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Item 2.02 Results of Operations and Financial Condition.

On February 8, 2007, the Company issued a press release announcing its financial results for the period ended December 31, 2006. The full text of the press release is furnished as Exhibit 99.1 to
this Current Report on Form 8-K and incorporated by reference into this Item 2.02.

Item 9.01 Financial Statements and Exhibits.
(d) Exhibits. The following exhibit is being furnished pursuant to Item 2.02 above.
Exhibit No. Description
99.1 Press release dated February 8, 2007.
99.2 Earnings Call Presentation dated February 8, 2007.

99.3 Transcript from February 8, 2007 Earnings Call.
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Exhibit 99.1

NEWS RELEASE

FOR IMMEDIATE RELEASE CONTACT(S): Lisa Miles (Investor)
800-MAXIMUS x 11637
DATE: February 8, 2007 Rachael Rowland (Media)

800-MAXIMUS x 11688

MAXIMUS REPORTS FIRST QUARTER RESULTS
- Texas Project Impacts Results -

(RESTON, Va. - February 8, 2007) - MAXIMUS (NYSE:MMS), a leading provider of government services, today reported results for its fiscal 2007 first quarter ended December 31, 2006. Revenue for
the fiscal 2007 first quarter was $161.1 million compared to $162.7 million in the prior-year period. Net loss was $10.4 million, or $0.48 per diluted share, compared to net income of $8.9 million, or $0.41
per diluted share, in last year’s first quarter.

The Texas Integrated Eligibility project adversely impacted first quarter results by $27.0 million, or $0.80 per diluted share. This consists of three main elements: a pre-tax operating loss of $11.9 million, or
$0.35 per diluted share (compared to the Company’s previous guidance of a $10.0 million pre-tax loss); a provision of $12.1 million, or $0.36 per diluted share, for outstanding receivables; and a provision
of $3.0 million, or $0.09 per diluted share, for future legal expenses related to the ongoing arbitration process with Accenture.

MAXIMUS has filed an arbitration claim against Accenture to resolve disputes related to its subcontract on the Texas Integrated Eligibility project, and Accenture has filed a counterclaim. MAXIMUS and
Accenture are each alleging the other has defaulted on the subcontract. As a result of entering into the arbitration process, the Company recorded provisions for the Texas project in its first fiscal quarter for
outstanding accounts receivable and future legal expense. On January 24, 2007, MAXIMUS notified Accenture of its intention to pursue termination of the subcontract if Accenture’s defaults are not cured
by February 16, 2007. Failing a cure by Accenture, MAXIMUS will begin transitioning the Integrated Eligibility operations to Accenture on February 16, 2007. MAXIMUS transitioned the majority of its
Children’s Health Insurance Program (CHIP) operations to Accenture earlier this week.

Richard Montoni, Chief Executive Officer of MAXIMUS, commented, “With the actions outlined above, we’re taking important steps to mitigate future recurring losses in Texas. While we expect this
project
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NEWS RELEASE CONTINUED MAX l MUS

will generate losses in the second quarter as we complete the transition of certain project elements, we hope to see reduced losses in the second half of the year. That said, our dispute with Accenture has
serious financial implications. We are confident in the merits of our case and we will continue to aggressively pursue our rights and remedies. However, we cannot predict the outcome of the arbitration
proceedings or the impact they may have on our operating results or financial condition.”

The Company also provides financial information on its Base Operations which it defines as operations excluding the Texas project and legal expenses. For the first fiscal quarter, Base Operations delivered
$0.32 per diluted share. Results for Base Operations were impacted by $4.0 million, or $0.12 per diluted share, which was attributable to a contract dispute on a Child Support systems implementation in
Ontario, Canada.

Mr. Montoni continued, “The Company continues to actively pursue its objective of resolving legacy overhang matters, such as the Ontario project. Our portfolio contains some legacy projects with terms
that are no longer acceptable under new protocols we instituted in fiscal 2006. These projects will be completed under aggressive management. Since my return to the Company as CEO, we have been
building a more accountable organization that is reliant upon more stringent procedures.”

Consulting Segment

Consulting Segment revenue represented 15% of total Company revenue for the first fiscal quarter and increased 4% to $24.7 million compared to the same period last year. For the three months ended
December 31, 2006, operating income for the Consulting Segment increased to $2.8 million compared to $2.5 million reported for the first fiscal quarter last year. As a result, operating margin improved to
11.4% for the first fiscal quarter of 2007 compared to 10.7% reported for the first quarter of 2006.

Systems Segment

Systems Segment revenue represented 21% of total Company revenue for the first quarter of fiscal 2007. Systems Segment revenue for the first quarter was $34.5 million compared to $36.3 million the
same period last year. The Systems Segment operating loss for the first quarter was $1.6 million, driven principally by the Educational Systems division, compared to income of $3.9 million reported for the
same period last year. On a sequential basis, however, first quarter results improved when compared to the $2.0 million loss recorded in the fourth fiscal quarter of 2006, driven by improvements in the ERP
division.
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NEWS RELEASE CONTINUED MAX l MUS

Operations Segment

Operations Segment revenue represented 64% of total Company revenue for the first quarter of fiscal 2007. Operations Segment revenue for the first quarter was $101.9 million compared to $102.8 million
the same period last year. Revenue was reduced in the quarter by approximately $16.0 million as a result of the provisions recorded on the Texas and Ontario projects. The first quarter operating loss for the
Operations Segment was $16.0 million compared to income of $6.1 million reported for the same period last year. The first quarter operating loss reflects the impact from the Texas and Ontario projects
during the quarter.

Sales, Pipeline, and Backlog

Year-to-date signed contract wins at February 5, 2007, totaled $80 million, compared to $130 million reported at February 1, 2006. New contracts pending at February 5, 2007, (awarded but unsigned)
totaled $142 million compared to $161 million reported last year. Sales opportunities at February 6, 2007, totaled $1.3 billion (consisting of $294.0 million in proposals pending, $363 million in proposals in
preparation, and $663 million in proposals tracking) compared to $1.3 billion the prior year. The change in new contract wins reflects the Company’s shift away from volume-driven sales and an emphasis on
optimizing its current business.

Balance Sheet and Cash Flows

At December 31, 2006, cash, cash equivalents, and marketable securities totaled $163.8 million. As expected, Days Sales Outstanding (DSO) improved to 96 days at December 31, 2006, driven by strong
collections during the quarter. The Company’s DSO includes $2.2 million of net long-term accounts receivable included in other assets. For the first fiscal quarter, the Company generated net cash from
operating activities of $7.6 million and paid a quarterly cash dividend of $0.10 per share on November 30, 2006.

Outlook

For fiscal 2007, the Company expects diluted earnings per share of $0.40 to $0.80, which consists of earnings of $2.00 to $2.10 from its recurring base business and an estimated pre-tax loss on the Texas
project of approximately $45 million to $55 million, which includes the $3.0 million legal provision recorded in the first quarter. Revenue for fiscal 2007 is now estimated to be in the range of $710.0 million
to $730.0 million, which reflects the impact of the Texas project.
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NEWS RELEASE CONTINUED MAX l MUS

Conference Call and Webcast Information
The Company has posted a presentation on its Web site, under the Investor Relations page, for analysts to follow along with during the conference call. The Company will host a conference call at 8:30 a.m.
(EST) this morning. The call is open to the public and can be accessed under the Investor Relations page of the Company’s Web site at www.maximus.com or by calling:

800.552.8050(Domestic)/206.902.3258 (International)

For those unable to listen to the live call, a replay will be available through Friday, February 16, 2007. Callers can access the replay by dialing:

Replay: 800.207.7077 or 314.255.1301
PIN: 5269

MAXIMUS is one of America’s leading government services companies devoted to providing program management, consulting and information technology services. The Company has more than 5,200
employees located in more than 220 offices in the United States, Canada and Australia. In 1999, 2001, 2002, 2003, and 2005 MAXIMUS was selected by Forbes Magazine as one of the Best 200 Small
Companies in America for that year. Additionally, MAXIMUS is included in the Russell 2000 Index and the S&P SmallCap 600 Index.

Statements that are not historical facts, including statements about the Company's confidence and strategies and the Company's expectations about revenues, results of operations, profitability, future
contracts, market opportunities, market demand or acceptance of the Company's products are forward-looking statements that involve risks and uncertainties. These uncertainties could cause the Company's
actual results to differ materially from those indicated by such forward-looking statements and include reliance on government clients; risks associated with government contracting; risks involved in
managing government projects; legislative changes and political developments; opposition from government unions; challenges resulting from growth; adverse publicity; and legal, economic, and other
risks detailed in Exhibit 99.1 to the Company's most recent Annual Report on Form 10-K filed with the Securities and Exchange Commission (file number 001-12997).

Non-GAAP Financial Information

This press release includes certain non-GAAP financial information as defined by Securities and Exchange Commission Regulation G. Pursuant to the requirements of this regulation, reconciliations of this
non-GAAP financial information to MAXIMUS financial statements as prepared under generally accepted accounting principles (GAAP) are included in this press release. MAXIMUS discloses net income
and earnings per share excluding legal settlement expense and provides certain additional information, such as non-recurring reserves, regarding earnings per share for fiscal 2007. MAXIMUS
management believes providing investors with this information gives additional insights into MAXIMUS results of operations. While MAXIMUS management believes that these non-GAAP financial
measures are useful in evaluating MAXIMUS operations, this information should b e considered as supplemental in nature and not as a substitute for the related financial information prepared in
accordance with GAAP.

CONTACTS:
Lisa Miles
Investor Relations
703.251.8637

Rachael Rowland
Public/Media Relations
703.251.8688
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NEWS RELEASE CONTINUED

MAXIMUS

CONDENSED CONSOLIDATED BALANCE SHEETS

MAXIMUS, Inc.

(Dollars in thousands)

September 30, December 31,
2006 2006
(unaudited)
ASSETS
Current assets:
Cash and cash equivalents 39,545 $ 21,964
Marketable securities 117,315 141,811
Restricted cash 1,512 312
Accounts receivable — billed, net of reserves of $5,830 and $16,816 153,399 126,912
Accounts receivable — unbilled 47,728 39,949
Income taxes receivable 9,003 11,018
Deferred income taxes 6,844 10,690
Prepaid expenses and other current assets 8,334 8,498
Total current assets 383,680 361,154
Property and equipment, at cost 71,078 72,558
Less accumulated depreciation and amortization (37.649) (39.631)
Property and equipment, net 33,429 32,927
Capitalized software 57,260 57,351
Less accumulated amortization (23.335) (25.655)
Capitalized software, net 33,925 31,696
Deferred contract costs, net 11,165 9,758
Goodwill 86,688 86,019
Intangible assets, net 5,720 4,892
Other assets, net 3,894 2,967
Total assets 558,501 529,413
Liabilities and Shareholders’ Equity
Current liabilities
Accounts payable 54484 $ 44,350
Accrued compensation and benefits 24,426 22,172
Deferred revenue 54,414 48,264
Current portion of capital lease obligations 1,690 1,707
Other accrued liabilities 1,600 1,122
Total current liabilities 136,614 117,615
Capital lease obligations, less current portion 2,044 1,643
Deferred income taxes 14,944 13,692
Total liabilities 153,602 132,950
Shareholders' equity:
Common stock, no par value; 60,000,000 shares authorized;
21,544,964 and 21,652,730 shares issued and outstanding at
September 30, 2006 and December 31, 2006, at stated amount, respectively 156,349 159,250
Accumulated other comprehensive income (loss) 916) 300
Retained earnings 249,466 236,913
Total shareholders' equity 404,899 396,463
Total liabilities and shareholders' equity 558,501  § 529,413
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NEWS RELEASE CONTINUED

MAXIMUS, Inc.
CONDENSED CONSOLIDATED STATEMENTS OF INCOME
(Dollars in thousands, except per share data)

(Unaudited)
Three Months
Ended December 31,
2005 2006

Revenue $ 162,726  $ 161,138
Cost of revenue 117,980 140,860

Gross profit 44,746 20,278
Selling, general and administrative expenses 31,564 34,653
Legal expense 500 3,000

Income (loss) from operations 12,682 (17,375)
Interest and other income, net 2,038 477
Gain on sale of business - 684

Income (loss) before income taxes 14,720 (16,214)
Provision (benefit) for income taxes 5,814 (5,819)

Net income (loss) $ 8,906 $ (10,395)
Earnings (loss) per share:

Basic $ 042 § (0.48)

Diluted $ 041 § (0.48)
Dividends per share $ 0.10 § 0.10
Weighted average shares outstanding:

Basic 21,432 21,590

Diluted 21,908 21,590
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MAXIMUS, Inc.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(Dollars in thousands)

(Unaudited)
Three Months
Ended December 31,
2005 2006
Cash flows from operating activities:
Net income (loss) $ 8,906 ($10,395)
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation 2,202 2,284
Amortization 1,942 2,769
Deferred income taxes (130) (5,098)
Non-cash equity based compensation 1,333 1,020
Gain on sale of business - (684)
Change in assets and liabilities, net of effects from divestiture:
Accounts receivable - billed 897 26,486
Accounts receivable - unbilled (3,421) 6,734
Prepaid expenses and other current assets (192) (151)
Deferred contract costs (7,073) 1,407
Other assets (707) 2,065
Accounts payable 2,548 (9,641)
Accrued compensation and benefits (5,457) (2,254)
Deferred revenue 5,417 (5,745)
Income taxes (62) (2,015)
Other liabilities (1,127) 844
Net cash provided by operating activities 5,076 7,626
Cash flows from investing activities:
Proceeds from sale of business, net of transaction costs - 2,171
Purchases of property and equipment (3,651) (1,918)
Capitalized software costs (1,880) (304)
Increase in marketable securities (16,525) (24,496)
Net cash used in investing activities (22,056) (24,547)
Cash flows from financing activities:
Employee stock transactions 1,532 1,526
Repurchases of common stock (4,315) -
Payments on capital lease obligations (370) (384)
Tax benefit due to option exercises and restricted stock units vesting 87) 357
Cash dividends paid (2,146) (2,159)
Net cash used in financing activities (5,386) (660)
Net decrease in cash and cash equivalents (22,366) (17,581)
Cash and cash equivalents, beginning of period 59,073 39,545
Cash and cash equivalents, end of period $ 36,707 $ 21,964
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MAXIMUS, Inc.
Segment Information

Three Months
Ended Dec. 31,
2005 2006
Revenue:
Consulting $ 23,635 § 24,656
Systems 36,290 34,541
Operations 102,801 101,941
Total $ 162,726  $ 161,138
Gross Profit:
Consulting $ 10,196 $ 10,907
Systems 13,870 8,551
Operations 20,680 820
Total $ 44,746  $ 20,278
Selling, General, and Administrative expense:
Consulting $ 7,660 $ 8,093
Systems 9,983 10,148
Operations 14,612 16,863
Corporate/Other (691) (451)
Total $ 31,564 § 34,653
Income (Loss) from Operations:
Consulting $ 2,536 $ 2,815
Systems 3,887 (1,597)
Operations 6,068 (16,044)
Consolidating adjustments 691 451
Legal expense (500) (3,000)
Total $ 12,682 $ (17,375)
Net Income (Loss) $ 8,906 § (10,395)
Earnings (Loss) per share
Basic $ 042 § (0.48)
Diluted $ 041  § (0.48)
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MAXIMUS, Inc.
Supplemental Pro Forma Information
For the three month period ended December 31, 2006
(Dollar in millions, except per share data)

(unaudited)
Three Months
Ended
Dec. 31, 2006
Amount
Income before income taxes (before Texas and Ontario project losses) $ 14.8
Ontario loss (4.0)
Texas project operating loss (11.9)
Texas project provision for receivables (12.1)
Texas project provision for legal expense (3.0)
(Loss) before income taxes per GAAP I ¢ ()
Earnings per diluted share (before Texas and Ontario project losses) $ 0.44
Ontario loss (0.12)
Texas project operating loss (0.35)
Texas project provision for receivables (0.36)
Texas project provision for legal expense (0.09)
(Loss) per diluted share per GAAP $ (0.48)
-XXX-
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($ in millions except EPS)

Base without Ontario Contract
Ontario Contract

Subtotal Base Operations
Texas Projects

TX Operations

AR Provisions

Legal Provisions

Subtotal Texas Project
Total Company

Income {Loss)

Revenue Before Taxes EPS
$ 165.2 $ 14.8 $ 0.44
(3.6) (4.0) 0.12)
101.6 10.80 0.32
11.6 (11.9) (0.35)
(12.1) (12.1) (0.36)
- (3.0) (0.09)
(0.5) (27.0) (0.80)
$ 1611 $ (162) $  (0.48)
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Consulting Segment

* Revenue was $24.7 million for the quarter; up 4.3%

» QOperating income totaled $2.8 million for the quarter; an operating income
margin of 11.4%

« Continues to meet expectations; can fluctuate as a result of timing
associated with completion of work and customer required actions or work

acceptance

— Currently expect Q2 operating income to be softer with a return to relatively
higher margins for the second half of FYD7
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Systems Segment

» Revenue in Q1 totaled $34.5 million; lower compared to Q1 FY06

» QOperating loss in Q1 of $1.6 million; related to weakness in the Educational
Systems division

« Large software licensing contracts take longer to negotiate and implement
and generally require license revenue to be recorded ratably

« 2007 will be a transition year for Systems
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Operations Segment

» Revenue totaled $101.9 million for Q1 and was reduced by $16.0 million as a
result of the Texas and Ontario provisions

* Lost $16.0 million in Q1
— $11.9 million pre-tax operating loss in Texas
— $12.1 million provision in Texas for outstanding receivables
— $ 4.0 million loss provision for the Ontario project

« Normalized operating margin
— Excluding Texas 7.7%
— Excluding Texas and Ontario 11.7%
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Other P&L ltems

» Expect total Company margins may return to more normalized levels later
FYO7; depending on Texas outcome

« SG&A as a percentage of revenue was adversely impacted by the revenue
reductions in Q1 of approx. $16.0 million
— SGE&A expense remained relatively flat sequentially to the Q4 FY06

— The reductions in revenue have caused SG&A as a percentage of revenue to
increase

« Other income was $0.5 million; result of currency losses of approximately
$0.7 million, offset by a comparable amount relative to the gain on the sale
of the corrections business - closed Q1
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Balance Sheet and Cash Flow

» (Cash, cash equivalents, and marketable securities of $163.8 million

« Accounts receivable totaled $166.9 million

— $2.2 million in long-term accounts receivables; classified within other assets on
the balance sheet

« Solid headway made in unbilled receivables; reflection of efforts to achieve
better contract terms and complete older fixed price, milestone contracts

« DSOs improved to 96 days driven by strong collections and AR management

Q1 06 Q2 06 G3 06 Q4 06 Q107
& FY 06

Billed AR $123.6 | $139.6 | $139.2 | $153.4| $126.9
Unbilled AR $47.2 | $46.2| $453 $47.7| $38.9
Total AR $170.8 | $185.8 | $184.5| $201.1| $166.9
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Operational ltems on Texas

Three Main Components to the Project:

« Children’s Health Insurance Program (CHIF)
— Transitioned the majority of operations to Accenture
— Remaining ramp down in the next few weeks

» Medicaid Enroliment
— Assessing our role on this program on a go-forward basis

» |ntegrated Eligibility
— Notified Accenture of intent to pursue termination of the subcontract; If not cured
by February 16, 2007

— Potentially begin the transition of the integrated eligibility operations as early as
mid-February
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Operational ltems on Texas

» Texas losses of $27.0 million pre-tax ($24 million related to operating loss
and AR provision, $3 million for legal provision)

« Expect Texas operating losses to trend down
— Expect between $13 - $18 million of pre-tax losses in 2Q
— Full year pre-tax loss $45 - $55 million range

» Texas likely to become |less of an operational issue and the large recurring
losses may move off the P&L in the next few months.
— Responsibility for the losses will be an element of the arbitration proceedings

— Texas should require less operational oversight and enable focus on
strengthening the remainder of base business
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« Timeline of Arbitration Process with Accenture

— Arbitration panel is not finalized

— Following finalization of the panel - expect a discovery phase which may take
several months

— Hearing would probably occur sometime in 2008

« We remain confident in the merits of our case

« Each side claiming damages in excess of $100 million

« Limit of liability on the Texas subcontract $250 million
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Ontario, Canada Project

» Provision for receivables for systems implementation project in Ontario

— Beyond our core Child Support operations; traditionally focus on the front end case
management and call center operations

— Client came by referral from peer customer

— No longer performing work on the project and expect no further operating losses

— Continuing dialogue to finalize a resolution; could end up in litigation

— The contract sets forth a limitation of liability; cap our exposure at $4.3 million (USD)
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Addressing Legacy Challenges

» Contracts were written years ago under different protocols, policies, and
procedures

— ldentify issues in existing projects as we finish work on them
— Mitigate future risk in new projects

» Issues typically arise in the project life cycle in three main areas
— Contract terms, project start up, and bidding

« Important steps to root out problems before they surface
— Contracts Administration and Quality and Risk Management
— Created centralized contract management process
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New Contract Approach Example

Old Approach

» Not subject to a formal internal contract review

« Emphasis on driving sales

« Contract was sighed with unclear back ended milestones
« Not enough clarity on what constituted completion

« Resulted in cost overruns

New Approach

« Formal internal review conducted

« Elevated to senior executive bid review committee (BRC)

» Rigorous review processes ensures key criteria are met and more favorable
terms are negotiated

» Achieved goal by negotiating with clients up front to clearly define
milestones, completion, and payment terms

Confidential




QA organization conducts a number of key reviews for existing projects

 Reviews include:
— Independent Verification and Validation — IV&V reviews
— Full detailed field reviews
— Self assessment reviews
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Mitigate Levels of Future Risks

» Not a one quarter fix

— Aggressive implementation oversight

— Moving from an entrepreneurial approach to one that is more disciplined and
driven by the bottom line

— Represents a cultural shift within our organization

« Elements in fixed priced contracts have been a recurring source of financial
underperformance
— Need to shift away from fixed price conditions for certain contract components
+ Data conversions
+ Systems interface
* Report generation

Confidential




New Sales and Pipeline

 Earnings in the short term will come from optimizing the existing base
business

— Long-term growth is contingent upon bringing in new, profitable business

— New sales awards and current pipeline reflect emphasis on “singles and doubles”
rather than home runs

« Awarded a new Health enrollment broker job
— Should contribute $30 million over the 5-year term of the contract

» Qverall year-to-date sales are down compared to FY06; jobs won thus far
reflect smaller projects in core competency and a more disciplined
approach to new business

« Long term growth is not tied to the performance of one large, complicated
project
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Year-to-date sighed contract wins - $80 million

New contracts pending - $142 million

Overall pipeline - $1.3 billion
— Sales opportunities across all segments of the business

Pipeline is healthy with many opportunities; jobs up to $50 million
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Booked a gain on the sale of our corrections business

Exited the student loan business

Possible there may be additional dispositions in 2007

Continue to review the business portfolio; no plans finalized
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FYQO7 Guidance

« Estimate revenue for fiscal 2007 to be in the range of $710 - $730 million;
reflects the impact from the Texas project

* Incur pre-tax losses on the Texas project for fiscal 2007 of $45 - $55 million

— Q2 Texas loss to range between $13 - $18 million; abate substantially in 2" half
of FYO7

» Base operations will deliver a diluted EPS range between $2.00 - $2.10;
includes $4.0 million impact from the Ontario project in Q1

» Total Company diluted earnings per share for FY 07 between $0.40 - $0.80
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Conclusion

 Took necessary steps in the quarter to clean up legacy issues and position
MAXIMUS for long-term profitable growth

« Failing a cure, transition IE component of the Texas project starting as early
as this month. The transition of the CHIP program has largely been
completed

» More accountable structure for size and caliber of company

* New business we are winning provides for more favorable terms and meets
our more stringent review process

« Disciplined steps taken with fewer unknowns today than there were a year
ago and more compelling, sustainable opportunities for growth.
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CORPORATE PARTICIPANTS

Lisa Miles
MAXIMUS - IR

David Walker
MAXIMUS - CFO

Rich Montoni

MAXIMUS - President, CEO

CONFERENCE CALL PARTICIPANTS

George Price
Stifel Nicolaus - Analyst

Cynthia Houlton
RBC Capital Markets - Analyst

Charles Strauzer
CJS Securities - Analyst

Tom Meagher
Friedman, Billings, Ramsey Group, Inc. - Analyst

Matthew McKay
Jeffries and Co. - Analyst

Jason Kupferberg
UBS - Analyst

Steve Balog
Cedar Creek Management - Analyst

PRESENTATION

Operator

Ladies and gentlemen, welcome to MAXIMUS' first quarter earnings conference call.

[OPERATOR INSTRUCTIONS]

At this time, I would like to turn the call over to Lisa Miles, Director of Investor Relations.

Lisa Miles - MAXIMUS - IR

Good morning. Thank you for joining us for our first quarter earnings conference call. If you wish to follow along, a presentation has been posted on our website under the Investor Relations page. On the call
today is Rich Montoni, Chief Executive Officer, and David Walker, Chief Financial Officer. Following our prepared comments, we will open the call up for Q&A.

Before we begin, I'd like to remind everyone that a number of statements being made today will be forward-looking in nature. Please remember that such statements are only predictions, and actual events or
result may differ materially as a result of risks we face, including those discussed in Exhibit 99.1 of our SEC filings. We encourage to you review the summary of these risks in our most recent 10(K) filed with
the SEC on December 13, 2006. The Company does not assume any obligation to revise or update these forward-looking statements to reflect subsequent events or circumstances.

And with that, I will turn the call over to Dave.




David Walker - MAXIMUS - CFO

Thanks, Lisa. Good morning.

The Company reported first quarter revenue totaling $161.1 million and a net loss of $10.4 million or $0.48 per diluted share. As outlined in this morning's press release, financial results were impacted
principally by the Texas project which accounted for approximately $27 million in losses, or $0.80 per diluted share.

There are three main components in the $0.80 per diluted share. First, the operating loss on the Texas project in the first fiscal quarter was $11.9 million, or $0.35 per diluted share. While we demonstrated
some modest improvements relative to last quarter, it fell short of our guidance of $10 million. The operating environment did not lend itself to driving increased efficiencies. Second, we also booked a
provision of $12.1 million, or $0.36 per diluted share, with substantially all of the outstanding receivables on the Texas project at December 31. And, lastly, we accrued $3 million, or $0.09 per diluted share,
for future legal expenses related to the ongoing arbitration process with Accenture.

For the last couple of quarters, we've been talking about performance of the Company's base operations. We define base operations to be our financial results, excluding losses on the Texas project and legal
expenses. Base operations, which exclude Texas and legal expenses, delivered $0.32 per diluted share. The result of base operations is lower than most analysts' expectations because of a contract dispute on a
Child Support system implementation in Ontario. This dispute resulted in an impact of approximately $4 million or $0.12 per diluted share.

We are no longer working on the Ontario project and have fully reversed any receivables we feel are owed to us in this dispute. Management continues to aggressively address any remaining legacy fixed price
contract challenges. Rich will discuss this in greater detail later in the call. The loss in Ontario results in a tax loss that cannot immediately be utilized by the Company. This has an adverse impact to our
effective tax rate, which is why our effective tax rate was reduced to 35.9% in the quarter.

Let's move into the results by business segment, starting with Consulting. Consulting segment revenue was $24.7 million for the quarter, up 4.3% over last year. Operating income for the Consulting segment
totaled $2.8 million for the quarter, or an operating income margin of 11.4%. The Consulting segment continues to meet expectations. The segment's results can fluctuate as a result of timing associated with
completion of work and customer-required actions for work acceptance. While the timing is difficult to predict, we currently expect our second quarter operating income to be softer, with a return to relatively
higher margins for the second half of the year.

Moving into the Systems segment, Systems revenue in the first fiscal quarter totaled $34.5 million and was lower compared to the first quarter of last year which benefited from higher levels of license
revenue. This segment also recorded an operating loss in the first quarter of $1.6 million, principally related to weaknesses in the Education Systems division. Education launched an enterprise version of its
SchoolMAX Student Information System at the end of last FY and will continue to deploy both technical and sales resources. While we see many large software licensing opportunities in the market, these
contracts take longer to negotiate and implement and generally require license revenue to be recorded ratably. In the long run, this should lead to a more predictable model, but 2007 will be a transition year
for Systems.

Turning to the Operations segment. As I noted earlier, first quarter results were impacted principally by the Texas project. Revenue for the Operations segment totaled $101.9 million for the first quarter.
Revenue was reduced in the quarter by approximately $16 million as a result of the provisions taken on the Texas and Ontario projects. This segment lost $16 million in the first quarter, driven by the pre-tax
operating loss in Texas of $11.9 million, the $12.1 million provision in Texas for outstanding receivables, and the $4 million loss provision for the Ontario contract.

Excluding the impact of the Texas and Ontario projects, the rest of the segment is performing exceedingly well. Operating margins for the Operations segment excluding Texas would have been 7.7%. If we
exclude the Ontario project in addition to Texas, the operating margin would have been 11.7%. Excluding the results of Texas and Ontario, the Operations segment performed at the high-end of our
expectations.

I've already covered the major expense items in the quarter. While losses in Texas continue to impact the Company's overall operating margin, we expect total Company margins may return to more
normalized levels later this fiscal year. This is dependent upon the outcome of Texas. We think operating margins should be the primary focus since SG&A and gross margin can fluctuate because of
operational staff charging to proposal or other administrative activity.

With that said, the SG&A as a percentage of revenue was adversely impacted by the revenue reductions in the quarter previously discussed of approximately $16 million. While SG&A expense remained
relatively flat sequentially to the fourth quarter of last year, the reduction in revenue has caused SG&A as a percentage of revenue to increase. As we work on the events surrounding Texas, we are focused on
making strategic reductions in our administrative costs, lock step with transition of our Texas project staff. Beyond Texas, we are and will continue to manage SG&A costs closely.




A couple of final items on the P&L. Other income was $0.5 million in the quarter. This was a result of currency losses recorded in the quarter of approximately $700,000. This currency charge is a non-cash
item in which we recognize the economic loss of value associated with cash advance to fund our Canadian operations. The currency loss was offset by a comparable amount relative to the gain on the sale of
the Corrections business which closed during the first quarter.

Moving on to balance sheet and cash flow items. We ended the first fiscal quarter with cash, cash equivalents, and marketable securities of $163.8 million. Our accounts receivable for the quarter totaled
$166.9 million. We also have $2.2 million in long-term accounts receivable which are classified within our other assets on the balance sheet. We made solid headway in our unbilled receivables, which is a
reflection of some of our efforts to achieve better contract terms and complete older fixed price milestone contracts.

DSOs improved in the quarter to 96 days, driven by strong collections and receivable management. Historically, the timing of holidays in the quarter caused our DSOs to be relatively higher in this quarter. So
in that context, the reduced DSOs represent considerable progress. We paid a quarterly cash dividend of $0.10 per share in November, and we ended the quarter with net cash provided from operating activities
totaling $7.6 million.

An with that, I will turn the call over to Rich.

Rich Montoni - MAXIMUS - President, CEO

Good morning, everyone. We have a lot to update you on today, so let's jump right in. Dave covered the financials in great detail, so let's start with the operational items on Texas. For background purposes,
let me remind you that there are three main components to the project.

The first is the Children's Health Insurance Program known as CHIP. In December, we announced that we would be transitioning this component of the program to Accenture. Since that time, we've been
working in cooperation with Accenture to ensure a smooth transition and, as planned, handed the bulk of the CHIP operational work over to Accenture earlier this week. We do expect some remaining ramp-
down in the next few weeks.

And the second component of the project is Medicaid enrollment where we continue to work on this important program. We are in the process of assessing our role in this program on a go-forward basis.

The third and most complex component of the Texas program is the integrated eligibility piece. Recently, we notified Accenture of our intent to pursue termination of the subcontract if Accenture's events in
default are not cured by February 16, 2007. Failing a cure, we plan to begin the transition of the integrated eligibility operations as early as mid-February. For the first quarter, the operating loss and provision
for accounts receivable for the Texas project totaled $24 million pre-tax which includes the financial impact from the CHIP, EB, and IE operations. However, as our scope is reduced, it may be reduced further
on these elements of the project; we do expect the losses will trend down.

That said, we do expect to incur substantial operating losses in the second quarter related to these operations, ranging between $13 million and $18 million. This would put our expectation for a full-year loss
on the Texas project in the $45 million to $50 million range. While we already have reduced headcount as we balance resources, we do anticipate that severance transition and wind-down costs will be incurred
in fiscal 2007.

It is important to note that the Texas project may likely become less of an operational issue should we further reduce our roll. Then, the large recurring operating loss as related to Texas would move off the
P&L, and this would be in the next few months. Certainly, responsibility for the losses will be an element of the arbitration proceedings, but as our direct responsibilities on the contract lessen, the Texas
project should require less operational oversight and enable us to focus on strengthening the remainder of our base business.

We are also moving forward to resolve the Texas contract with Accenture through the arbitration process. Because this is in arbitration, it is not appropriate to delve into the details of the case, but let me give
you an idea of time line and process. The arbitration panel is not finalized. Once the arbitration panel is in place we will have a clear idea of the formal time line. But following the finalization of the panel we
expect to to go through a discovery phase which may take several months. A hearing would probably not occur until sometime in 2008.




Although there can be no assurances about the outcome, we remain confident in the merits of our case and we will continue to pursue our rights and remedies. One final note on this product, each side is
claiming damages in excess of $100 million. However, our limit of liability on the Texas subcontract is $250 million. While that does not cap our operating losses, it should serve as a limit on our exposure in
the arbitration.

Beyond Texas, we continue to aggressively address other outstanding legacy issues in an effort to strengthen our Company and position it for long-term sustainable growth. As Dave discussed and was
disclosed in today's release, we recorded a provision in the quarter related to a Child Support systems implementation project in Ontario, Canada. This particular project is beyond our core Child Support
operations. We traditionally focus on the front end case management and call center operations side of this business.

In this case, this particular client came to us by referral on work we did for a peer customer. We are no longer performing work on the project and expect no further operating losses as a result. We are also
continuing our dialogue with the client to try to finalize a resolution. Failing that, the matter could end up in litigation. However, the contract sets forth a limitation of liability which we believe would cap our
exposure at $4.3 million. Contracts such as this one were written years ago under different protocols, policies, and procedures. As you know, our core strategy in fiscal '07 has been to focus on our existing
book of business. This includes eliminating project losses. As we eliminate these losses, we will see improved operating margins.

For this reason we are focused on improving our quality and risk management guidelines. Our challenge is first to identify issues with existing legacy projects as we finish work on the. And, second, to
mitigate future risk in new projects. What we found is that issues typically arise in the project life cycle in three main areas including contract terms, project start up, and in bidding, where we have historically-
accepted fixed price terms on certain contract elements.

I talked to you a few quarters ago about some of the new tools we've implemented, particularly in the area of contracting and compliance as well as quality and risk management. We've added headcount in
these areas and have also invested in training for line-level project managers. To this end, we've also taken many important steps to root out problems before they surface. This includes on the front end with
our contracts administration as well as through our quality and risk management.

We have created and staffed a centralized contract management process under a corporate contracts administration and management organization. Highly experienced and certified professional contract
directors now support each segment of the Company, ensuring appropriate terms and conditions are bid and negotiated in all business contracts. Certain high risk terms are now addressed in each contract. For
example, certain standard clauses that are frequently found in State contracts, such as unlimited liability, are no longer being accepted as a matter of course. If we cannot negotiate them out completely, we
generally recommend modification or we will refuse the work.

Let me give you an example that I think illustrates the dramatic shift in our approach to new business by comparing and contrasting our efforts on two different contracts, one that we put in place a few years
back versus the other which we signed last quarter. The first, a project which was signed a couple of years ago, was not subject to a formal internal contract review. In years past, the emphasis was on driving
sales and bringing in the business rather than on profitability and securing the most favorable terms and conditions. In this case, the contract was signed with unclear milestones that were back-ended, which
created a large unbilled receivable, and there was not enough clarity on what constituted completion. Not surprisingly, we had cost overruns and losses at the ends of this fixed price contract.

The second contract on a similar piece of business was signed this past fall and was dramatically different. The contract went through a formal internal contract and review process and was also elevated to our
senior executive bid review committee. The rigorous review processes are now done to ensure that key criteria are met and that we are able to negotiate more favorable terms than what we may have agreed to
in the past. And in this case, we achieved that goal by negotiating with the client up front to more clearly define milestones, completion, and to improve payment terms.

Turning to our efforts on the quality and risk management side, we have a strong leader in place that has been with MAXIMUS for several years and is making significant headway. Over the course of the last
year we have adopted professional standards and have appointed QA leads for each business segment. To help us identify issues early on, our QA organization now conducts a number of key reviews for
existing projects. These reviews include independent verification and validation, or IV&V reviews; full detailed field reviews, which is akin to an operational audit review; and self-assessment reviews
conducted by the project manager to really help us understand what the project manager may consider to be the most pressing issues facing that project.

These are just some examples of how we are making progress. So while we've had a couple of surprises along the way since my return as CEO, we are working to avoid and mitigate these levels of risk in
future projects. Certainly, the nature of the overall business is that we will have a portfolio of winners and losers. We can't run a risk less business, so the key is avoiding issues where possible and reducing the
number of losing projects. I am confident that we now have the appropriate infrastructure in place, with new policies and procedures that is having, and will have, a substantial impact as we go forward.




We do have some legacy projects that we will have to churn through, and we will do so under aggressive management. This is not a one-quarter fix. This is an approach which we will expect to continue
through aggressive implementation in oversights into the foreseeable future. We are moving from an entrepreneurial approach to one that is more disciplined and driven by the bottom line. This really
represents a cultural shift within our organization and will take some time, but we are generating traction.

I just want to point out one additional area which is targeted for policy change. Where we agree to a fixed-price contract, we are moving away from fixed-price conditions for certain contract components such
as data conversions, systems interface, and report generation that we may know little about at the time the bid is priced. By doing this we should avoid the cause of much historical project performance issues.

Moving on to new sales and pipeline statistics. While earnings in the short term will come from optimizing the existing base business, our long-term growth is contingent upon bringing in new profitable
business. Our new sales awards and current pipeline reflect our emphasis on singles and doubles rather than on home runs. On this front, we were just notified of an award for a new health enrollment broker
job that should contribute about $30 million annually over the five-year term of the contract. We are working to finalize the deal and get it signed in the upcoming quarter.

While our overall YTD sales are down compared to last year, the jobs we have won thus far reflect smaller projects in our core competency. This also reflects a more disciplined approach to new business,
which I've talked about in great detail today. Our increased rigor in our internal processes has led us to target more profitable, lower risk new business. And lastly, and this is an important note, our long-term
growth is not tied to performance of one large complicated project. As such, YTD signed contract wins totaled $80 million, and new contracts pending totaled $142 million. The overall pipeline remains
healthy at $1.3 billion, with sales opportunities across all segments of the business. The pipeline is filled with many opportunities in our sweet spot, with jobs up to $50 million.

In addition to the progress we have made in troubleshooting within our current book of business and employing higher standards on new opportunities, we continue to diligently review our business portfolio
and take the necessary actions to position MAXIMUS for the long-term. As Dave noted, we have booked a gain on the sale of our Corrections business in the quarter and exited the Student Loan business
which was immaterial. It's good to have the benefit in the quarter of these dispositions, because we avoided what would have otherwise been operating losses from these businesses. Looking out, it's possible
there may be additional dispositions in this calendar year. We continue to review the business portfolio but have not finalized our plans with respect to this.

During the quarter, the Company did not complete any share repurchases under its board authorized program. We fully recognize and respect our shareholders' views on this important program. However, in
the short term, MAXIMUS will maintain its cash reserves, but we will continue to evaluate our share buyback as the situation in Texas evolves.

And lastly, we need to revisit guidance for fiscal 2007. We now estimate revenue for fiscal 2007 to be in the range of $710 million to $730 million, which reflects the impact from the Texas project. I last
talked to you during our conference call in December. At that time, we stepped away from our guidance on Texas since we did not have a lot of visibility for how the project was going to play out for the
remainder of the year. Today we are in a better position to put some fences around where we think the total losses will be for fiscal 2007. Based on what we know today, the situation remains fluid, so it's
possible it could change. We expect to incur pre-tax losses on the Texas project for fiscal 2007 of $45 million to $55 million. We expect the second quarter loss to range between $13 million and $18 million,
and that the losses will likely abate substantially in the second half of the year.

Switching over to base operations, we currently expect that our base operations will deliver a diluted EPS range between $2.00 and $2.10. And this obviously includes the aforementioned $4 million impact
from the Ontario job in the first quarter. So when we put all that together, taking the loss range on Texas and our guidance from base operations, we expect total Company diluted EPS for the full FY to be
somewhat back end loaded and to be between the range of $0.40 to $0.80.

Just to wrap up before we open the call to Q&A, we took more necessary steps in the quarter to clean up legacy issues and position MAXIMUS for long-term profitable growth. Failing a cure from Accenture,
we plan to transition them, the IE component of the Texas project, starting as early as this month. In addition, the transition of the CHIP program has largely been completed. While I'm not happy with the
situation on the legacy Ontario Systems project, it is necessary that we manage these items aggressively, work with the client, and move on.




Today, MAXIMUS is increasingly more reliant on stricter procedures and protocols. We have a more accountable organizational structure. This is in keeping with a company of our size and caliber. On the
new business front, our intent is to win profitable, manageable business rather than drive our business by one-off home run contracts. And it appears to be working. The new business we are winning provides
for more favorable terms and meets our more stringent review process.

It has been a challenging road we have traveled over the past few quarters, but, as a result of some of the tough, disciplined steps we've taken, there are fewer unknowns today in our business than there were a
year ago, and there are more compelling, sustainable opportunities for growth. We still have more work to do, but we are on the right path.

And with that, let's open it up for questions.

Operator

Before we go on to Q&A, I would like to turn the call back to Lisa Miles for one last clarification.

Lisa Miles - MAXIMUS - IR

I just have two notes of clarification related to Rich's comments. The total FY '07 expected losses on the Texas contract are $45 to $55 million, and this does include the $3 million provision for legal expenses
related to the arbitration. And secondly, Rich talked about a new health enrollment broker win in his prepared comments. That's actually a $30 million win over the five-year term of the contract. It's not
annually. So, $30 million over the five-year term of the contract. Thank you.

QUESTION AND ANSWER

Operator

[OPERATOR INSTRUCTIONS]

The first question comes from the line of George Price with Stifel Nicolaus.

George Price - Stifel Nicolaus - Analyst

Hi. Good morning, everyone. First, in terms of the Texas improvement in the second half of the FY or the overall improvement, what other assumptions in terms of the profit improvement that's implied in the
second half of the year besides Texas, anything in terms of timing of software sales? Or if you could just remind us of some of the seasonal impacts that might be going on, anything like that to help us
understand how you are going to get there.

Rich Montoni - MAXIMUS - President, CEO

George, to clarify your question, is it towards base ops or is it towards Texas assumptions?

George Price - Stifel Nicolaus - Analyst

I'm sorry, actually you're right, it's towards base ops, Rich. I'm sorry.




Rich Montoni - MAXIMUS - President, CEO

All right, George. On base ops, and Dave Walker, feel free to chime in here, certainly you touch upon one key factor and that's the seasonality. As you are well aware, this December quarter is by far our
softest quarter, so I think that's a major factor.

And I will let David talk a little bit about ratable recognition.

David Walker - MAXIMUS - CFO

Sure. You know, as we look at our larger software license opportunities, they get more complex and the accounting standards drive you towards ratable recognition. So, on our larger opportunities we see more
of those. So that gives you less opportunity for a dramatic upside, but it does tend to smooth results. When we baked into our forecast, we presumed our larger software deals were generally ratable. With that
said, the smaller licenses tend to be -- we tend to be able to recognize pretty quickly up front, and they tend to be quick installs. We also get some back-ending of things like our Rev Max programs and things
like that, so there is some inherent seasonality in those things.

George Price - Stifel Nicolaus - Analyst

Okay. And, actually, if you could clarify, too, maybe talk about some of the assumptions around the profit improvement, in Texas specifically, in the back half of the year. And if I could also ask in terms of
what the assumptions are in the $3 million of legal expense, how far does that take you? Thanks.

Rich Montoni - MAXIMUS - President, CEO

George, on Texas, the best way to answer the question is to talk about what we see happening to the various components. As we've talked, the main components being the CHIP program, the IE program, and
the EB program. And our assumptions are based upon the fact -- and first off, Accenture has until February 16 to cure the situation, and if that happens, then these assumptions may not hold true. But, if they
do not cure, what we expect will happen is the IE component of the system will be transferred to Accenture.

And the best thing to do -- I'll give you some total headcount expectations here which I think will help you understand the assumptions, the key assumption, that drives the forecasted numbers. So we expect
that if they don't cure by February 16, we will hand over the IE operations. And CHIP, as you know, is well under way in terms of transferring responsibilities. And then EB, the situation with EB is that the
State desires that we continue to provide the EB services. We are willing to provide the EB services. We need to have some discussions as it relates to scope and terms and contract structure, which is
underway. So I would expect we would continue to perform EB, if we can get over those assumptions I just mentioned.

Adding that all up to give you some metrics, at the end of December we had roughly 1200 employees, FTEs on the Texas project for all three components. We see that winding down at 331, such that we
have less than 500, most of which would be related to EB. One data point that you might find helpful is, at 2/05 we have 773 FTEs on the project.

George Price - Stifel Nicolaus - Analyst

Okay. And just so I understand on the EB, what's your assumption in terms of the discussion on terms and scope? Are you assuming that you hold on to it, are you assuming that --

Rich Montoni - MAXIMUS - President, CEO

We are assuming we would hold on to it, but, again, we have some discussions that have to occur and that are in process.

George Price - Stifel Nicolaus - Analyst

And the last thing is, if Accenture does cure by mid-February, you said these assumptions may not hold true. I'm assuming -- well, would that mean better or worse? I assume better but -- .




Rich Montoni - MAXIMUS - President, CEO

1 think that would require some different headcount resources, and we would have to work through those details. We would have to change the assumption, so we would have to continue to provide additional
resources, and that would have to take just a total new analysis, George.

George Price - Stifel Nicolaus - Analyst

Okay. Thank you.

David Walker - MAXIMUS - CFO

George, Dave Walker. A couple other things on the back end, I was just quickly going over my notes. We have a large -- some large wins in Systems which are fixed price in ERP. And if they just ramp up,
this is work we have in hand, they drive a bit more revenue and a bit more profit, so that has the effect of some seasonality. Some of our contracts in the past that have been challenging we've been winding
down; that's the good news. And that's why our unbilled receivables have been winding down as we bring in those retentions.

Our tax crediting business tends to be a bit back-ended for us too. We actually incur some cost on the front end, with the revenue coming more in the back end of the year, so that's pretty big. And in our health
business there's some activity around enrollment and things like that that can drive our revenues and our profits in the back half of the year. So, a little more flavor to help you out.

George Price - Stifel Nicolaus - Analyst

Okay, thanks. I will hand it over.

Operator

The next question comes from the line of Cynthia Houlton with RBC Capital Markets.

Cynthia Houlton - RBC Capital Markets - Analyst

Hi. Just some questions around the -- in terms of the of the Ontario contract, maybe just a little bit of background of how this came about? You said that you are continuing to look at contracts that obviously
aren't meeting expectations. Again, this something that all happened in Q4 or just a little bit more background on that? And what other contracts are out there that are potentially like this in terms of
scale/scope?

Rich Montoni - MAXIMUS - President, CEO

Sure. Good question, Cynthia. Let me talk a little bit about the Ontario project. This is a contract that was signed in 2005 by our -- a Canadian subsidiary called Themis. MAXIMUS cosign the contract as
guarantor. This business was developed and the contract was signed under old protocols. I will say that we do believe that matters would have been different today under our new protocols.

This situation is in dispute, so I don't want to get too involved in the details of the dispute. We do continue to dialogue with this client, and we may find a resolution or we may end up litigating the situation.
And as we talked about in the call notes, we wrote off all of the receivables, we just don't want this to be a future surprise, and we are no longer performing work on the contract. So, again, I don't expect
future operating losses from it.

A little bit more in background and this helps you understand what the dispute is and how did this come about. In December of '06, the client purported to terminate this for default. And this is a contract to
provide software and services in support of the Provinces' Child Support system. The Ministry alleges Themis failed to meet certain contract requirements pertaining to the deliverables, the services, and the
timeliness of those deliverables and services. Themis believes it fulfilled its obligations, and, frankly, any open matters today are a result of the non-cooperation of the client.




There haven't been legal actions filed as of this date, but the client has exerted damages of $25.5 million, that's U.S., in some of their correspondence. Themis disputes the damage claim and believes any
damages would be capped at $4.3 million pursuant to the limitation of liability in the contract. So that's a little bit -- is that helpful, Cynthia?

Cynthia Houlton - RBC Capital Markets - Analyst

Yes, that is helpful. Anything else in the pipeline that is something that you are actively in discussions with or in terms of this type of magnitude?

Rich Montoni - MAXIMUS - President, CEO

Let me talk a little bit about this concept of underperforming contracts. First off, as I said in my call notes, we can't run a riskless business. And in the normal course, we will have a portfolio with
underperforming contracts. As I mentioned in the call notes, I do believe we've put in place the key elements to adequately ensure that the new work we are writing is balanced, that it has the right degree of
risk management, if you will, and I made some points in that regard. And to reiterate a summary point is, we are now avoiding contracts that have inordinate risk profiles, and we consider such factors as size,
complexity, limited liability, our core competencies and how they map to the requirement of the contract. And, frankly, we try to avoid situations where there are key variances outside of our control. And I
would say that we have routinely not bid or declined to renew on certain contracts of late, including one of yesterday, we decided to not renew, frankly.

As to legacy contracts, those written prior to these new protocols, we have taken steps, and this is a process, to first identify and then remedy contracts that are at risk. I do believe we have identified
substantially all high-risk projects, and this is the first step. And following that, we have put in place processes to focus on risk management of those projects. So I believe we know those projects that represent
risk, and there's a process in place to aggressively manage them. Now whether any of these become major problems -- financial problems in the future remains to be seen, and you know there's no absolute
assurance about this.

But we are managing these situations aggressively. And I can tell you I'm confident that as a result of these efforts, the overall quality of the portfolio is better today than it was in prior periods, and most
notably a year ago, and once we overcome these project issues, I believe we will start to see some pretty significant improvement in our financial results. I think it will be substantial. I've pointed out in the past
that this is our number one opportunity to improve our margin to get to that 10% plus operating margin, and I think this one factor alone will help us get to this, what's our number one goal, and that's project
execution, project performance. Okay?

Cynthia Houlton - RBC Capital Markets - Analyst

Thank you.

Operator

The next question comes from the line of Charles Strauzer with CJS Securities.

Charles Strauzer - CJS Securities - Analyst

Hi, good morning. Two questions. The first question goes more on the philosophical or the macro view of the customers. Rich, if you can, talk a little bit about the customer reaction when you talk to your
ongoing clients, potential clients, and their reaction to what's happened in Texas and some of the other things, like in British Columbia and now Ontario. Is there any push back from them?

And then also, when you look -- when you talk to them about, essentially, new contracts and new RPs that are coming out, is there any shift at all from the fixed cost nature to more of a cost plus nature?




Rich Montoni - MAXIMUS - President, CEO

Let me talk about these two-point, Charlie, good points. On the Texas, BC, Ontario, it has been surprisingly, our customer base is very understanding of the circumstance. I will tell you, the number one
thought that I have when I visit customers and get reactions to their observations of these circumstances is, they seem to be very understanding, because most of them have very large complex systems.
Frankly, most of them fall back on their personal relationship with MAXIMUS, the service that they are receiving, and are they satisfied. And that's their key point. So they are very understanding of large
systems that have difficulties. And their primary point of focus is the quality of the service that they are receiving, and that's what's most important to them. And I have yet to run across any situation where
services or the contracts that you've mentioned have swayed, I think, other customers' sentiment as it relates to the direct relationship with MAXIMUS. Okay?

On the second point, new contracts, is there a shift from fixed fee to cost plus? I don't think there's a macro shift. I do think that certain States procure in certain fashions and Federal Government, most notably,
leans towards cost plus. States and localities tend to lean towards fixed fee. And what's happening here as we propose and as we negotiate, while something is fixed fee, the detail is in the devils. You can
propose a fixed fee but provided you are very specific on the underlying assumptions, that's the key, and that's what we are really focused on. So, sustainably, while we can quote a fixed fee situation, we are
getting very particular to specify what we are going to deliver, what the responsibility of the client is, and when there's overages that are a result of factors outside of our control, we have the contractual
capability and moxie to go over to, basically, pursue collection for that additional work.

Charles Strauzer - CJS Securities - Analyst

So, on the call today, basically where there wasn't a remedy before and you had to kind of fight about it after the fact, now you are putting those remedies into the contract to avoid those situations?

Rich Montoni - MAXIMUS - President, CEO

That's correct.

Charles Strauzer - CJS Securities - Analyst

Great. Thank you very much.

Operator

The next question comes from the line of Tom Meagher with FBR.

Tom Meagher - Friedman, Billings, Ramsey Group, Inc. - Analyst

Yes, good morning. Rich, just a couple clarifications. First, when does the Texas contract actually transition back to the State?

And then secondly, given your comment about the $250 million liability that you could be subject to, is it fair to assume, without putting a number on it, that Accenture has a larger liability as the prime? I'm
just trying to gauge their willingness to be willing to settle this thing?

Rich Montoni - MAXIMUS - President, CEO

Tom, the term of the contract with the State runs through June of 2010. The commissioner has provided some public information, and, as you may be aware, there are some negotiations occurring, we
understand, between Accenture and the State to finalize this. But we did talk about certain components of the program winding up, I believe, in August of '08. But, otherwise, the prime contract, I believe, runs
through June of 2010. As it relates to limit of liability, our subcontract, the limit of liability is $250 million. And I believe that's the amount of limit of liability in the prime contract between Accenture and the
State.

Tom Meagher - Friedman, Billings, Ramsey Group, Inc. - Analyst

Okay. Thank you very much. I appreciate it.




Operator

The next question comes from the line of Matthew McKay with Jeffries and Company.

Matthew McKay- Jeffries and Co. - Analyst

Great. Good morning, guys. Just -- first of all, just to make sure I understand what's in the guidance, does -- do you assume that the Texas revenue -- or, I guess, what portions of the Texas revenue are you
assuming carry through the full year and that's in guidance?

David Walker- MAXIMUS - CFO

We actually don't assume a lot of revenue, but primarily, at this point, it's fairly fluid, is around the EB program. So, on the EB program, the client -- development client would like us to do it, I think Accenture
would like us to do the work, we are inclined to do the work, if we can get favorable terms. But its fluid and those are still under discussion. At this point, we are still presuming we do that work, which runs
about $5 million a quarter.

And Q2 will be decremented. We've modified the revenue recognition approach. And you can see that in the current quarter where we've gone from the classic accounting, when you earn it, you book it, to the
sort of thing we do on Rev Max contracts of what we call contingent revenue recognition, so it's much more cash basis. So, the revenue will be softer in Q2.

Matthew McKay- Jeffries and Co. - Analyst

Okay. And then, just remind me what the total revenue was for Texas in fiscal '06.

Rich Montoni- MAXIMUS - President, CEO

Let's look that up for you.

Matthew McKay- Jeffries and Co. - Analyst

Okay.

Rich Montoni- MAXIMUS - President, CEO

T've got $37 million.

David Walker- MAXIMUS - CFO

That's $37.3 million for fiscal '06, although Q1 was a ramp up on it and last year. So, it was 5.8 in Q1, 9.7 in Q2, 10.2 in Q3 and 11.5 in Q4, to give you the detail.

Matthew McKay- Jeffiies and Co. - Analyst

Okay. So, I guess, with the guidance, you're expecting that you are going to be able to grow overall top line despite a trail off in the Texas revenue in the back half of the year and Ontario?




David Walker- MAXIMUS - CFO

Yes.

Matthew McKay- Jeffries and Co. - Analyst

Okay. I just want to make sure I understood all the dynamics there. And then, just on the business development side --

David Walker- MAXIMUS - CFO

Matthew, just to hit on your point -- and it's hard, because there are a lot of moving pieces, so just to help you with that base ops view. If you take our financial revenues, which are $161.1 million, you can
compare to the same quarter last year, which are 162.7. If you took the Texas number out of there, which is kind of a strange number in the quarter because of the receivables, we reduced it as a negative
500,000. And if you adjusted for Ontario where we reduced revenue, you get to normalized revenues in Q1 of this year of $165.2 million. If you compare that on the same basis, which is you adjust for the
Ontario revenue last year and the Texas revenue last year was $156.4 million. So organic, if you will, same store to store sales, you've got a 5.7% growth in base revenue operations year-over-year, if that helps
you.

Matthew McKay- Jeffries and Co. - Analyst

That does help, actually, quite a bit.

David Walker- MAXIMUS - CFO

Great.

Matthew McKay- Jeffiies and Co. - Analyst

And then, just one final question, just more of characterizing the business development. How aggressive are you on the business developments in terms of trying to win new business now, given that you are
going through these issues right now? And then, just to compare that over the next year, do you expect to become more aggressive in the future?

Rich Montoni- MAXIMUS - President, CEO

That's a great question, and strategically in FY '07 we are focused very much on executing and delivering on those projects in our current book of business. And I very much want to keep much of our weight
in balance on that direction. Naturally, we do have what, I think, are respectable business development opportunities, and we think the market is very strong out there. We think demand is strong.

The long-term underlying dynamics, which I've always spoken about in terms of what's happening with our customer base and the programs, we have confirmation that that is very strong, so there's a lot of
opportunity out there. But in FY '07, we really want to keep our eye on the ball in executing the work we have at hand. When we have that core capability tuned up to the point we want it to have tuned up,
then FY '08 will be a great year to bring in additional work. And I think that's the key and that's the strategy behind moving a company away from a top line growth focus to a bottom line growth focus.

Matthew McKay- Jeffries and Co. - Analyst

Okay. Great. Thanks a lot, guys.

Operator

The next question comes from the line of Jason Kupferberg with UBS.




Jason Kupferberg- UBS - Analyst

Hey guys. I just want to try and synthesize the Texas situation if I can to get to understanding it properly. The message I'm getting is that your operational losses are poised to decline in the second half of this
FY, but then you still have the arbitration proceedings to deal with which could be a binary outcome with a maximum liability of 250 million?

Rich Montoni- MAXIMUS - President, CEO

I would agree with that.

Jason Kupferberg- UBS - Analyst

Okay. So, if that's the case, and given some of the inherent uncertainty of the arbitration outcome, would you be comfortable resuming buybacks or considering other cash deployment options in the second
half when the operating losses improve? Or do you really need to preserve the balance sheet to potentially cover arbitration damages that might not be known until 2008, based on the time line that you guys
laid out for the arbitration?

Rich Montoni- MAXIMUS - President, CEO

Jason, I think that's a very key issue for our Board of Directors to address, and that they do address, on a quarterly basis. I don't want to tip -- I don't want to indicate that we are inclined to change our policy as
it relates to buybacks, but what you -- your question certainly makes a point that it's an issue to be addressed. And that is an option, that is a path that we can pursue.

Jason Kupferberg- UBS - Analyst

I'm sorry, just so I understand, the path is, that fact you could pursue --

Rich Montoni- MAXIMUS - President, CEO

It is a path we could pursue. We have a direction we could take in terms of starting our repurchase program again as we enter this second quarter and beyond.

Jason Kupferberg- UBS - Analyst

Okay.

Rich Montoni- MAXIMUS - President, CEO

But I don't want to indicate that we are inclined to do that. What I want to say is that we will address that issue, and our Board is very much aware of the issue. We will address it, I'm certain, in our upcoming
March Board meeting.

Jason Kupferberg- UBS - Analyst

Okay. And just so I understand your next steps here in mid March, what it sounds like you guys are doing is effectively -- you're giving Accenture a chance to cure their defaults, right? But assuming that they
do not, and I would love to here your thoughts on the probability of that happening, but assuming that they do not, are you guys unilaterally pulling out of integrated eligibility? And if that's the case, could that
make the situation worse, or what? I'm sure you guys have thought through what Accenture's response to that might be. Just maybe talk through some of those scenarios, and, like I said, what the likelihood is
that Accenture will cure their faults in the next eight days.




Rich Montoni- MAXIMUS - President, CEO

Well, it's not -- It's really not appropriate for me to get into, because it's really Accenture's responsibility to assess the likelihood of a cure. You do point out that there's not a whole lot of time left, so we will
have to just wait and see what happens in eight days.

As it relates to transitioning the IE component, one very important consideration is the State's needs and the constituents of the States. And I sincerely believe that MAXIMUS and Accenture are very much
respectful of that. I believe the two firms have acknowledged the importance to make sure we are collectively responsible in that context. That was done in the CHIP program where our teams worked closely
together to come up with a very detailed transition plan, worked with the State to make sure they understood the elements of that plan and make sure that it was satisfactory.

And that plan is moving along, and I would expect the same thing in the IE transition program. We've had conversation. We are in the stages of structuring that transition program for IE, and I would expect that
it would be very responsive to the needs of the State. That's very important.

Jason Kupferberg- UBS - Analyst

Okay. And lastly, with the new information on Texas and Ontario, et cetera, does this change your fiscal '07 free cash flow guidance?

Rich Montoni- MAXIMUS - President, CEO

David.

David Walker- MAXIMUS - CFO

Yes, it does, actually. In just the changing of the earnings changes, the free cash flow. So, we currently think and our guidance for cash flow from operations for the year would be $20 to $30 million, with free
cash flow from break even to $10 million.

Jason Kupferberg- UBS - Analyst

Okay. Thanks.

Lisa Miles- MAXIMUS - IR

Thanks, Jason.

Operator

The last question comes from the line of Steve Balog with Cedar Creek Management.

Steve Balog- Cedar Creek Management - Analyst

You had mentioned earlier that some of the -- if a client has already been working with MAXIMUS, that the Texas and British Columbia and some of these issues don't bother them because they look at their
own experience. What about a new business situation? How does that work? Are the competitors trying to make hay of this, and how do you combat that?

Rich Montoni- MAXIMUS - President, CEO

1 would expect that the competitors will point to these matters. The good news is that I can't think of a competitor out there that has as few of situations as we do. So, all of the real players in this space have
projects that don't go according to plan, and I don't really see it as something that's raised time and again. I think what -- frankly, I think most of the industry looks at these as isolated situations. British
Columbia is not perceived to be negative. It's a long -- ten-year contract, new for that Province, we knew there would be up front investments. And, frankly, with new accounting rules, you tend to expense
those on the front end. While getting to profitability is taking longer than expected, I think people are understanding of that. And Texas, I think, quite frankly, is viewed as very unique, being subcontractor is
unique for MAXIMUS, the size of the contract is viewed as unique. So, I think most folks view that as very much a one-off unique situation.




Steve Balog- Cedar Creek Management - Analyst

Okay. And could you illuminate something you said earlier? You said, "The loss in the first quarter was 11.9, not 10.0 like we had hoped." There was modest improvement but not what you had hoped, due to,
I think you said, the environment. Would you clarify what you mean by the environment or what you were talking or what you meant there?

Rich Montoni- MAXIMUS - President, CEO

Sure. It was a quarter more focused on what we were going to do going forward with Accenture than focusing on improving and optimizing the existing contract. So it's unfortunate where we ended up, but
that's where we ended up.

Steve Balog- Cedar Creek Management - Analyst

Alright. Thanks.

Lisa Miles- MAXIMUS - IR

Thanks. I would like to thank everyone for joining us for our first quarter earnings call, and with that, the call will end.

Operator

Ladies and gentlemen, a replay of this call will be available to you within the hour. You can access the replay by dialing 1-800-207-7077 and entering pin number 5269. Again, that phone number is 1-800-
207-7077, pin number 5269.

Thank you ladies and gentlemen. This concludes today's teleconference. You may now disconnect.



