2 Level 3 Total
Assets:
Available-for-sale securities:
U.S. treasury securities and obligations of the U.S government, government
agencies and authorities (a) $ 2,035 $ 9,085 $ $ 11,120
Corporate bonds (a) 32,494 32,494
Foreign corporate bonds (a) 3,501 3,501
Obligations of states, municipalities and political subdivisions (a) 5,234 5,234
Equity securities (a) 1,437 1,437
Mutual funds (b) 5,083 5,083
Derivatives:
Foreign exchange forwards (c) 713 713
Liabilities:
Derivatives:
Foreign exchange forwards (c) $ $ 329 $ $ 329

(a) These assets are included in short-term investments or other assets on the condensed consolidated balance sheet. See Note 3 for the
classification of all fixed income securities as current or non-current.

(b) These assets are included in other assets on the condensed consolidated balance sheet.

(c) These derivative investments are included in other current assets or accounts payable, accrued liabilities and deferred income on the
condensed consolidated balance sheet. See Note 6 for further information on our derivative investments.

We record gains or losses related to the changes in the fair value of our financial instruments for foreign exchange forward contracts accounted

for as foreign currency hedges in general and administrative expenses in the condensed consolidated statements of operations. For the three and

six months ended December 31, 2012, we recorded gains of $1.8 million and $2.6 million, respectively, for instruments still held at

December 31, 2012. For the three and six months ended December 31, 2011, we recorded immaterial losses for instruments still held at

December 31, 2011. There were no material gains or losses recorded in the condensed consolidated statements of operations for
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available-for-sale securities still held at December 31, 2012 or 2011.
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To determine the fair value of our derivative positions, we use valuations from the counterparty of each hedge. This is a Level 2 valuation based
on observable rates in the market. Counterparties use proprietary models to calculate values and are not actual quotes that could be used to
terminate the contracts, but we believe the valuations are very close to the value of each contract if terminated since we review the valuations
and compare these valuations against our own calculated fair value. We monitor the counterparty default risk both before the hedge is placed and
prospectively throughout the life of the contract and would adjust fair values if asset impairment was deemed significant.

The U.S. Treasury securities, equity securities, exchange traded funds and mutual funds are valued using quoted market prices as of the end of
the trading day. Corporate bonds and certain obligations of government agencies or states, municipalities and political subdivisions are valued
based on yields currently available on comparable securities of issuers with similar credit ratings. We monitor the value of the investments for
other-than-temporary impairment on a quarterly basis.

The availability of observable market data is monitored to assess the appropriate classification of financial instruments within the fair value
hierarchy. Changes in economic conditions or model-based valuation techniques may require the transfer of financial instruments from one fair
value level to another. In such instances, the transfer is reported at the beginning of the reporting period. There were no transfers between Levels
1, 2 or 3 during the three and six months ended December 31, 2012.

Note 6 Derivative Financial Instruments.

We are exposed to market risk from changes in foreign currency exchange rates. Where possible, we identify exposures in our business that can
be offset internally. Where no natural offset is identified, we may choose to enter into various derivative transactions. These instruments have
the effect of reducing our exposure to unfavorable changes in foreign currency rates. We do not enter into derivative transactions for trading
purposes.

A number of our foreign subsidiaries receive revenues (through either internal or external billing) in currencies other than their functional
currency. As a result, the foreign subsidiary s functional currency revenue will fluctuate as the currency exchange rates change. To reduce this
variability, we use foreign exchange forward contracts to hedge the foreign exchange risk of the forecasted collections. We have designated
these derivatives as cash flow hedges of its forecasted foreign currency denominated collections. We also use derivative financial contracts,
principally foreign exchange forward contracts, to hedge other non-functional currency obligations. These exposures primarily arise from
intercompany lending and other liabilities denominated in foreign currencies. At December 31, 2012, the longest outstanding maturity was 11
months. As of December 31, 2012, a net $0.9 million pretax loss has been deferred in accumulated other comprehensive income and is expected
to be recognized in general and administrative expenses during the next twelve months when the hedged revenue is recognized. During the three
and six months ended December 31, 2012, we recognized no material gains or losses due to hedge ineffectiveness.

As of December 31, 2012 and June 30, 2012, we had cash flow hedges with a notional value of $110.6 million and $66.4 million, respectively,
to hedge internal and external revenue cash flows. We determine the fair value of our foreign currency derivatives based on quoted prices
received from the counterparty for each contract, which we evaluate using pricing models whose inputs are observable. The net fair value of all
derivatives held as of December 31, 2012 and June 30, 2012 was an asset of $1.3 million and $0.4 million, respectively. See Note 5 Fair Value
Measurements, for further information regarding the determination of fair value.

The fair value of our derivative instruments held as of December 31, 2012 and June 30, 2012 and their location in the condensed consolidated
balance sheet are as follows:

Derivatives designated as hedging instruments:

Foreign exchange forwards

Derivatives not designated as hedging instruments:

Foreign exchange forwards

Total derivative assets (liabilities)
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Derivative assets

Balance sheet
location Fair value
December 31June 30,
2012 2012

Other current assets  $ 9 $ 408

Other current assets 2,315 305

$2324 $ 713

Derivative liabilities

Balance sheet
location Fair value
December 31,June 30,
2012 2012

Other current liabilities  $(717) $

Other current liabilities (273) (329)

$(990) $ (329)
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The effects of derivative instruments that are designated as hedging instruments on the condensed consolidated statement of operations and the
condensed consolidated statement of changes in stockholders equity for the three months ended December 31, 2012 and 2011 and for the six
months ended December 31, 2012 and 2011 are as follows:

Derivatives designated as
hedging instruments for the
three months ended
December 31, 2012 and 2011:

Loss
recognized in OCI
(effective portion)

2012 2011
Foreign exchange forwards
$ @374 $ (194)
Total $ (374) $ (194
Derivatives designated as Loss

hedging instruments for the
six months ended
December 31, 2012 and 2011:

recognized in OCI
(effective portion)
2012 2011
Foreign exchange forwards

$(1,058) $(1,086)

Total $(1,058) $(1,086)

Gain (loss) recognized

in income
. . (ineffective
Location of gain (loss)
. . L. portion and
Location Gain (loss) reclassified recognized in income amount
of gain (loss) reclassified from (ineffective portion and excluded from
from OCI into income OCI into income amount excluded from effectiveness
(effective portion) (effective portion) effectiveness testing) testing)
2012 2011 2012 2011
General and
General and
administrative expenses $ 35 $ (280) administrative expenses $ 1 $ (8)
$ 35 $ (280) $ 1 $ ®

Gain recognized in

Location of gain income

Location recognized in income (ineffective

of gain (loss) reclassified Gain (loss) reclassified  (ineffective portion and portion and amount

excluded from
effectiveness testing)

amount excluded from
effectiveness testing)

from OCI into income
(effective portion)

from OCI into income
(effective portion)

2012 2011 2012 2011

General and General and
administrative expenses $ 266 $ (306) administrative expenses $ $ 1
$ 266 $ (306) $ $ 1

As of December 31, 2012 and June 30, 2012, we had $71.3 million and $59.1 million, respectively, of notional value of derivatives held as
economic hedges primarily to hedge intercompany loans denominated in currencies other than the functional currency. The effects of derivatives
that have not been designated as hedging instruments on the condensed consolidated statement of operations for the three and six months ended

December 31, 2012 and 2011 are as follows:

Derivatives not designated as hedging instruments:
Foreign exchange forwards

Total
Note 7 Retirement Benefits.

Defined Benefit Plans
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Gain recognized in income

Three Months
Ended Six Months Ended
Location of gain December 31, December 31,
recognized in income 2012 2011 2012 2011
General and administrative expenses $2,455 $2,158 $2,074 $2,161
$2,455 $2,158 $2,074 $2,161
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Towers Watson sponsors both qualified and non-qualified defined benefit pension plans and other post-retirement benefit plans in North
America and Europe. As of June 30, 2012, these funded and unfunded plans represented 98 percent of Towers Watson s pension and other
post-retirement benefit obligations and are disclosed herein. Towers Watson also sponsors funded and unfunded defined benefit pension plans in
certain other countries as well, representing the remaining two percent of the liability.

11
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Components of Net Periodic Benefit Cost for Defined Benefit Pension Plans

The following tables set forth the components of net periodic benefit cost for the Company s defined benefit pension plan for North America and
Europe for the three and six months ended December 31, 2012 and 2011:

Three Months Ended December 31,

2012 2011
North North
America Europe America Europe
Service cost $ 17,802 $ 3,231 $ 15,617 $ 2,078
Interest cost 34,036 9,734 35,339 9,595
Expected return on plan assets (47,000) (10,859) (42,181) (11,161)
Settlement 4,381
Amortization of net loss/(gain) 11,593 1,510 5,477 607)
Amortization of prior service (credit)/cost (2,094) 10 (2,084) 10
Net periodic benefit cost/(credit) $ 14,337 $ 3,626 $ 12,168 $ 4296
Six Months Ended December 31,
2012 2011
North North
America Europe America Europe
Service cost $ 35,696 $ 6,463 $ 32,450 $ 4,156
Interest cost 67,983 19,467 70,815 19,191
Expected return on plan assets (93,234) (21,719) (84,315) (22,323)
Settlement 4,381
Amortization of net loss/(gain) 23,068 3,021 10,450 (1,214)
Amortization of prior service (credit)/cost (4,188) 21 (4,169) 21
Net periodic benefit cost $ 29,325 $ 7,253 $ 25,231 $ 4212

Components of Net Periodic Benefit Cost for Other Postretirement Plans

The following table sets forth the components of net periodic benefit cost for the Company s healthcare and post-retirement plans for the three

and six months ended December 31, 2012 and 2011:

Three Months Ended Six Months Ended
December 31, December 31,

2012 2011 2012 2011
Service cost $ 444 $ 751 $ 887 $ 1,495
Interest cost 2,206 2,731 4,412 5,485
Expected return on plan assets (33) (33) (65) (66)
Amortization of net loss 99 533 198 1,106
Amortization of prior service credit (2,062) (2,178) (4,123) (4,356)
Net periodic benefit cost $ 654 $ 1,804 $ 1,309 $ 3,664

Employer Contributions to Defined Benefit Pension Plans
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The Company made $59.0 million in contributions to the North American plans during the first six months of fiscal year 2013 and anticipates
making $19.4 million in contributions over the remainder of the fiscal year. The Company made $22.6 million in contributions to European
plans during the first six months of fiscal year 2013 and anticipates making $17.3 million in contributions over the remainder of the fiscal year.

Defined Contribution Plans

The cost of the Company s contributions to the various U.S. defined contribution plans for the three months ended December 31, 2012 and 2011
amounted to $7.4 million and $7.0 million, respectively. The cost of the Company s contributions to the plans for the six months ended
December 31, 2012 and 2011 amounted to $13.0 million and $12.9 million, respectively.

12
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The cost of the Company s contributions to the various U.K. defined contribution plans for the three months ended December 31, 2012 and 2011
amounted to $5.7 million and $5.4 million, respectively. The cost of the Company s contributions to the plans for the six months ended
December 31, 2012 and 2011 amounted to $11.2 million and $10.6 million, respectively.

Note 8 Debt, Commitments and Contingent Liabilities

The debt, commitments and contingencies described below are currently in effect and would require Towers Watson, or domestic subsidiaries, to
make payments to third parties under certain circumstances. In addition to commitments and contingencies specifically described below, Towers
Watson and its historical predecessor companies, Watson Wyatt and Towers Perrin, have historically provided guarantees on an infrequent basis
to third parties in the ordinary course of business.

Towers Watson Senior Credit Facility

On November 7, 2011, Towers Watson and certain subsidiaries entered into a five-year, $500 million revolving credit facility, which amount
may be increased by an aggregate amount of $250 million, subject to the satisfaction of customary terms and conditions, with a syndicate of
banks (the Senior Credit Facility ), replacing a previous facility due to expire in December 2012. Borrowings under the Senior Credit Facility
bear interest at a spread to either LIBOR or the Prime Rate. During the six months ended December 31, 2012, the weighted-average interest rate
on the Senior Credit Facility was 1.51%. We are charged a quarterly commitment fee, currently 0.175% of the Senior Credit Facility, which
varies with our financial leverage and is paid on the unused portion of the Senior Credit Facility. Obligations under the Senior Credit Facility are
guaranteed by Towers Watson and all of its domestic subsidiaries (other than our captive insurance companies).

The Senior Credit Facility contains customary representations and warranties and affirmative and negative covenants. The Senior Credit Facility
requires Towers Watson to maintain certain financial covenants that include a minimum Consolidated Interest Coverage Ratio and a maximum
Consolidated Leverage Ratio (which terms in each case are defined in the Senior Credit Facility). In addition, the Senior Credit Facility contains
restrictions on the ability of Towers Watson to, among other things, incur additional indebtedness; pay dividends; make distributions; create
liens on assets; make acquisitions; dispose of property; engage in sale-leaseback transactions; engage in mergers or consolidations, liquidations
and dissolutions; engage in certain transactions with affiliates; and make changes in lines of businesses. As of December 31, 2012, we were in
compliance with our covenants.

As of December 31, 2012, Towers Watson had borrowings of $275.0 million outstanding under the Senior Credit Facility.
Letters of Credit under the Senior Credit Facility

As of December 31, 2012, Towers Watson had standby letters of credit totaling $25.2 million associated with our captive insurance companies
in the event that we fail to meet our financial obligations. Additionally, Towers W