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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 September 30, 2012

OR

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

Commission File No. 1-12173

Navigant Consulting, Inc.
(Exact name of Registrant as specified in its charter)
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Delaware 36-4094854
(State or other jurisdiction of

incorporation or organization)

(I.R.S. Employer

Identification No.)
30 South Wacker Drive, Suite 3550, Chicago, Illinois 60606

(Address of principal executive offices, including zip code)

(312) 573-5600

(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 (§232.405 of this chapter) 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 the definitions of �large accelerated filer,� �accelerated filer� and �smaller reporting company� in Rule 12b-2 of the Exchange Act.
(Check one):

Large accelerated filer x Accelerated filer ¨

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

As of October 29, 2012, 51,155,282 shares of the registrant�s common stock, par value $.001 per share, were outstanding.
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Forward-Looking Statements

Statements included in this report which are not historical in nature are �forward-looking statements� as defined in the Private Securities Litigation
Reform Act of 1995. Forward-looking statements may generally be identified by words such as �anticipate,� �believe,� �intend,� �estimate,� �expect,� �plan,�
�outlook� and similar expressions. We caution readers that there may be events in the future that we are not able to accurately predict or control
and the information contained in the forward-looking statements is inherently uncertain and subject to a number of risks that could cause actual
results to differ materially from those contained in or implied by the forward-looking statements, including the factors described in the section
entitled �Risk Factors� in our Annual Report on Form 10-K for the year ended December 31, 2011 and Item 2 � Management�s Discussion and
Analysis of Financial Condition and Results of Operations in this report. We cannot guarantee any future results, levels of activity, performance
or achievement, and we undertake no obligation to update any of the forward-looking statements contained in this report.
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PART I � FINANCIAL INFORMATION

Item 1. Financial Statements.

NAVIGANT CONSULTING, INC. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS

(in thousands)

September 30,
2012

December 31,
2011

(unaudited)
ASSETS

Current assets:
Cash and cash equivalents $ 1,239 $ 2,969
Accounts receivable, net 209,594 179,041
Prepaid expenses and other current assets 27,066 22,766
Deferred income tax assets 13,757 16,229

Total current assets 251,656 221,005
Non-current assets:
Property and equipment, net 45,542 41,138
Intangible assets, net 12,430 16,825
Goodwill 583,459 570,280
Other assets 32,226 25,953

Total assets $ 925,313 $ 875,201

LIABILITIES AND STOCKHOLDERS� EQUITY

Current liabilities:
Accounts payable $ 18,867 $ 16,261
Accrued liabilities 11,561 8,432
Accrued compensation-related costs 65,096 95,451
Income tax payable 897 3,558
Other current liabilities 37,578 32,622

Total current liabilities 133,999 156,324
Non-current liabilities:
Deferred income tax liabilities 64,945 52,964
Other non-current liabilities 23,272 20,445
Bank debt non-current 155,538 131,790

Total non-current liabilities 243,755 205,199

Total liabilities 377,754 361,523

Stockholders� equity:
Common stock 62 61
Additional paid-in capital 579,366 567,627
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Treasury stock (212,585) (197,602) 
Retained earnings 189,015 156,373
Accumulated other comprehensive loss (8,299) (12,781) 

Total stockholders� equity 547,559 513,678

Total liabilities and stockholders� equity $ 925,313 $ 875,201

See accompanying notes to the unaudited consolidated financial statements.
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NAVIGANT CONSULTING, INC. AND SUBSIDIARIES

UNAUDITED CONSOLIDATED STATEMENTS OF INCOME

(In thousands, except per share data)

For the three months ended
September 30,

For the nine months ended
September 30,

2012 2011 2012 2011

Revenues before reimbursements $ 181,128 $ 181,821 $ 549,037 $ 524,718
Reimbursements 26,935 22,651 70,247 62,961

Total revenues 208,063 204,472 619,284 587,679
Cost of services before reimbursable expenses 122,392 123,209 368,595 354,846
Reimbursable expenses 26,935 22,651 70,247 62,961

Total costs of services 149,327 145,860 438,842 417,807
General and administrative expenses 33,086 32,863 104,491 96,415
Depreciation expense 3,618 3,481 10,874 10,064
Amortization expense 1,504 2,234 4,879 6,698
Other operating costs:
Contingent acquisition liability adjustment �  �  620 �  

Operating income 20,528 20,034 59,578 56,695
Interest expense 1,297 1,907 4,186 5,658
Interest income (167) (396) (586) (1,192) 
Other expense (income), net 95 (206) 56 (170) 

Income before income tax expense 19,303 18,729 55,922 52,399
Income tax expense 7,859 8,193 23,280 22,325

Net income $ 11,444 $ 10,536 $ 32,642 $ 30,074

Basic net income per share $ 0.22 $ 0.21 $ 0.64 $ 0.59
Shares used in computing net income per basic share 50,863 51,109 51,002 50,702

Diluted net income per share $ 0.22 $ 0.20 $ 0.63 $ 0.59
Shares used in computing net income per diluted share 51,460 51,487 51,647 51,263

Other comprehensive income, net of tax
Net income $ 11,444 $ 10,536 $ 32,642 $ 30,074
Unrealized net gain (loss), foreign currency translation 3,820 (3,758) 4,532 (167) 
Unrealized net gain (loss) on interest rate derivatives, net of income
taxes (111) 226 (50) 438

Comprehensive income $ 15,153 $ 7,004 $ 37,124 $ 30,345

See accompanying notes to the unaudited consolidated financial statements.
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NAVIGANT CONSULTING, INC. AND SUBSIDIARIES

UNAUDITED CONSOLIDATED STATEMENTS OF CASH FLOWS

(In thousands)

For the nine months ended
September 30,

2012 2011

Cash flows from operating activities:
Net income $ 32,642 $ 30,074
Adjustments to reconcile net income to net cash (used in) provided by
operating activities:
Depreciation expense 10,874 10,064
Amortization expense 4,879 6,698
Share-based compensation expense 7,677 6,516
Accretion of interest expense 439 695
Deferred income taxes 13,055 10,609
Allowance for doubtful accounts receivable 4,110 5,276
Contingent acquisition liability adjustment 620 �  
Changes in assets and liabilities (net of acquisitions):
Accounts receivable (33,742) (23,801) 
Prepaid expenses and other assets (6,794) (47) 
Accounts payable 2,570 3,719
Accrued liabilities 3,032 632
Accrued compensation-related costs (30,517) 3,961
Income taxes payable (1,809) 2,784
Other liabilities 1,405 (2,903) 

Net cash provided by operating activities 8,441 54,277
Cash flows from investing activities:
Purchases of property and equipment (14,511) (5,472) 
Acquisitions of businesses, net of cash acquired (2,588) (7,346) 
Payments of acquisition liabilities (1,106) (10,217) 
Other, net (1,601) (225) 

Net cash used in investing activities (19,806) (23,260) 
Cash flows from financing activities:
Issuances of common stock 2,733 1,383
Repurchases of common stock (12,667) �  
Payments of contingent acquisition liabilities (2,801) �  
Payment upon termination of credit agreement �  (250,613) 
Proceeds from credit agreement �  250,613
Net borrowings (repayments) from banks 23,222 (24,715) 
Payments of term loan �  (4,599) 
Payments of debt issuance costs �  (2,814) 
Other, net (970) (706) 

Net cash provided by (used in) financing activities 9,517 (31,451) 

Effect of exchange rate changes on cash and cash equivalents 118 (123) 

Net decrease in cash and cash equivalents (1,730) (557) 
Cash and cash equivalents at beginning of the period 2,969 1,981
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Cash and cash equivalents at end of the period $ 1,239 $ 1,424

See accompanying notes to the unaudited consolidated financial statements.
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NAVIGANT CONSULTING, INC. AND SUBSIDIARIES

NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS

1. DESCRIPTION OF BUSINESS AND BASIS OF PRESENTATION

Navigant Consulting, Inc. (�we�, �us�, or �our�) is an independent specialty consulting firm that combines deep industry knowledge with technical
expertise to enable companies to create and protect value in the face of complex and critical business risks and opportunities. Our professional
service offerings include dispute, investigative, economic, operational, risk management and financial and regulatory advisory solutions. We
provide our services to companies, legal counsel and governmental agencies facing the challenges of uncertainty, risk, distress and significant
change. We provide services to and focus on industries undergoing substantial regulatory or structural change and on the issues driving these
transformations. Our business is organized in four reporting segments � Disputes, Investigations & Economics; Financial, Risk & Compliance
Advisory; Healthcare; and Energy, which were realigned during the second quarter of 2012.

The accompanying unaudited interim consolidated financial statements have been prepared pursuant to the rules and regulations of the Securities
and Exchange Commission (�SEC�) for interim reporting and do not include all of the information and footnote disclosures required by accounting
principles generally accepted in the United States of America (�GAAP�). The information furnished herein includes all adjustments, consisting of
normal and recurring adjustments except where indicated, which are, in the opinion of management, necessary for a fair presentation of the
results of operations for the interim periods presented.

The results of operations for the nine months ended September 30, 2012 are not necessarily indicative of the results to be expected for the entire
year ending December 31, 2012.

These financial statements should be read in conjunction with the audited consolidated financial statements and related notes as of and for the
year ended December 31, 2011 included in our Annual Report on Form 10-K filed with the SEC on February 17, 2012.

The preparation of financial statements in conformity with GAAP requires management to make estimates and assumptions that affect the
amounts reported in the unaudited consolidated financial statements and the related notes. Actual results could differ from those estimates and
may affect future results of operations and cash flows. We have evaluated events and transactions occurring after the balance sheet date and
prior to the date of this filing. We believe there are no such events or transactions that require disclosure for this filing.

In June 2011, the Financial Accounting Standards Board (�FASB�) issued guidance which requires public entities to increase the prominence of
other comprehensive income in financial statements. Under FASB Topic 220 � Presentation of Comprehensive Income, an entity has the option to
present the components of net income and comprehensive income in either one continuous or two separate financial statements. This update
eliminates the option to present other comprehensive income in the statement of changes in equity. This update is effective for fiscal years and
interim periods beginning after December 15, 2011. We adopted this guidance effective January 1, 2012 and elected to present the components
of net income and comprehensive income in one continuous financial statement.
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2. ACQUISITIONS

2012 Acquisitions

On October 2, 2012, we acquired the assets of Easton Associates, LLC to expand our life sciences services in our healthcare advisory business.
Easton provides product and business strategy advisory services to companies in the life sciences and pharmaceutical industries. This acquisition
included 47 professionals and has been integrated into our Healthcare segment. We paid $8.0 million in cash at closing and have a $4.1 million
deferred cash payment payable in three equal installments on the first, second and third anniversary of closing. The purchase price paid in cash
at closing was funded with borrowings under our credit facility. During the fourth quarter 2012, as part of the purchase price allocation, we will
record assets acquired, including goodwill and identifiable intangible assets, and liabilities assumed.

On August 24, 2012, we acquired the assets of Empath Consulting, Inc. to expand our healthcare advisory services. Empath provides hospital
work flow management and process control systems. This acquisition included eight professionals and has been integrated into our Healthcare
segment. We paid $0.7 million in cash at closing and have an $0.8 million deferred cash payment payable on the first anniversary of closing.
Empath can earn up to $4.5 million of additional payments based on the business achieving certain performance targets over the 46 month
period after closing. We estimated the fair value of the contingent consideration on the date of purchase to be $3.2 million. The liability was
recorded as other current and non-current liabilities. As part of the purchase price allocation, we recorded $0.8 million in property and
equipment, $0.1 million in identifiable intangible assets and $3.7 million in goodwill. The purchase price paid in cash at closing was funded with
borrowings under our credit facility.

On July 2, 2012, we acquired the assets of Pike Research, LLC to expand our energy advisory services. Pike Research is a market intelligence
firm that provides in-depth analysis of global clean energy and smart technology markets. This acquisition included 33 professionals and has
been integrated into our Energy segment. We paid $1.9 million in cash at closing and have a $0.7 million deferred cash payment payable on the
first anniversary of closing. Pike Research can earn up to $4.0 million of additional payments based on the business achieving certain
performance targets over the three year period after closing. We estimated the fair value of the contingent consideration on the date of purchase
to be $2.5 million. The liability was recorded as other current and non-current liabilities. As part of the purchase price allocation, we recorded
$0.4 million in current assets, $0.7 million in liabilities, $0.1 million in identifiable intangible assets and $5.3 million in goodwill. The purchase
price paid in cash at closing was funded with borrowings under our credit facility.

2011 Acquisitions

On July 15, 2011, we acquired the assets of Ignited Solutions, LLC to expand our technology advisory solutions services. Ignited was a
discovery services consulting group specializing in electronic discovery data collection, data processing and data hosting. This acquisition
included 27 professionals and has been integrated into our Disputes, Investigations & Economics segment. We paid $6.3 million in cash at
closing, and Ignited can earn up to $3.0 million of additional payments based on the business achieving certain performance targets over the 30
months after closing. We estimated the fair value of the contingent consideration on the date of purchase to be $2.6 million. The liability was
recorded as other current and non-current liabilities. During the nine months ended September 30, 2012, we settled $1.0 million of the
contingent consideration and recorded $0.4 million of other operating costs reflecting a fair value adjustment of the contingent consideration. At
September 30, 2012, the deferred contingent acquisition liability balance was $2.0 million (see Note 8 � Supplemental Consolidated Balance
Sheet Information). As part of the purchase price allocation, we recorded $1.2 million in accounts receivable, $0.5 million in property and
equipment, $1.5 million in identifiable intangible assets and $5.8 million in goodwill. The purchase price paid in cash at closing was funded with
borrowings under our credit facility.

Also, during 2011, we acquired two small businesses, one in May 2011 and one in October 2011, for an aggregate purchase price of $4.6
million, of which $2.9 million was paid in cash at closing. One of the acquired businesses was integrated into our Disputes, Investigations &
Economics segment and the other was integrated into our Healthcare segment.
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Pro Forma Information

The following supplemental unaudited pro forma financial information was prepared as if the 2011 and 2012 acquisitions noted above
(excluding Easton) had occurred as of the beginning of the periods presented. The following table was prepared for comparative purposes only
and does not purport to be indicative of what would have occurred had the acquisitions been made at that time or of results which may occur in
the future (amounts shown in thousands, except per share data).

For the three months ended
September 30,

For the nine months ended
September 30,

2012 2011 2012 2011

Total revenues $ 208,547 $ 207,244 $ 623,314 $ 600,563
Net income $ 11,326 $ 10,350 $ 32,047 $ 30,151
Basic net income per share $ 0.22 $ 0.20 $ 0.63 $ 0.59
Diluted net income per share $ 0.22 $ 0.20 $ 0.62 $ 0.59

3. SEGMENT INFORMATION

Our business is assessed and resources are allocated based on the following four reportable segments:

� The Disputes, Investigations & Economics segment provides accounting, financial and economic analysis, as well as discovery
support, data management and analytics, on a wide range of legal and business issues including disputes, investigations and
regulatory matters. The clients of this segment are principally companies, along with their in-house counsel and law firms, as well as
accounting firms, corporate boards and government agencies.

� The Financial, Risk & Compliance Advisory segment provides strategic, operational, valuation, risk management, investigative
and compliance consulting to clients in the highly regulated financial services industry, including major financial and insurance
institutions. This segment also provides anti-corruption and restructuring consulting to clients in a broad variety of industries.

� The Healthcare segment provides strategic, operational, management and financial advisory services to health systems, physician
practice groups, health insurance providers, government agencies and life sciences companies.

� The Energy segment provides existing and prospective owners of energy supply and delivery assets with the ability to evaluate,
plan, develop, and enhance their entities in concert with evolving market and regulatory structures. Clients include utilities,
independent power producers, financial entities, law firms, regulators, government agencies and energy equipment providers.

The following information includes segment revenues before reimbursements, segment total revenues and segment operating profit. Certain
unallocated expense amounts related to specific reporting segments have been excluded from segment operating profit to be consistent with the
information used by management to evaluate segment performance. Segment operating profit represents total revenues less costs of services
excluding long-term compensation expense attributable to consultants. Long-term compensation expense attributable to consultants includes
share-based compensation expense and compensation expense attributed to certain retention incentives (see Note 7 � Share-based Compensation
Expense and Note 8 � Supplemental Consolidated Balance Sheet Information).

The information presented does not necessarily reflect the results of segment operations that would have occurred had the segments been
stand-alone businesses. Prior period segment data has been recast to be consistent with the current presentation.
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Information on the segment operations has been summarized as follows (shown in thousands):

For the three months ended
September 30,

For the nine months ended
September 30,

2012 2011 2012 2011

Revenues before reimbursements:
Disputes, Investigations & Economics $ 82,325 $ 85,723 $ 254,894 $ 256,660
Financial, Risk & Compliance Advisory 39,194 39,850 119,224 103,819
Healthcare 36,701 34,023 109,265 99,620
Energy 22,908 22,225 65,654 64,619

Total revenues before reimbursements $ 181,128 $ 181,821 $ 549,037 $ 524,718

Total revenues:
Disputes, Investigations & Economics $ 88,984 $ 93,559 $ 272,967 $ 280,504
Financial, Risk & Compliance Advisory 50,295 45,447 146,970 119,012
Healthcare 40,957 38,656 122,722 111,926
Energy 27,827 26,810 76,625 76,237

Total revenues $ 208,063 $ 204,472 $ 619,284 $ 587,679

Segment operating profit:
Disputes, Investigations & Economics $ 29,000 $ 31,669 $ 91,163 $ 92,168
Financial, Risk & Compliance Advisory 12,830 11,531 41,987 32,909
Healthcare 12,315 10,610 35,248 30,983
Energy 7,837 8,644 22,566 24,702

Total segment operating profit 61,982 62,454 190,964 180,762

Segment reconciliation to income before income tax expense:
Unallocated:
General and administrative expenses 33,086 32,863 104,491 96,415
Depreciation expense 3,618 3,481 10,874 10,064
Amortization expense 1,504 2,234 4,879 6,698
Other operating costs:
Contingent acquisition liability adjustment �  �  620 �  

Long-term compensation expense related to consultants (including
share-based compensation) 3,246 3,842 10,522 10,890

Operating income 20,528 20,034 59,578 56,695
Interest and other expense, net 1,225 1,305 3,656 4,296

Income before income tax expense $ 19,303 $ 18,729 $ 55,922 $ 52,399

Total assets allocated by segment include accounts receivable (net), certain retention related prepaid assets, intangible assets and goodwill. The
remaining assets are unallocated. Allocated assets by segment were as follows (shown in thousands):
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September 30,
2012

December 31,
2011

Disputes, Investigations & Economics $ 453,397 $ 437,431
Financial, Risk & Compliance Advisory 112,082 92,337
Healthcare 158,030 159,450
Energy 103,661 96,639
Unallocated assets 98,143 89,344

Total assets $ 925,313 $ 875,201

9
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4. GOODWILL AND INTANGIBLE ASSETS, NET

Goodwill and other intangible assets consisted of (shown in thousands):

September 30,
2012

December 31,
2011

Goodwill $ 588,884 $ 575,705
Less - accumulated amortization (5,425) (5,425) 

Goodwill, net 583,459 570,280

Intangible assets:
Customer lists and relationships 74,112 72,679
Non-compete agreements 21,417 21,002
Other 24,401 23,901

Intangible assets, at cost 119,930 117,582
Less - accumulated amortization (107,500) (100,757) 

Intangible assets, net 12,430 16,825

Goodwill and intangible assets, net $ 595,889 $ 587,105

On January 1, 2012, we adopted the principles prescribed in Financial Accounting Standards Board Accounting Standards Update No. 2011-08,
�Intangibles � Goodwill and Other (Topic 350): Testing Goodwill for Impairment� (�ASU Topic 350�) which provides an entity the option to first
assess qualitative factors to determine whether it is necessary to perform the two-step test for goodwill impairment, including an annual goodwill
impairment test.

In June 2012, we realigned our segments. As a result of the realignment, the composition of our reporting units changed. We now have four
reporting units as defined by ASU Topic 350 which are the same as our operating segments. In connection with the segment realignment, we
re-assigned our goodwill balances using the relative fair value approach based on an evaluation of expected future discounted cash flows. The
changes made to the goodwill balances of our reporting units, including the realignment, during the nine months ended September 30, 2012 and
2011 were as follows (shown in thousands).

10
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CURRENT SEGMENTS

FORMER SEGMENTS

Disputes,
Investigations

&
Economics

Financial, Risk &
Compliance

Advisory Healthcare Energy Total

Dispute and Investigative Services $ 226,934 $ 36,266 $ �  $ �  $ 263,200
Business Consulting Services 2,584 10,355 115,527 66,837 195,303
Economic Consulting 61,759 �  �  �  61,759
International Consulting 35,181 10,341 �  4,496 50,018

Total new alignment as of December 31, 2011 326,458 56,962 115,527 71,333 570,280
Goodwill acquired �  �  3,729 5,266 8,995
Adjustments (106) (35) �  �  (141) 
Foreign currency 4,325 �  �  �  4,325

Goodwill, net at September 30, 2012 $ 330,677 $ 56,927 $ 119,256 $ 76,599 $ 583,459

CURRENT SEGMENTS

FORMER SEGMENTS

Disputes,
Investigations &

Economics

Financial, Risk
&

Compliance
Advisory Healthcare Energy Total

Dispute and Investigative Services $ 224,291 $ 33,682 $ �  $ �  $ 257,973
Business Consulting Services �  12,986 113,193 66,837 193,016
Economic Consulting 61,759 �  �  �  61,759
International Consulting 33,428 10,341 �  4,485 48,254

Total new alignment as of December 31, 2010 319,478 57,009 113,193 71,322 561,002
Goodwill acquired 7,757 �  264 11 8,032
Adjustments (107) (35) �  �  (142) 
Foreign currency (63) �  �  �  (63) 

Goodwill, net at September 30, 2011 $ 327,065 $ 56,974 $ 113,457 $ 71,333 $ 568,829

At September 30, 2012, there was no indication of impairment related to our goodwill or intangible assets, and therefore, we did not perform the
first step of the goodwill impairment test. There can be no assurance that goodwill or intangible assets will not be impaired in the future. We will
continue to monitor the factors and key assumptions used in determining the fair value of each of our reporting units, as further discussed below.

During the three months ended June 30, 2012, in conjunction with the realignment and our annual goodwill impairment test, we completed the
first step of our annual goodwill impairment test for our goodwill balance as of May 31, 2012 and determined that the estimated fair value of
each reporting unit before and after the realignment exceeded its net asset carrying value. Accordingly, there was no indication of impairment of
our goodwill and therefore the second step was not performed.

Based on the current reporting units and our fair value assumptions, the excess of estimated fair value over net asset carrying value of each of
our reporting units, as of the date of our annual goodwill impairment test, approximated 18% for Disputes, Investigations & Economics, 37% for
Financial, Risk & Compliance Advisory, 17% for Healthcare and 32% for Energy. We estimated the fair value of our reporting units based on
internal projections completed during our quarterly forecasting process. The key assumptions included: profit margin improvement generally
consistent with our longer-term historical performance; revenue growth rates consistent with our longer-term historical performance also
considering our near term investment plans and growth objectives; discount rates that were determined based on comparables for our peer group;
and cost of capital based on our historical experience. Each reporting unit�s estimated fair value depends on various factors including its expected
ability to achieve profitable growth.

When determining fair value we use various methods, including market, income and cost approaches. With these approaches, we adopt certain
assumptions that market participants would use in pricing the asset or liability, including assumptions about risk or the risks inherent in the
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inputs to the valuation. Inputs to the valuation can be readily observable, market-corroborated or unobservable. Wherever possible, we use
valuation techniques that maximize the use of observable inputs and minimize the use of unobservable inputs; however, due to the use of our
own assumptions about the inputs in measuring fair value, our goodwill impairment testing also makes use of significant unobservable inputs.

11

Edgar Filing: NAVIGANT CONSULTING INC - Form 10-Q

Table of Contents 16



Table of Contents

For the businesses acquired (excluding Easton) (see Note 2 � Acquisitions), we have allocated the purchase prices, including amounts assigned to
goodwill and intangible assets, and made estimates of their related useful lives. The amounts assigned to intangible assets for the businesses
acquired include non-compete agreements, customer lists and relationships, backlog revenue and trade names.

Our intangible assets have estimated useful lives ranging up to nine years which approximate the estimated periods of consumption. We will
amortize the remaining net book values of intangible assets over their remaining useful lives. At September 30, 2012, our intangible assets
consisted of the following (amounts shown in thousands, except year data):

Category

Weighted Average
Remaining

Years Amount
Customer lists and relationships, net 3.2 $ 9,216
Non-compete agreements, net 2.8 844
Other intangible assets, net 2.8 2,370

Total intangible assets, net 3.1 $ 12,430

Total amortization expense for the nine months ended September 30, 2012 and 2011 was $4.9 million and $6.7 million, respectively. Total
amortization expense for the three months ended September 30, 2012 and 2011 was $1.5 million and $2.2 million, respectively. Below is the
estimated annual aggregate amortization expense to be recorded for the remainder of 2012 and in future years related to intangible assets at
September 30, 2012 (shown in thousands):

Year Ending December 31, Amount
2012 (October - December) $ 1,392
2013 4,631
2014 3,474
2015 1,898
2016 756
Thereafter 279

Total $ 12,430

5. NET INCOME PER SHARE (EPS)

Basic net income per share (EPS) is computed by dividing net income by the number of basic shares. Basic shares are the total of shares of
common stock outstanding and the equivalent shares from obligations presumed payable in common stock, both weighted for the average days
outstanding for the period. Basic shares exclude the dilutive effect of common stock that could potentially be issued due to the exercise of stock
options, vesting of restricted stock and restricted stock units, or satisfaction of necessary conditions for contingently issuable shares. Diluted EPS
is computed by dividing net income by the number of diluted shares, which are the total of the basic shares outstanding and all potentially
issuable shares, based on the weighted average days outstanding for the period.

The components of basic and diluted shares (shown in thousands and based on the weighted average days outstanding for the periods) are as
follows:

For the three
months ended
September 30,

For the nine
months ended
September 30,

2012 2011 2012 2011
Basic shares 50,863 51,109 51,002 50,702
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Employee stock options 42 89 119 94
Restricted stock and restricted stock units 555 289 526 201
Business combination obligations payable in fixed dollar amount of shares �  �  �  266

Diluted shares 51,460 51,487 51,647 51,263

Antidilutive shares1 768 773 492 870

1 Stock options with exercise prices greater than the average market price of our common stock during the respective time period were
excluded from the computation of diluted shares because the impact of including the shares subject to these stock options in the diluted
share calculation would have been antidilutive.
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Obligations to issue a fixed dollar amount of shares where the number of shares is based on the trading price of our shares at the time of issuance
were included in the prior year diluted EPS calculation. All of these shares were issued as of December 31, 2011.

We use the treasury stock method to calculate the dilutive effect of our common stock equivalents should they vest. The exercise of stock
options or vesting of restricted stock and restricted stock units triggers excess tax benefits or tax deficiencies that reduce or increase the dilutive
effect of such common stock being issued. The excess tax benefits or deficiencies are based on the difference between the market price of our
common stock on the date the equity award is exercised or vested and the cumulative compensation cost of the stock options, restricted shares
and restricted stock units. These excess tax benefits are recorded as a component of additional paid-in capital in the accompanying consolidated
balance sheets and as a component of financing cash flows in the accompanying consolidated statements of cash flows. The excess tax
deficiencies are recorded as a component of additional paid-in capital in the accompanying consolidated balance sheets and as a component of
operating cash flows in the accompanying consolidated statements of cash flows.

6. STOCKHOLDERS� EQUITY

The following summarizes the activity of stockholders� equity during the nine months ended September 30, 2012 (shown in thousands):

Dollars Shares

Stockholders� equity at January 1, 2012 $ 513,678 51,094
Comprehensive income 37,124 �  
Issuances of common stock 2,733 331
Issuances of restricted stock, net of forfeitures �  427
Shares withheld to satisfy individual tax withholding obligations in connection
with the vesting of restricted stock (1,652) (123) 
Tax deficiencies, net of tax benefits on restricted stock and restricted stock units
vested, and stock options exercised (84) �  
Share-based compensation expense 7,677 �  
Additional paid-in capital recorded through compensation-related costs 750 �  
Common stock repurchased (12,667) (1,020) 

Stockholders� equity at September 30, 2012 $ 547,559 50,709

During the nine months ended September 30, 2012, we repurchased 1,019,906 shares of our common stock at a weighted average price of
$12.42. During the nine months ended September 30, 2012, $0.8 million relating to incentive compensation for the 2011 performance year to be
settled in the form of restricted stock units or cash at the employee�s election was recorded as additional paid-in capital upon their election to
receive restricted stock units. At September 30, 2012, stockholders� equity included an accumulated other comprehensive loss balance of $8.3
million. This balance was comprised of an unrealized net foreign currency translation loss of $8.0 million and an unrealized net loss on interest
rate derivatives of $0.3 million.
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7. SHARE-BASED COMPENSATION EXPENSE

Share-based compensation expense is recorded for restricted stock, restricted stock units, stock options and the discount given on employee
stock purchase plan transactions.

Total share-based compensation expense consisted of the following (shown in thousands):

For the three
months ended
September 30,

For the nine
months ended
September 30,

2012 2011 2012 2011

Amortization of restricted stock and restricted stock unit awards $ 2,358 $ 2,088 $ 6,571 $ 5,578
Amortization of stock option awards 322 253 899 779
Discount given on employee stock purchase transactions through our Employee
Stock Purchase Plan 58 42 207 159

Total share-based compensation expense $ 2,738 $ 2,383 $ 7,677 $ 6,516

Share-based compensation expense attributable to consultants was included in cost of services before reimbursable expenses. Share-based
compensation expense attributable to corporate management and support personnel was included in general and administrative expenses.

The following table shows the amounts attributable to each category (shown in thousands):

For the three
months ended
September 30,

For the nine
months ended
September 30,

2012 2011 2012 2011

Cost of services before reimbursable expenses $ 1,421 $ 1,477 $ 4,280 $ 3,828
General and administrative expenses 1,317 906 3,397 2,688

Total share-based compensation expense $ 2,738 $ 2,383 $ 7,677 $ 6,516

At September 30, 2012, we had $14.4 million of total compensation costs related to unvested stock-based awards that have not been recognized
as share-based compensation expense. The compensation costs will be recognized as an expense over the remaining vesting periods. The
weighted average remaining vesting period is approximately 2 years. During the nine months ended September 30, 2012, we granted an
aggregate of 713,480 share-based awards, consisting of restricted stock units and stock options. These grants include certain awards that vest
based on relative achievement of pre-established performance criteria. At the time of the grant the awards had an aggregate fair value of $8.5
million.

8. SUPPLEMENTAL CONSOLIDATED BALANCE SHEET INFORMATION

Accounts Receivable, net

The components of accounts receivable were as follows (shown in thousands):

September 30,
2012

December 31,
2011
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Billed amounts $ 156,005 $ 138,664
Engagements in process 68,693 55,350
Allowance for doubtful accounts (15,104) (14,973) 

Accounts receivable, net $ 209,594 $ 179,041

Receivables attributable to engagements in process represent balances for services that have been performed and earned but have not been billed
to the client. Services are generally billed on a monthly basis for the prior month�s services. Our allowance for doubtful accounts receivable is
based on historical experience and management judgment and may change based on market conditions or specific client circumstances.
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Prepaid expenses and other current assets

The components of prepaid expenses and other current assets were as follows (shown in thousands):

September 30,
2012

December 31,
2011

Notes receivable - current $ 8,248 $ 7,579
Other prepaid expenses and other current assets 18,818 15,187

Prepaid expenses and other current assets $ 27,066 $ 22,766

Other assets

The components of other assets were as follows (shown in thousands):

September 30,
2012

December 31,
2011

Notes receivable - non-current $ 14,171 $ 10,707
Prepaid expenses and other non-current assets 18,055 15,246

Other assets $ 32,226 $ 25,953

Notes receivable represent unsecured employee loans. These loans were issued to recruit and retain certain senior-level consultants. During the
nine months ended September 30, 2012 and 2011, we issued unsecured employee loans aggregating $10.3 million and $4.0 million, respectively.
The principal amount and accrued interest on these loans is either paid by the consultant or forgiven by us over the term of the loans so long as
the consultant remains continuously employed by us and complies with certain contractual requirements. The expense associated with the
forgiveness of the principal amount of the loans is recorded as compensation expense over the service period, which is consistent with the term
of the loans.

Prepaid expenses and other assets include sign-on and retention bonuses that are generally recoverable from an employee if the employee
terminates employment prior to fulfilling his or her obligations to us. These amounts are amortized as compensation expense over the period in
which they are recoverable from the employee generally in periods up to seven years. During the nine months ended September 30, 2012 and
2011, we granted $10.3 million and $9.5 million, respectively, of sign-on and retention bonuses. At September 30, 2012, we had a balance of
$21.7 million in unamortized sign-on and retention bonuses included in prepaid expenses and other current assets and non-current assets.

Property and Equipment, net

Property and equipment, net consisted of (shown in thousands):

September 30,
2012

December 31,
2011

Furniture, fixtures and equipment $ 66,669 $ 60,935
Software 37,866 35,473
Leasehold improvements 41,030 39,410

Property and equipment, at cost 145,565 135,818
Less: accumulated depreciation and amortization (100,023) (94,680) 
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Property and equipment, net $ 45,542 $ 41,138

During the nine months ended September 30, 2012, we invested in our technology infrastructure and entered into a new lease for office space in
Washington, D.C. Additionally, we disposed of $4.7 million in fully depreciated assets. We also made a cash payment of $1.6 million towards
liabilities relating to additions made in the prior year and we accrued $3.2 million in liabilities relating to additions made this year. We classified
$1.6 million of equipment, at cost, as assets held for sale which had a net book value of $0.5 million and which we subsequently sold at no gain
or loss.

15

Edgar Filing: NAVIGANT CONSULTING INC - Form 10-Q

Table of Contents 23



Table of Contents

Other Current Liabilities

The components of other current liabilities were as follows (shown in thousands):

September 30,
2012

December 31,
2011

Deferred acquisition liabilities $ 14,453 $ 11,732
Deferred revenue 13,895 12,579
Deferred rent 1,789 2,028
Commitments on abandoned real estate 723 1,222
Interest rate swap liability (See Note 10) �  417
Other liabilities 6,718 4,644

Other current liabilities $ 37,578 $ 32,622

The deferred acquisition liabilities at September 30, 2012 consisted of cash obligations related to definitive and contingent purchase price
considerations recorded at net present value and fair value, respectively. During the nine months ended September 30, 2012, we made cash
payments of $2.8 million in connection with deferred contingent acquisition liabilities relating to prior period acquisitions and $1.1 million in
connection with a definitive deferred acquisition liability. During the three months ended September 30, 2012, we recorded $2.2 million in
deferred acquisition liabilities, which included $1.1 million and $1.1 million of definitive and contingent purchase price obligations,
respectively, for the Pike Research and Empath acquisitions. In addition, during the nine months ended September 30, 2012, we made a net
adjustment of $0.6 million relating to changes in the estimated fair value of performance-based contingent acquisition liabilities included in
deferred acquisition liabilities above.

The current portion of deferred rent relates to rent allowances and incentives on lease arrangements for our office facilities that expire at various
dates through 2022.

Deferred revenue represents advance billings to our clients for services that have not yet been performed and earned.

Other Non-Current Liabilities

The components of other non-current liabilities were as follows (shown in thousands):

September 30,
2012

December 31,
2011

Deferred acquisition liabilities $ 5,817 $ 4,326
Deferred rent - long term 10,923 9,429
Commitments on abandoned real estate 113 453
Interest rate swap liability (Note 10) 543 42
Other non-current liabilities 5,876 6,195

Total other non-current liabilities $ 23,272 $ 20,445

The deferred acquisition liabilities at September 30, 2012 consisted of cash obligations related to definitive and contingent purchase price
considerations recorded at net present value and fair value, respectively. During the three months ended September 30, 2012, we recorded $5.0
million in contingent purchase price obligations for the Pike Research and Empath acquisitions.

The long-term portion of deferred rent is primarily rent allowances and incentives related to leasehold improvements on lease arrangements for
our office facilities that expire at various dates through 2022.
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9. SUPPLEMENTAL CONSOLIDATED CASH FLOW INFORMATION

Supplemental information regarding the impact of interest and taxes on cash flows is as follows (shown in thousands):

For the nine months
ended September 30,

2012 2011
Interest paid $ 3,185 $ 4,543
Income taxes paid, net of refunds $ 10,269 $ 8,098

10. DERIVATIVES AND HEDGING ACTIVITY

During the nine months ended September 30, 2012, the following interest rate swaps were outstanding (summarized based on date of execution):

Date executed

Number
of

Contracts Beginning Date Maturity Date Rate
Total Notional Amount

(millions)
December 2009 4 June 30, 2010 May 31, 2012 1.83% $ 60.0
March 2010 2 June 30, 2010 May 31, 2012 1.45% $ 30.0
November 2011 1 May 31, 2012 May 31, 2015 0.98% $ 10.0
December 2011 2 December 31, 2012 December 31, 2015 1.17% $ 10.0
March 2012 1 June 29, 2012 June 30, 2015 1.01% $ 5.0
May 2012 1 June 28, 2013 May 27, 2016 1.15% $ 5.0
We expect the interest rate derivatives to be highly effective against changes in cash flows related to changes in interest rates and have recorded
the derivatives as a hedge. As a result, gains or losses related to fluctuations in fair value of the interest rate derivatives are recorded as a
component of accumulated other comprehensive loss and reclassified into interest expense as the variable interest expense on our indebtedness is
recorded. There was no ineffectiveness related to the interest rate derivatives during the nine months ended September 30, 2012 or 2011. For the
nine months ended September 30, 2012 and 2011, we recorded $0.5 million and $1.0 million, respectively, in interest expense associated with
differentials received or paid under the interest rate derivatives. In May 2012, $90.0 million notional amount interest rate swaps matured.

At September 30, 2012, we had a $0.5 million net liability related to the interest rate derivatives. During the nine months ended September 30,
2012, we recorded $0.1 million of unrealized losses related to our derivatives, net of income taxes, to accumulated other comprehensive income.

11. BANK DEBT

Our credit agreement provides a five-year, $400.0 million revolving credit facility. At our option, subject to the terms and conditions specified in
the credit agreement, we may elect to increase the commitments under the credit facility up to an aggregate amount of $500.0 million. The credit
facility matures on May 27, 2016, at which time borrowings will be payable in full. Borrowings and repayments may be made in multiple
currencies including U.S. Dollars, Canadian Dollars, UK Pound Sterling and Euro.

At September 30, 2012, we had aggregate borrowings of $155.5 million, compared to $131.8 million at December 31, 2011. Based on our
financial covenants at September 30, 2012, a maximum of approximately $185.0 million was available in additional borrowings under the credit
facility.

At our option, borrowings under the credit facility bear interest at a variable rate equal to an applicable base rate or LIBOR, in each case plus an
applicable margin. For LIBOR loans, the applicable margin will vary depending upon our consolidated leverage ratio (the ratio of total funded
debt to adjusted EBITDA, as defined in the credit agreement). At September 30, 2012, the applicable margins on LIBOR and base rate loans
were 1.25% and 0.25%, respectively. Depending upon our performance and financial
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condition, our LIBOR loans will have applicable margins varying between 1.00% and 2.00% and our base rate loans will have applicable
margins varying between zero and 1.00%. Our average borrowing rate (including the impact of our interest rate swap agreements; see Note 10 �
Derivatives and Hedging Activity) was 2.4% and 3.2% for the three months ended September 30, 2012 and 2011, respectively and 2.8% and
2.9% for the nine months ended September 30, 2012 and 2011, respectively.

Our credit agreement contains certain financial covenants, including covenants that require that we maintain a consolidated leverage ratio of not
greater than 3.25:1 (except for the first quarter of each calendar year when the covenant requires us to maintain a consolidated leverage ratio of
not greater than 3.5:1) and a consolidated interest coverage ratio (the ratio of the sum of adjusted EBITDA (as defined in the credit agreement)
and rental expense to the sum of cash interest expense and rental expense) of not less than 2.0:1. At September 30, 2012, under the definitions in
the credit agreement, our consolidated leverage ratio was 1.6 and our consolidated interest coverage ratio was 4.2. In addition, the credit
agreement contains customary affirmative and negative covenants (subject to customary exceptions), including covenants that limit our ability to
incur liens or other encumbrances, make investments, incur indebtedness, enter into mergers, consolidations and asset sales, change the nature of
our business and engage in transactions with affiliates, as well as customary provisions with respect to events of default. We were in compliance
with the terms of our credit agreement at September 30, 2012; however, there can be no assurances that we will remain in compliance in the
future.

12. FAIR VALUE

Fair value is defined as the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction between market
participants at the measurement date (exit price). The inputs used to measure fair value are classified into the following hierarchy:

Level 1: Unadjusted quoted prices in active markets for identical assets or liabilities

Level 2: Unadjusted quoted prices in active markets for similar assets or liabilities, or unadjusted quoted prices for identical or
similar assets or liabilities in markets that are not active, or inputs other than quoted prices that are observable for the asset or
liability

Level 3: Unobservable inputs for the asset or liability
We endeavor to utilize the best available information in measuring fair value. Financial assets and liabilities are classified in their entirety based
on the lowest level of input that is significant to the fair value measurement. Our interest rate derivatives (see Note 10 � Derivatives and Hedging
Activity) are valued using counterparty quotations in over-the-counter markets. In addition, we incorporate credit valuation adjustments to
appropriately reflect both our own nonperformance risk and the respective counterparty�s nonperformance risk. The credit valuation adjustments
associated with our derivatives utilize Level 3 inputs, such as estimates of current credit spreads to evaluate the likelihood of default by
ourselves and our counterparties. However, at September 30, 2012, we have assessed the significance of the impact on the overall valuation and
believe that these adjustments are not significant. As such, our interest rate derivatives are classified within Level 2.

At September 30, 2012, the carrying value of our bank debt approximated fair value. We consider the recorded value of our other financial assets
and liabilities, which consist primarily of cash and cash equivalents, accounts receivable and accounts payable, to approximate the fair value of
the respective assets and liabilities at September 30, 2012 based upon the short-term nature of the assets and liabilities.

The following table summarizes the financial liabilities measured at fair value on a recurring basis at September 30, 2012 and December 31,
2011 (shown in thousands):

Quoted Prices 
in

Active
Markets

for
Identical

Assets

Significant Other
Observable

Inputs
(Level 2)

Significant
Unobservable

Inputs
(Level 3)

Total
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At September 30, 2012
Interest rate swaps, net (recorded in other non-current
liabilities) �  $ 543 �  $ 543
At December 31, 2011
Interest rate swaps, net (recorded in other
current/non-current liabilities) �  $ 459 �  $ 459
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Item 2. Management�s Discussion and Analysis of Financial Condition and Results of Operations.

This Management�s Discussion and Analysis of Financial Condition and Results of Operations relates to, and should be read in conjunction with,
our consolidated financial statements included elsewhere in this report.

Overview

We are an independent specialty consulting firm that combines deep industry knowledge with broad technical expertise. We focus on industries
that typically undergo substantial regulatory or structural change and provide services to enable clients to manage the uncertainty, risk and
distress caused by those changes. The nature of our services, as well as our clients� demand for our services, are impacted not only by these
regulatory and structural changes, but also by the United States and global economies and other significant events specific to our clients.

Our clients� demand for our services drives our revenues. We derive our revenues from fees on services provided. The majority of our revenues
are generated on a time and materials basis, though we also have engagements where fees are a fixed amount (either in total or for a period of
time) and others where fees are earned based on data processed or hosted. From time to time, we may also earn incremental revenues, in addition
to hourly or fixed fees, which are contingent on the attainment of certain contractual milestones or objectives. We also recognize revenues from
business referral fees or commissions on certain contractual outcomes. These performance based and referral revenues may cause unusual
variations in our quarterly revenues and results of operations. Regardless of the terms of our fee arrangements, our ability to earn those fees is
reliant on deploying consultants with the experience and expertise to deliver services.

Our most significant expense is consultant compensation, which includes salaries, incentive compensation, amortization of sign-on and retention
incentive payments, share-based compensation and benefits. Consultant compensation is included in cost of services before reimbursable
expenses, in addition to practice specific sales and marketing expenses and the direct costs of recruiting and training consultants.

Our most significant overhead expenses are administrative compensation and benefits and office-related expenses. Administrative compensation
includes salaries, incentive compensation, share-based compensation and benefits for corporate management and administrative personnel.
Office-related expenses primarily consist of rent for our offices. Other administrative costs include bad debt expense, marketing, legal,
technology, finance and human capital management.

Because our ability to derive fees is largely reliant on the hiring and retention of personnel, the average number of full-time equivalents (FTEs)
and their utilization levels are important drivers of our business. The average number of FTEs is adjusted for part-time status and takes into
account hiring and attrition which occurred during the reporting period. Our average utilization rate as defined below provides a benchmark for
how well we are managing our FTEs in response to changing demand.

While hiring and retention of personnel is key to driving revenues, excessive FTE levels and related consultant compensation costs may
negatively impact margin. From time to time, we utilize independent contractors and project employees to supplement our consultants on certain
engagements, which allows us to adjust staffing in response to changes in demand for our services, and manage our costs accordingly.

In connection with recruiting activities and business acquisitions, our general policy is to obtain non-solicitation covenants from senior and some
mid-level consultants. Most of these covenants have restrictions that extend 12 months beyond the termination of employment. We utilize these
contractual agreements and other agreements to reduce the risk of attrition and to safeguard our existing clients, staff and projects.

In addition to managing the number of employees and utilization of consultants, we also continually review and adjust, if necessary, our
consultants� total compensation (including salaries, annual cash incentive compensation, other cash and share-based compensation, and benefits)
to ensure that it is competitive within the industry and is consistent with our performance. We also monitor and adjust our bill rates according to
then-current market conditions for our service offerings and within the various industries we serve.

On October 25, 2012, we announced the appointment of Lee Spirer as Executive Vice President and Global Business Leader effective
November 5, 2012. Mr. Spirer will join Navigant�s executive team and will report directly to Ms. Howard, Chief Executive Officer. In addition,
on October 30, 2012, we announced the retirement of Thomas Nardi, our Executive Vice President and Chief Financial Officer. Mr. Nardi is
expected to retire in first quarter 2013. We have initiated a search for a new Chief Financial Officer.
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Acquisitions

During the nine months ended September 30, 2012 and 2011 we acquired the assets of several businesses. Additional information regarding the
purchase price, purchase price allocation and other details of the businesses can be found in Note 2 � Acquisitions to the notes to our unaudited
consolidated financial statements. Any material impact these acquisitions may have had on our results from operations or segment results for the
periods presented have been included in our discussions below. In addition, on October 2, 2012 we acquired the assets of Easton Associates also
described in Note 2 � Acquisitions to the notes to our unaudited consolidated financial statements. This acquisition had no impact on our results
from operations during the periods presented.

Key Operating Metrics

We include the following metrics in order to provide additional operating information related to our business and reporting segments. These key
operating metrics may not be comparable to similarly-titled metrics at other companies. During the three months ended June 30, 2012, in
connection with our segment realignment (see Note 3 � Segment Information to the notes to our unaudited consolidated financial statements), we
revised the definition of our technology businesses. Our Technology, Data & Process businesses are comprised of technology solutions, invoice
and insurance claims processing, market research and benchmarking businesses. Prior period operating metrics have been revised to reflect all
changes made to the following definitions.

� Average FTE is our average headcount during the reporting period adjusted for part-time status. Average FTE is further split
between the following categories:

� Consulting FTE � individuals assigned to client services who record time to client engagements;

� Technology, Data & Process FTE � individuals in businesses primarily dedicated to maintaining and delivering the services
described above, who do not generally record time to specific client projects; and therefore, are not included in average bill
rate and average utilization metrics described below;

� Non-billable FTE� individuals assigned to administrative and support functions, including office services, corporate functions
and certain practice support functions.

� Period-end FTE � represents our headcount at the last day of the reporting period adjusted for part-time status. Consulting,
Technology, Data & Process and non-billable criteria also apply to period-end FTE.

� Average bill rate is calculated by dividing fee revenues before certain adjustments such as discounts and markups, by the number of
hours associated with the fee revenues. Fee revenues and hours billed on performance-based services and related to Technology,
Data & Process FTE are excluded from average bill rate. As discussed above, changes in our definition of our Technology, Data &
Process businesses resulted in changes to previously reported average bill rate.

� Average utilization rate is calculated by dividing the number of hours of our consulting FTE who recorded time to client
engagements during a period, by the total available working hours for these consultants during the same period (1,850 hours
annually). As discussed above, changes in our definition of our Technology, Data & Process businesses resulted in changes to
previously reported average utilization.

� Billable hours are the number of hours our consulting FTE recorded time to client engagements during the reporting period.
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� Segment operating profit represents total revenues less costs of services excluding long-term compensation expense attributable to
consultants. Long-term compensation expense related to consultants includes share-based compensation expense and compensation
expense attributable to retention incentives.

All FTE, utilization and average bill rate metric data provided in this report excludes the impact of independent contractors and project
employees.
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Results of Operations

Results for the three and nine months ended September 30, 2012 compared to the three and nine months ended September 30, 2011

For the three
months ended
September 30,

2012
over
2011

Increase
(Decrease)
Percentage

For the nine
months ended
September 30,

2012
over
2011

Increase
(Decrease)
Percentage2012 2011 2012 2011

Key operating metrics:
Average FTE
-Consulting 1,540 1,583 (2.7) 1,553 1,564 (0.7) 
-Technology, Data & Process 379 255 48.6 349 231 51.1
-Non-billable 551 528 4.4 535 527 1.5
Period end FTE
-Consulting 1,557 1,586 (1.8) 1,557 1,586 (1.8) 
-Technology, Data & Process 387 268 44.4 387 268 44.4
-Non-billable 548 527 4.0 548 527 4.0
Average bill rate $ 279 $ 282 (1.1) $ 283 $ 282 0.4
Utilization 73 % 76 % (3.9) 74 % 78 % (5.1) 
During the three months ended September 30, 2012 compared to the corresponding period in 2011, we reported a $0.9 million or 8.6% increase
in net income. Revenues before reimbursements were relatively flat mainly due to higher revenues from several mortgage servicing review
related engagements offset by lower performance based fees earned in 2012. Higher costs of services and general and administrative expenses
were offset by lower amortization, interest and income tax rate for the three months ended September 30, 2012 compared to the corresponding
period in 2011.

During the nine months ended September 30, 2012 compared to the corresponding period in 2011, we reported a $2.6 million or 8.5% increase
in net income. Higher revenues before reimbursements and interest expense savings were partially offset by increased costs of services and
general and administrative expenses.

Revenues before Reimbursements. For the three months ended September 30, 2012, revenues before reimbursements decreased 0.4% compared
to the corresponding period in 2011. Our Healthcare segment�s revenues before reimbursements increased 7.9% both organically and through
acquisitions for the three months ended September 30, 2012 over the corresponding period in 2011. For the same period, our Energy segment�s
revenues before reimbursements grew 3.1% mainly as a result of the acquisition of Pike Research in July 2012. In addition, our Financial,
Risk & Compliance Advisory segment�s revenues before reimbursements were relatively flat as increases relating to mortgage servicing review
engagements were offset by lower performance based fees in the three months ended September 30, 2012 compared to the corresponding period
in 2011, as well as decreased demand in other areas. Our Disputes, Investigations & Economics segment�s revenue before reimbursements
decreased 4.0% as significant growth relating to technology engagements was more than offset by lower demand for general litigation and
forensic accounting engagements.

Revenues before reimbursements included performance-based fees of $2.5 million for the three months ended September 30, 2012, compared to
$9.1 million in the corresponding period in 2011, which were primarily attributable to our Financial, Risk & Compliance Advisory segment.

Utilization levels for the three months ended September 30, 2012 ran at 73%, lower than the 76% utilization rate for the corresponding period in
2011. The decrease in utilization was offset by an increase in contractor and project employee resources, whose billable hours contributed to
revenue before reimbursements increase but were not captured in our utilization metric. Average bill rate decreased marginally to $279. Average
FTE-Consulting decreased 2.7% while average FTE � Technology, Data & Process increased 48.6% to support continued growth relating to:
technology solutions and financial services litigation related technology engagements within our Disputes, Investigations & Economics segment;
claims and billing and technology solutions engagements within our Healthcare segment; and our acquisition of Pike Research within our
Energy segment.

For the nine months ended September 30, 2012, revenues before reimbursements increased 4.6% compared to the corresponding period in 2011.
The growth was driven by our Financial, Risk & Compliance Advisory and Healthcare segments, where revenues before reimbursements
increased by 14.8% and 9.7%, respectively, for the nine months ended September 30, 2012 over the corresponding period in 2011. Our Energy
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segment also increased 1.6% for the same periods, mainly driven by our acquisition of Pike Research. Revenues before reimbursements in our
Disputes, Investigations & Economics segment remained virtually flat for the nine months ended September 30, 2012 over the corresponding
period in 2011 as significantly higher technology revenues were largely offset by weaker general litigation and forensic accounting revenues.
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Revenues before reimbursements included performance-based fees of $9.1 million for the nine months ended September 30, 2012, compared to
$14.1 million in the corresponding period in 2011.

Utilization levels for the nine months ended September 30, 2012 ran at 74%, down from 78% utilization rate for the corresponding period in
2011. The decrease in utilization was offset by an increase in contractor and project employee resources, whose billable hours contributed to the
revenues before reimbursements increase but were not captured in our utilization metric. Average bill rate was relatively flat at $283 for the nine
months ended September 30, 2012 compared to $282 for the corresponding period in 2011. Average FTE-Consulting was down 0.7% while
average FTE-Technology, Data & Process increased 51.1% over the prior year due to reasons discussed above.

Cost of Services before Reimbursable Expenses. Cost of services before reimbursable expenses decreased 0.7% for the three months ended
September 30, 2012 compared to the corresponding period in 2011. The decreased cost of services was mainly due to lower performance-based
incentives offset by increases in wages associated with the increase in FTE�s and project based staffing and higher medical expenses.

Cost of services before reimbursable expenses increased 3.9% for the nine months ended September 30, 2012 compared to the corresponding
period in 2011. The increased cost of services was mainly due to higher wages and benefits associated with both increased full time and project
based staffing levels, as well as higher medical expenses, training, practice development and information technology costs. These increases were
partially offset by lower performance-based incentives.

General and Administrative Expenses. General and administrative expenses increased by 0.7%, for the three months ended September 30, 2012
compared to the corresponding period in 2011. The increase was driven by increased wages and benefits and information technology costs.
These increases were offset by lower bad debt expense, which decreased $1.2 million for the three months ended September 30, 2012 compared
to the corresponding period in 2011. General and administrative expenses were 18.3% and 18.1% of revenues before reimbursements for the
three months ended September 30, 2012 and 2011, respectively.

General and administrative expenses increased by 8.4% for the nine months ended September 30, 2012 compared to the corresponding period in
2011. The increase was driven by increased wages and benefits and other operating costs primarily relating to employee development, sales and
marketing and information technology. These increases were offset by lower bad debt expense, which decreased $1.2 million for the nine
months ended September 30, 2012 compared to the corresponding period in 2011.

General and administrative expenses were 19.0% and 18.4% of revenues before reimbursements for the nine months ended September 30, 2012
and 2011, respectively.

Depreciation Expense. The increase in depreciation expense of 3.9% and 8.0% for the three and nine months ended September 30, 2012,
respectively, compared to the corresponding periods in 2011 was primarily due to recent technology infrastructure spending.

Amortization Expense. Amortization expense decreased 32.7% and 27.2% for the three and nine months ended September 30, 2012,
respectively, compared to the corresponding periods in 2011. The decrease was due mainly to reduced amortization associated with certain
intangible assets which became fully amortized as their useful lives came to term, partially offset by amortization relating to recent acquisitions.

Other Operating Costs � Contingent Acquisition Liability Adjustment. During the nine months ended September 30, 2012, we recorded a $0.6
million expense relating to a fair value adjustment for our deferred contingent acquisition liabilities (see Note 8 � Supplemental Balance Sheet
Information to the notes to our unaudited consolidated financial statements).

Interest Expense. Interest expense decreased 32.0% for the three months ended September 30, 2012 compared to the corresponding period in
2011. This was primarily due to lower average borrowings and lower average borrowing rates for the three months ended September 30, 2012
compared to the corresponding period in 2011. Our average borrowing rate under our credit facility, including the impact of our interest rate
swap agreements (see Note 10 � Derivatives and Hedging Activity to the notes to our unaudited consolidated financial statements), was 2.4% and
3.2% for the three months ended September 30, 2012 and 2011, respectively. See Note 11 � Bank Debt to the notes to our unaudited consolidated
financial statements for further information on borrowings under our credit facility.
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Interest expense decreased 26.0% for the nine months ended September 30, 2012 compared to the corresponding period in 2011 due primarily to
lower average borrowings during the periods. Our average borrowing rate under our credit facility, including the impact of our interest rate swap
agreements (see Note 10 � Derivatives and Hedging Activity to the notes to our unaudited consolidated financial statements), was 2.8% and 2.9%
for the nine months ended September 30, 2012 and 2011, respectively. See Note 11 � Bank Debt to the notes to our unaudited consolidated
financial statements for further information on borrowings under our credit facility.

Income Tax Expense. Our effective income tax rate is attributable to the mix of income earned in various tax jurisdictions, including state and
foreign jurisdictions, which have different income tax rates as well as various permanent book/tax differences. Our effective income tax rate was
40.7% and 43.7% for the three months ended September 30, 2012 and 2011, respectively. Our effective income tax rate for the nine months
ended September 30, 2012 was 41.6% compared to 42.6% for the corresponding period in 2011. The decrease in rates between both periods is
mainly a result of a higher expectation of foreign earnings in lower tax jurisdictions as well as a decrease in foreign tax rates.

Segment Results

Based on their size and importance, our operating segments are the same as our reporting segments. Our performance is assessed and resources
are allocated based on the following four reporting segments:

� Disputes, Investigations & Economics

� Financial, Risk & Compliance Advisory

� Healthcare

� Energy
The following information includes segment revenues before reimbursements, segment total revenues and segment operating profit. Certain
unallocated expense amounts related to specific reporting segments have been excluded from the calculation of segment operating profit to be
consistent with the information used by management to evaluate segment performance (see Note 3 � Segment Information to the notes to our
unaudited consolidated financial statements). Segment operating profit represents total revenues less cost of services excluding long-term
compensation expense related to consultants. Long-term compensation expense attributable to consultants includes share-based compensation
expense and compensation expense attributed to retention incentives (see Note 8 � Supplemental Consolidated Balance Sheet Information to the
notes to our unaudited consolidated financial statements). Key operating metric definitions are provided above.
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The information presented does not necessarily reflect the results of segment operations that would have occurred had the segments been
stand-alone businesses. Prior year segment data has been recast to be consistent with the current presentation.

Disputes, Investigations & Economics
For the three months
ended September 30, 2012 over

2011
Increase

(Decrease)
Percentage

For the nine months
ended September 30,

2012
over
2011

Increase
(Decrease)
Percentage2012 2011 2012 2011

Revenues before reimbursements (in 000�s) $ 82,325 $ 85,723 (4.0) $ 254,894 $ 256,660 (0.7) 
Total revenues (in 000�s) $ 88,984 $ 93,559 (4.9) $ 272,967 $ 280,504 (2.7) 
Segment operating profit (in 000�s) $ 29,000 $ 31,669 (8.4) $ 91,163 $ 92,168 (1.1) 
Key segment operating metrics:
Segment operating profit margin 35.2% 36.9% (4.6) 35.8% 35.9% (0.3) 
Average FTE - Consulting 600 667 (10.0) 617 673 (8.3) 
Average FTE - Technology, Data & Process 190 139 36.7 176 120 46.7
Average utilization rates based on 1,850 hours 72% 74% (2.7) 73% 76% (3.9) 
Average bill rate $ 341 $ 329 3.6 $ 341 $ 324 5.2
The Disputes, Investigations & Economics segment provides accounting, financial and economic analysis, as well as discovery support, data
management and analytics, on a wide range of legal and business issues including disputes, investigations and regulatory matters. The clients of
this segment are principally companies, along with their in-house counsel and law firms, as well as accounting firms, corporate boards and
government agencies.

Revenues before reimbursements for this segment decreased 4.0% for the three months ended September 30, 2012 compared to the
corresponding period in 2011. The decrease was driven mainly by a decline in demand for our general litigation and forensic accounting
services. Continued strength in financial services litigation, technology related services, and significant growth in international arbitration
engagements partially offset the decline. Average FTE- Consulting decreased 10.0% for the three months ended September 30, 2012 compared
to the corresponding period in 2011, mainly due to attrition. For the same period FTE � Technology, Data & Process increased 36.7% due to the
increased staffing as a result of higher demand for technology related services. Average bill rate increased 3.6% for the three months ended
September 30, 2012 compared to the corresponding period in 2011, due to planned annual rate increases, project and consultant mix. Utilization
decreased 2.7% for the same period. For the three months ended September 30, 2012, segment operating profit decreased $2.7 million and
segment operating profit margins decreased 1.7 percentage points compared to the corresponding period in 2011 due primarily to the impact of
lower revenues driven by the factors mentioned above.

Revenues before reimbursements for this segment decreased 0.7% for the nine months ended September 30, 2012 compared to the
corresponding period in 2011, for reasons discussed above. For the nine months ended September 30, 2012 compared to the corresponding
period in 2011, Average FTE-Consulting decreased 8.3% while average FTE � Technology, Data & Process increased 46.7% for reasons
mentioned above. Average bill rate increased 5.2% for the nine months ended September 30, 2012 compared to the corresponding period in
2011 due to planned annual rate increases, project and consultant mix. Utilization decreased 3.9% for the same period. Including the impact of
our July 2011 acquisition of Ignited Solutions on a pro forma basis, revenues before reimbursements decreased 2.4% for the nine months ended
September 30, 2012 compared to the corresponding period in 2011. Segment operating profit decreased $1.0 million while segment operating
profit margins were relatively flat mainly a result of higher information technology costs to support growth in technology services offset by
lower wages related to reduced consulting headcount.

24

Edgar Filing: NAVIGANT CONSULTING INC - Form 10-Q

Table of Contents 36



Table of Contents

Financial, Risk & Compliance Advisory
For the three months
ended September 30,

2012 over
2011

Increase
(Decrease)
Percentage

For the nine months
ended September 30,

2012 over
2011

Increase
(Decrease)
Percentage2012 2011 2012 2011

Revenues before reimbursements (in 000�s) $ 39,194 $ 39,850 (1.6) $ 119,224 $ 103,819 14.8
Total revenues (in 000�s) $ 50,295 $ 45,447 10.7 $ 146,970 $ 119,012 23.5
Segment operating profit (in 000�s) $ 12,830 $ 11,531 11.3 $ 41,987 $ 32,909 27.6
Key segment operating metrics:
Segment operating profit margin 32.7% 28.9% 13.1 35.2% 31.7% 11.0
Average FTE - Consulting 269 252 6.7 272 245 11.0
Average utilization rates based on 1,850 hours 65% 74% (12.2) 70% 78% (10.3) 
Average bill rate $ 292 $ 332 (12.0) $ 299 $ 339 (11.8) 
The Financial, Risk & Compliance Advisory segment provides strategic, operational, valuation, risk management, investigative and compliance
consulting to clients in the highly regulated financial services industry, including major financial and insurance institutions. This segment also
provides anti-corruption and restructuring consulting to clients in a broad variety of industries.

Revenues before reimbursements for this segment were down slightly for the three months ended September 30, 2012 compared to the
corresponding period in 2011. Sharply higher revenues relating to ongoing success of several major engagements in the mortgage servicing area
were offset by decreased revenue in the anti-money laundering and anti-bribery and corruption areas as well as lower performance based fees in
our restructuring practice. Performance based fees were $0.4 million and $9.1 million for the three months ended September 30, 2012 and 2011,
respectively. Average FTE � Consulting increased 6.7% for the three months ended September 30, 2012 compared to the corresponding period in
2011 mainly due to ramp-up of the mortgage servicing review engagements in 2012. Average bill rate decreased 12.0% for the three months
ended September 30, 2012 compared to the corresponding period in 2011, mainly due to project mix. Utilization decreased 12.2% for the same
period. However, this metric is not as meaningful due to the utilization of large numbers of contract and project employees, primarily for the
labor intensive mortgage servicing review engagements, who are not reflected in the utilization or FTE metrics. Segment operating profit
increased $1.3 million and segment operating profit margins increased 3.8 percentage points mainly as a result of project mix and higher mark
ups due to higher contract and temporary staffing levels offset by an increase in wages, benefits and recruiting costs as a result of the additional
headcount and lower performance-based incentives in 2012.

Revenues before reimbursements for this segment increased 14.8% for the nine months ended September 30, 2012 compared to the
corresponding period in 2011. This segment achieved significant growth, mainly due to large jobs in the mortgage servicing area which was
partially offset by a decline in revenues from investigation, anti-money laundering, anti-bribery and corruption areas. In addition, performance
based fees totaled $5.7 million and $11.0 million for the nine months ended September 30, 2012 and 2011, respectively, partially offsetting the
increased mortgage servicing revenues. Average FTE � Consulting increased 11.0% for the nine months ended September 30, 2012 compared to
the corresponding period in 2011 for reasons discussed above. Average bill rate decreased 11.8% and utilization decreased 10.3% for the nine
months ended September 30, 2012 compared to the corresponding period in 2011 for similar reasons discussed above. For the nine months
ended September 30, 2012, segment operating profit increased $9.1 million and segment operating profit margins increased 3.5 percentage
points compared to the corresponding period in 2011, mainly a result of project mix and higher mark-ups due to higher contract and temporary
staffing levels offset by an increase in wages and benefits as a result of the additional headcount and lower performance-based incentives in
2012.
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Healthcare
For the three months
ended September 30,

2012
over
2011

Increase
(Decrease)
Percentage

For the nine months
ended September 30,

2012
over
2011

Increase
(Decrease)
Percentage2012 2011 2012 2011

Revenues before reimbursements (in 000�s) $ 36,701 $ 34,023 7.9 $ 109,265 $ 99,620 9.7
Total revenues (in 000�s) $ 40,957 $ 38,656 6.0 $ 122,722 $ 111,926 9.6
Segment operating profit (in 000�s) $ 12,315 $ 10,610 16.1 $ 35,248 $ 30,983 13.8
Key segment operating metrics:
Segment operating profit margin 33.6% 31.2% 7.7 32.3% 31.1% 3.9
Average FTE - Consulting 362 362 �  361 355 1.7
Average FTE - Technology, Data & Process 153 116 31.9 154 111 38.7
Average utilization rates based on 1,850 hours 79% 78% 1.3 79% 78% 1.3
Average bill rate $ 249 $ 241 3.3 $ 250 $ 241 3.7
The Healthcare segment provides strategic, operational, management and financial advisory services to health systems, physician practice
groups, payers and life sciences companies. In October 2012, we acquired Easton, which is expected to complement and double the size of our
existing life sciences practice.

Revenues before reimbursements for this segment increased 7.9% for the three months ended September 30, 2012 compared to the
corresponding period in 2011. The increase was mainly driven by ongoing changes in the U.S. healthcare landscape. In addition, strategy
services exceeded internal expectations as payer clients seek advice on performance management issues related to state and commercial entities.
The life sciences team also continues to perform well. Utilization increased 1% to 79% for the three months ended September 30, 2012. Average
FTE �Technology, Data & Process increased 31.9% for the three months ended September 30, 2012 compared to the corresponding period in
2011 to support our growing claims and billing processing and technology solutions clients. Average bill rate increased 3.3% for the same
period. Including the impact of our acquisitions on a proforma basis, revenues before reimbursements would have increased 6.5%. For the three
months ended September 30, 2012, segment operating profit increased $1.7 million, and segment operating profit margin increased 2.4
percentage points compared to the corresponding period in 2011 due to higher revenue partially offset by increased wages, benefits and training
as a result of the higher headcount.

Revenues before reimbursements for this segment increased 9.7% for the nine months ended September 30, 2012 compared to the corresponding
period in 2011. Utilization increased slightly while average FTE ��Technology, Data & Process increased 38.7% for the nine months ended
September 30, 2012 compared to the corresponding period in 2011 for the reasons discussed above. Including the impact of our acquisitions on a
proforma basis, revenues before reimbursements would have increased 4.5%. For the nine months ended September 30, 2012, segment operating
profit increased $4.3 million, and segment operating profit margin increased 1.2 percentage points compared to the corresponding period in
2011.
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Energy
For the three months
ended September 30, 2012 over

2011
Increase

(Decrease)
Percentage

For the nine months
ended September 30,

2012
over
2011

Increase
(Decrease)
Percentage2012 2011 2012 2011

Revenues before reimbursements (in 000�s) $ 22,908 $ 22,225 3.1 $ 65,654 $ 64,619 1.6
Total revenues (in 000�s) $ 27,827 $ 26,810 3.8 $ 76,625 $ 76,237 0.5
Segment operating profit (in 000�s) $ 7,837 $ 8,644 (9.3) $ 22,566 $ 24,702 (8.6) 
Key segment operating metrics:
Segment operating profit margin 34.2% 38.9% (12.1) 34.4% 38.2% (9.9) 
Average FTE - Consulting 309 302 2.3 303 291 4.1
Average FTE - Technology, Data & Process 36 �  n/a 19 �  n/a
Average utilization rates based on 1,850 hours 77% 80% (3.8) 77% 81% (4.9) 
Average bill rate $ 188 $ 189 (0.5) $ 191 $ 190 0.5
The Energy segment provides existing and prospective owners of energy supply and delivery assets the ability to evaluate, plan, develop, and
enhance the value of their investments within evolving market and regulatory structures. Clients include utilities, independent power producers,
financial entities, law firms, regulators, and energy equipment providers.

Revenues before reimbursements for this segment increased 3.1% for the three months ended September 30, 2012 compared to the
corresponding period in 2011. The increase was aided by our acquisition of Pike Research in July 2012 as well as increased demand for our
energy efficiency services, partially offset by decreased demand in operational consulting for utilities. Utilization decreased 3.8% for the three
months ended September 30, 2012 compared to the corresponding period in 2011. Average FTE � Consulting increased 2.3% for the three months
ended September 30, 2012 compared to the corresponding period in 2011, while average FTE � Technology, Data & Process grew mainly due to
the acquisition of Pike Research. Including the impact of our acquisition of Pike Research on a pro forma basis, revenues before reimbursements
decreased 0.8% for the three months ended September 30, 2012 compared to the corresponding period in 2011. For the three months ended
September 30, 2012, segment operating profit decreased $0.8 million, and segment operating profit margin decreased 4.7 percentage points
compared to the corresponding period in 2011 due to lower utilization and higher wages as well as costs relating to our energy tech subscription
business.

Revenues before reimbursements for this segment increased 1.6% for the nine months ended September 30, 2012 compared to the corresponding
period in 2011, primarily for the same reasons noted above. Utilization decreased 4.9% for the nine months ended September 30, 2012 compared
to the corresponding period in 2011. Average FTE-Consulting increased 4.1% for the nine months ended September 30, 2012 compared to the
corresponding period in 2011 mainly due to increases in energy efficiency while average FTE � Technology, Data & Process grew mainly due to
our acquisition of Pike Research. Including the impact of our acquisition of Pike Research on a pro forma basis, revenues before reimbursements
would have been relatively flat for the nine months ended September 30, 2012 compared to the corresponding period in 2011. For the nine
months ended September 30, 2012, segment operating profit decreased $2.1 million, and segment operating profit margin decreased 3.8
percentage points for the nine months ended September 30, 2012 compared to the corresponding period in 2011 due to reasons discussed above.
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Liquidity and Capital Resources

Our cash flow activities were as follows (shown in thousands) for the nine months ended September 30,

2012 2011
Net cash provided by operating activities $ 8,441 $ 54,277
Net cash used in investing activities (19,806) (23,260) 
Net cash provided by (used in) financing activities 9,517 (31,451) 

Generally, our net cash provided by operating activities is used to fund our day to day operating activities, augmented by borrowings under our
credit facility. First quarter operating cash requirements are generally higher due to payment of our annual incentive bonuses while subsequent
quarters� net cash from operations are expected to be positive. During the nine months ended September 30, 2012 we continued with our share
repurchase program initiated in the fourth quarter of 2011, increased growth related capital expenditures to support our expanding technology
and data processing businesses, invested in key talent retention and paid down debt. Our cash equivalents are primarily limited to money market
accounts or �A� rated securities, with maturity dates of 90 days or less.

We calculate accounts receivable days sales outstanding (DSO) by dividing the accounts receivable balance, net of reserves and deferred
revenue credits, at the end of the quarter, by daily net revenues. Daily net revenues are calculated by taking quarterly net revenues divided by
90 days, approximately equal to the number of days in a quarter. Calculated as such, DSO was 85 days at September 30, 2012, compared to
81 days at September 30, 2011.

Operating Activities

Net cash provided by operating activities was $8.4 million for the nine months ended September 30, 2012 compared to $54.3 million for the
corresponding period in 2011. The decrease in cash provided by operating activities was primarily due to higher incentive bonus payments for
the 2011 performance year paid in 2012 and higher accounts receivable.

Investing Activities

Net cash used in investing activities was $19.8 million for the nine months ended September 30, 2012 compared to $23.3 million for the
corresponding period in 2011. Lower acquisition and acquisition liability payments in 2012 were partially offset by higher capital expenditures
in 2012 as we invest in our technology infrastructure and higher furniture and fixture spending relating to new office space in Washington, D.C.
During the three months ended September 30, 2012, we acquired Pike Research, an energy market intelligence and industry report firm, and
Empath, a healthcare advisory services firm. In the same quarter 2011, we acquired Ignited Solutions, a technology advisory services firm.

In October 2012, we acquired Easton Associates, a firm specializing in product and business strategy for companies in the life sciences
industries, for $12.1 million of which $8.0 million was paid in cash at closing, and three deferred payments of $1.4 million payable in each of
the three year anniversaries after closing.

Financing Activities

Net cash provided by financing activities was $9.5 million for the nine months ended September 30, 2012 compared to net cash used in
financing activities of $31.5 million for the corresponding period in 2011. The increase in cash provided by financing activities was primarily
due to borrowings under our credit facility used to pay increased annual incentive bonus payments which were higher in 2012 due to a strong
2011 performance year. In addition, during the nine months ended September 30, 2012, we purchased 1,019,906 shares of our common stock in
the open market for $12.7 million. Also during the nine months ended September 30, 2012, $2.8 million in contingent acquisition liabilities were
paid relating to prior year acquisitions.

Debt, Commitments and Capital

We currently have an unsecured credit agreement with a syndicate of banks which provides a five-year, $400.0 million revolving credit facility.
At our option, subject to the terms and conditions specified in the credit agreement, we may elect to increase the commitments under the credit
facility up to an aggregate amount of $500.0 million. The credit facility matures on May 27, 2016, at which time borrowings will be payable in
full. Borrowings and repayments may be made in multiple currencies including U.S. Dollars, Canadian Dollars, UK Pound Sterling and Euro. At
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September 30, 2012, we had aggregate borrowings of $155.5 million, compared to $131.8 million at December 31, 2011 and $173.6 million at
September 30, 2011. Based on our financial covenant restrictions at September 30, 2012, a maximum of approximately $185.0 million was
available in additional borrowings under the credit facility. For further details and terms of the credit agreement, see Note 11 - Bank Debt to the
notes to our unaudited consolidated financial statements.
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Our credit agreement contains certain financial covenants, including covenants that require that we maintain a consolidated leverage ratio (the
ratio of total funded debt to adjusted EBITDA, as defined in the credit agreement) of not greater than 3.25:1 (except for the first quarter of each
calendar year when the covenant requires us to maintain a consolidated leverage ratio of not greater than 3.5:1) and a consolidated interest
coverage ratio (the ratio of the sum of adjusted EBITDA (as defined in the credit agreement) and rental expense to the sum of cash interest
expense and rental expense) of not less than 2.0:1.

At September 30, 2012, under the definitions in the credit agreement, our consolidated leverage ratio was 1.6 and our consolidated interest
coverage ratio was 4.2. In addition, the credit agreement contains customary affirmative and negative covenants (subject to customary
exceptions), including covenants that limit our ability to incur liens or other encumbrances, make investments, incur indebtedness, enter into
mergers, consolidations and asset sales, change the nature of our business and engage in transactions with affiliates, as well as customary
provisions with respect to events of default. We were in compliance with the terms of our credit agreement as of September 30, 2012; however,
there can be no assurances that we will remain in compliance in the future.

At September 30, 2012, including the above mentioned credit facility, we had total contractual obligations of $290.8 million. The following
table shows the components of our significant commitments at September 30, 2012 and the scheduled years of payments (shown in thousands):

Contractual Obligations Total 2012 2013 to 2014 2015 to 2016 Thereafter
Deferred acquisition liability $ 20,270 $ 9,710 $ 7,698 $ 2,862 $ 0
Purchase agreements 7,836 1,177 6,659 0 0
Revolving credit facility 155,538 0 0 155,538 0
Lease commitments 107,145 6,969 40,859 26,804 32,513

$ 290,789 $ 17,856 $ 55,216 $ 185,204 $ 32,513

We have commitments recorded in other current liabilities and other non-current liabilities of approximately $7.8 million (reflected in table
above) relating to costs associated with an information technology infrastructure project that we commenced during the quarter ended
December 31, 2011 to support our corporate technology needs in addition to the needs of our expanding technology business. In addition, we
have various contracts with information technology related vendors to support our enterprise reporting system which contain termination clauses
allowing us to terminate the contracts for a penalty. Currently, we do not expect, however, to terminate these contracts and expect to pay
approximately $7.7 million over the next three years through 2014.

At September 30, 2012, we had $20.3 million in liabilities relating to deferred acquisition liability obligations (reflected in the table above). Of
this balance, $14.3 million is in the form of contingent acquisition liability obligations which was recorded at estimated fair value and
discounted to present value. Settlement of the liabilities is contingent upon certain acquisitions meeting performance targets. Should each of
these acquisitions reach their maximum target, our maximum payout would be $19.5 million.

On October 25, 2011, our board of directors extended until December 31, 2014 its previous authorization to repurchase up to $100.0 million of
our common stock, in open market or private transactions. During the nine months ended September 30, 2012, we repurchased 1,019,906 shares
for $12.7 million. Through September 30, 2012, we have repurchased 1,254,206 shares for approximately $15.2 million.

We believe that our current cash and cash equivalents, future cash flows from operations and borrowings under our credit facility will provide
adequate liquidity to fund anticipated short-term and long-term operating activities. However, in the event we make significant cash
expenditures in the future for major acquisitions or other unanticipated activities, we may require more liquidity than is currently available to us
under our credit facility and may need to raise additional funds through debt or equity financing, as appropriate. In addition, if our lenders are
not able to fund their commitments due to disruptions in the financial markets or otherwise, our liquidity could be negatively impacted.

As we develop our 2013 operating plans and margin improvement goals, we anticipate taking certain actions which may include compensation
and staffing alignment, improved practice cost management and targeted general and administrative cost reductions. These actions may result in
higher severance expenses. We continue to evaluate under performing practice areas and are considering various options to improve our overall
financial results.

Off-balance Sheet Arrangements
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We do not maintain any off-balance sheet arrangements, transactions, obligations or other relationships with unconsolidated entities that would
be expected to have a material current or future impact on our financial condition or results of operations.

Critical Accounting Policies

There have been no material changes to our critical accounting policies and estimates from the information provided in Item 7 � �Management�s
Discussion and Analysis of Financial Condition and Results of Operations � Critical Accounting Policies� in our Annual Report on Form 10-K for
the year ended December 31, 2011.
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Recent Accounting Pronouncements

Recently Adopted Standards

In September 2011, the Financial Accounting Standards Board issued guidance which adds an optional qualitative assessment to goodwill
impairment testing under ASC Topic 350. The new guidance permits an entity to make a qualitative assessment of whether it is more likely than
not that a reporting unit�s fair value is less than its carrying amount before applying the two-step goodwill impairment test. If an entity concludes
that it is not likely that the fair value of the reporting unit is less than its carrying amount, it would not be required to perform the two-step
impairment test for that reporting unit. The guidance lists certain factors to consider when making the qualitative assessment. The guidance is
effective for annual or interim goodwill tests performed for fiscal years beginning after December 15, 2011. We adopted this guidance effective
January 1, 2012. The adoption of this guidance did not have any impact on our financial statements.

In June 2011, the Financial Accounting Standards Board issued guidance which requires public entities to increase the prominence of other
comprehensive income in financial statements. Under FASB ASC Topic 220 � Presentation of Comprehensive Income, an entity has the option to
present the components of net income and comprehensive income in either one or two separate financial statements. This update eliminates the
option to present other comprehensive income in the statement of changes in equity. This update is effective for fiscal years and interim periods
beginning after December 15, 2011. We adopted this guidance effective January 1, 2012. The adoption of this guidance impacted our disclosures
only.

Item 3. Quantitative and Qualitative Disclosures About Market Risk.

Our primary exposure to market risk relates to changes in interest rates and foreign currencies. The interest rate risk is associated with
borrowings under our credit facility and our investment portfolio, classified as cash equivalents. The foreign currency risk is associated with our
operations in foreign countries.

At September 30, 2012, borrowings under our credit facility bear interest, in general, based on a variable rate equal to an applicable base rate
(equal to the higher of a reference prime rate or one half of one percent above the federal funds rate) or LIBOR, in each case plus an applicable
margin. We are exposed to interest rate risk relating to the fluctuations in LIBOR. We use interest rate swap agreements to manage our exposure
to fluctuations in LIBOR.

At September 30, 2012, our interest rate swaps effectively fixed our LIBOR base rate on $15.0 million of our debt. Based on borrowings under
the credit facility at September 30, 2012 and after giving effect to the impact of our interest rate swap agreements, our interest rate exposure is
limited to $140.5 million of debt, and each quarter point change in market interest rates would result in approximately a $0.4 million change in
annual interest expense.

At September 30, 2012, our cash equivalents were primarily limited to money market accounts or �A� rated securities, with maturity dates of 90
days or less. These financial instruments are subject to interest rate risk and will decline in value if interest rates rise. Because of the short
periods to maturity of these instruments, an increase in interest rates would not have a material effect on our financial position or results of
operations.

We operate in various foreign countries, which expose us to market risk associated with foreign currency exchange rate fluctuations. At
September 30, 2012, we had net assets of approximately $78.8 million with a functional currency of the UK Pound Sterling and $27.5 million
with a functional currency of the Canadian Dollar related to our operations in the United Kingdom and Canada, respectively. At September 30,
2012, we had net assets denominated in the non-functional currency of approximately $0.6 million. As such, a ten percent change in the value of
the local currency would result in less than a $0.1 million currency gain or loss in our results of operations. Excess cash held outside the United
States is immaterial and therefore we have limited exposure to repatriating funds back to the United States.

Item 4. Controls and Procedures.

We maintain disclosure controls and procedures (as defined in Rules 13a-15(e) and 15d-15(e) of the Securities Exchange Act of 1934 (the
�Exchange Act�)) that are designed to ensure that information required to be disclosed in our reports filed or submitted under the Exchange Act is
recorded, processed, summarized and reported within the time frames specified in SEC rules and forms, and that such information is
accumulated and communicated to our management, including our principal executive officer and principal financial officer, as appropriate, to
allow timely decisions regarding required disclosure. Any system of controls and procedures, no matter how well designed and operated, can
provide only reasonable assurance of achieving the desired control objectives.
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An evaluation of the effectiveness of the design and operation of the disclosure controls and procedures, as of the end of the period covered by
this report, was made under the supervision and with the participation of our management including our principal executive officer and principal
financial officer. Based upon this evaluation, our principal executive officer and principal financial officer have concluded that our disclosure
controls and procedures were effective.

There have been no changes in our internal control over financial reporting during the quarter ended September 30, 2012 that have materially
affected, or are reasonably likely to materially affect, our internal control over financial reporting.
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PART II � OTHER INFORMATION

Item 1. Legal Proceedings.

We are not party to any material legal proceedings.

Item 1A. Risk Factors.

There have been no material changes from the risk factors previously disclosed in our Annual Report on Form 10-K for the year ended
December 31, 2011.
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Item 2. Unregistered Sales of Equity Securities and Use of Proceeds.

The following table sets forth repurchases of our common stock during the third quarter of 2012:

Period

Total Number
of

Shares Purchased(a)
Average Price
Paid per Share

Total Number of
Shares Purchased as

Part of Publicly
Announced

Plans or
Programs(b)

Approximate
Dollar Value of

Shares That May Yet be
Purchased Under

the
Plans or

Programs(b)
July 1 - 31, 2012 126,000 $ 12.72 126,000 $ 88,579,392
August 1 - 31, 2012 178,000 $ 11.58 178,000 $ 86,517,879
September 1 - 30, 2012 155,508 $ 11.46 152,000 $ 84,775,066

Total 459,508 $ 11.85 456,000 $ 84,775,066

(a) Includes 3,508 shares of our common stock withheld by us to satisfy individual tax withholding obligations in connection with the vesting
of restricted stock during the period.

(b) On October 25, 2011, our board of directors extended until December 31, 2014 its previous authorization to repurchase up to $100 million
of our common stock, in open market or private transactions.
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Item 6. Exhibits

The following exhibits are filed with this report:

Exhibit No. Description

31.1 Certification of Chief Executive Officer required by Rule 13a-14 of the Securities Exchange Act.

31.2 Certification of Chief Financial Officer required by Rule 13a-14 of the Securities Exchange Act.

32.1 Certification of Chief Executive Officer and Chief Financial Officer pursuant to Section 1350 of Chapter 63 of Title 18 of
the United States Code.

101* Interactive Data File.

* As provided in Rule 406T of Regulation S-T, this information is furnished not filed for purposes of Sections 11 and 12 of the Securities
Act of 1933 and Section 18 of the Securities Exchange Act of 1934.
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SIGNATURES

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

Navigant Consulting, Inc.

By: /S/ JULIE M. HOWARD
Julie M. Howard
Chief Executive Officer

By: /S/ THOMAS A. NARDI
Thomas A. Nardi
Executive Vice President and

Chief Financial Officer
Date: October 31, 2012
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