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Financial Highlights e

Year Ended September 30
(In Thousands, Except Per Share) 2008 2007
Net revenues $15,235 $19,690
Net income (loss) (1,806) 914
Net cash provided (used) by operating activitics (1,550 1,314
Net income (loss) per share — diluted § (35 $ .17
Cash dividends declared per share 10 10
Book value per share 98 1.42
Net working capital S 4285 $ 6,395
Shareholders’ equity 5,076 7,324
Total assets 7,002 9,876

General Employment Enterprises, Ine. and its wholly-
owned subsidiary, Triad Personnel Services, Inc.,
provide professional staffing services through a network
of 17 branch offices located in nine states. The Com-
pany specializes in information technology, account-
ing and engineering placements and offers its clients a
choice of three staffing options — contracting for the
services of the Company’s employees who are placed on
temporary contract assignments at clients’ premises;
hiring the Company’s contract employecs as their own
regular full-time employees through the Company’s
contract-to-hire option; or filling their openings for
regular full-time positions with candidates who have

been recruited and referred by the Company.

The Company’s offices operate under the trade names
General Employment Enterprises, Omni One, Business
Management Personnel, Triad Personnel Services or

Generation Technologies.

For the 2008 fiscal year, the Company derived
approximately 49% of its revenues from contract services

and 51% from placement services.

General Employment’s shares are traded on the NYSE
Aternext US stock exchange under the trading symbol
JOB.




Fellow Shareholders:

The optimism that [ felt going into this fiscal year
vanished quickly as the U.S. economy slowed to reces-
sion levels. Since the start of the recession in December
2007, we saw unemployment climb to a critical stage, as a
total of 1.9 million jobs were climinated. As aresult ofthe
weakened economy, the demand for our services softened,
which resulted in a 23% decline in our consolidated net

revenues from the prior year,

A contraction in the economy generally impacts our direct
hire business to a greater extent than our contract service
business. Qur direct hire revenues decreased 3 1%, while
contract service revenues decrcased 12%. The decline in
revenues was the result of 35% fewer placements and a

9% decrease in billable hours.

We’ve responded to the downturn by focusing on cost-
reduction actions. We closed three unprofitable offices
and reduced our staff, both in the field offices and at
Corporate headquarters. Since we do not know the
duration of the downturn, we will continue to diligently
look for areas where we can reduce costs without

impacting production.

To further counter the effects of the economic downturn,
we’ve invested in additional training for our management
team and staff, To date, we have seen positive results
from this investment. We have expanded our service to
include a broader array of industries and will market our
specialties: information technology, engineering/technical

and accounting positions in those industries.

One of our sirengths is our ability to provide clients with
the most qualified applicants, who are also a goad fit
within the client’s organization. We believe the majority
of the candidates who meet the criteria above ate ob-
tained through referrals and recruitment. As our commit-
ment to maintain a competitive edge, we will dedicate

more of our time to that process.

Adding to our strategy is the further development of our
contract business. Our goal is to market our contract
business to our current direct hire clients and to obtain a
new client base of contract business. Our contract
business tends to be less cyclical than our direct hire
business. Additionally, one of the first signs of economic
recovery is an increased demand for contract employees
and we want to put ourselves in a position to respond to

that need.

The Company will continue fo do cverything in its power
to become profitable once again. We have in the past and
will continue to evaluate strategic opportunities that will

lessen the impact of the economy on our business.

The staffing industry is facing a challenging period and
the future, as always, is uncertain. The demand for direct
hire correlates with the condition of the economy and will
present a challenge until we see an increase in capital
spending and the economy gains strength. However, the
proactive measures we have taken to cut costs and
redirect our focus should result in improvement in our
bottom line. We intend to come out of this downturn in a

position of competitive strength.

Thank you for your support.

okt ?a‘ln%/,

Herbert F. Imhoff, Jr.
Chairman of the Board and
Chief Executive Officer

December 16, 2008




General Employment Enterprises, Inc. and Subsidiary

Management’s Discussion and Analysis of
Financial Condition and Results of Operations

Overview

The Company provides contract and placement staffing
services for business and industry, specializing in the
placement of information technology, engineering and
accounting professionals. As of September 30, 2008,
the Company operated 17 offices located in nine
states.

The Company’s business is highly dependent on
national employment trends in general and on the
demand for professional staff in particular. Asan
indicator of employment conditions, the national
unemployment rate was 6.1% in September 2008 and
4.7% in September 2007. The change indicates a trend
toward a lower level of employment in the United States
during the last twelve months,

During the year ended September 30, 2008, the U.S.
economy experienced a period of uncertainty stemming
from problems in the housing and credit markets, and
the rate of growth in national payroll employment
turned negative. Management believes that employers
became very cautious about hiring during the period.
As a result, the Company experienced sharp declines
in both the number of placements and the number of
billable contract hours.

Consolidated net revenues for the year ended Septem-
ber 30, 2008 decreased 23% compared with the prior
year. Placement service revenues were down 31%, and
contract service revenues were down 12%. The effects
of lower consolidated net revenues resulted in a
$1,843,000 loss from operations this year, compared
with $6 13,000 of income from operatidns last year.

The Company’s current strategy is to improve perfor-
mance by enhancing staff training programs, to limit
losses by closing unprofitable operations and to
maintain control over operating costs.

Because long-term contracts are not a significant part
of the Company’s business, future results cannot be
eliably predicted by considering past irends or by
extrapolating past results.

Results of Operations

A summary of operating data, expressed as a percent-
age of consolidated net revenues, is presented below.

Year Ended September 30
2008 2007
Net revenues
Contract services 49.1% 42.9%
Placement services 509 571
Net revenues 1000  100.0
Cost of contract services 331 287
Selling, general and
administrative expenses 790 682
Income (loss) from operations (I21)%  3.1%

Net Revenues

Consolidated net revenues for the year ended Septem-
ber 30, 2008 were down $4,455,000 (23%) from the prior
year. Placement service revenues decreased $3,483,000
(31%), and contract service revenucs decreased
$972,000(12%).

As a result of the weaker economic conditions that
prevailed during the year ended September 30, 2008,
the Company experienced less demand for its services.
The decline in consolidated net revenues was the
result of 35% fewer placements and a 9% decrease in
the number of billable contract hours.

Cost of Contract Services

The cost of contract services includes wages and the
related payroll taxes and employee benefits of the
Company’s employees while they work on contract
assignments. There are no direct costs associated
with placement service revenues. The cost of contract
services for the year ended September 30, 2008 was
down $604,000 (11%)} as a result of the lower volume of
contract business. The gross profit margin on contract
business was 32.6%, which was about the same as the
prior year.




Management’s Discussion Continued

Selling, General and Administrative Expenses
Selling, general and administrative expenses include
the following categories:

+ Commission expense, which includes commissions
earned by the Company’s employment consultants and
branch managers on permanent and temporary place-
ments.

» Base compensation in the operating divisions,
which includes salaries, wages, unrecovered advances
against commissions, payroll taxes and employee
benefits associated with the management and opera-
tion of the Company’s staffing offices.

« Administrative compensation, which includes
salaries, wages, payroll taxes and employee benefits
associated with general management and the operation
of its finance, legal, human resources and information
technology functions.

« Occupancy costs, which includes office rent,
depreciation and amortization, and other office operat-
ing expenscs.

+ Recruitment advertising, which includes the cost of
identifying job applicants.

» Other selling, general and administrative expenses,
which includes travel, bad debt expense, fees for
outside professional services and other corporate-level
expenses such as business insurance and taxes.

The Company’s largest selling, general and administra-
tive expense is for commissions. Mast of the
Company’s employment consultants are paid on a
commission basis and receive advances against future
comrnissions. Advances are expensed when paid,
When commissions are earned, prior advances are
applied against them and the consultant is paid the net
amount. At that time, the Company recognizes the full
amount as commission expense, and advance expense
is reduced by the amount recovered. Thus, the

Company’s advance ¢xpense represents the net
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amount of advances paid, less amounts applied against
COMITISSIONS.

Selling, general and administrative expenses for the
year ended September 30, 2008 decreased $1,395,000
(10%). The largest reduction was for commission
expense, which was down 37% because of the lower
volume of placement business and lower average
commission rates. Base compensation in the operating
divisions increased 12%, primarily because of a higher
amount of unrecovered advances against commissions.
Administrative compensation was down 5%. Recruit-
ment advertising was up 12%, despite a lower volume
of job postings, because of higher costs per posting.
All other selling, general and administrative expenses
together increased 9%. Selling, general and administra-
tive expenses represented 79.0% of consolidated net
revenues, which was up 10.8 points from the prior year
because of the decline in revenues.

Other

Investment income for the year ended September 30,
2008 was down $264,000 (88%}, primarily due to a lower
average rate of return on investments. Returns in fiscal
2008 were adversely affected by a downturn in the
credit markets, and include a $126,000 unrealized
holding loss on trading securities.

There was no credit for income taxes as a result of the
pretax losses in the 2008 period, because there was not
sufficient assurance that future tax benefits would be
realized. There was no provision for income taxes in
the 2007 period, because of the availability of losses

carried forward from prior years.




Management’s Discussion Continued

Financial Conditien

As of September 30, 2008, the Company had cash and
cash equivalents of $4,165,000, which was a decrease of
$2,179,000 from September 30, 2007. Net working

capital at September 30, 2008 was 34,285,000, which was
adecrease of $2,110,000 from September 30, 2007, and
the curtent ratio was 3.8 to 1. Sharcholders’ equity as
of September 30, 2008 was $5,076,000, which repre-
sented 73% of total assets.

During the fiscal year ended September 30, 2008, the
net cash used by operating activities was $1,550,000.
The net loss for the period, adjusted for depreciation
and other non-cash charges, used 31,481,000, while
working capital items used an additional $69,600.

Expenditures for the acquisition of property and
equipment were $122,000 for the year ended September
30,2008.

In November 2007, the Company’s board of directors
declared a 5,10 per share cash dividend en its common
stock, which resulted in a total payment of $517,000 in
January 2008.

All of the Company’s office facilities are leased. As of
September 30, 2008, future minimum lease payments
under noncancelable lease agreements having initial
terms in excess of one year totaled §1,585,000. At that
date, the Company also had contractual obligations to
purchase approximately $800,000 of recruitment
advertising through December 2009,

The Company has an employment agreement with the
chief executive officer that provides for severance
benefits if the officer’s employment terminates for any
reason other than “cause.” The Company also has
arrangements covering other officers and key employ-
ees that would become effective if their employment
terminated under certain conditions following a change
in control of the Company. As of September 30, 2008,
the potential aggregate obligation under these arrange-
ments, if all such officers and employees were termi-
nated, was approximately $3,100,000.
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As of September 30, 2008, there were approximately
$3,700,000 of losses available to reduce federal taxable
income in future years through 2028, and there were
approximately $5,900,000 of losses available to reduce
statc taxable income in future ycars, expiring from
2009 through 2028. Future realization of the tax
benefits of net operating loss carryforwards ultimately
depends on the existence of sufficient taxable income
within the carryforward period. Based on the weight
of available evidence, the Company determined that it
is more likely than not that all of the deferred tax
assets will not be realized. Accordingly, the Company
maintained a full valuation allowance as of September
30, 2008. See “Income Taxes” in the Notes to Consoli-
dated Financial Statements for additional information.

The Company’s primary source of liquidity is from its
operating activitics. The Company’s philosophy
regarding the maintenance of cash balances reflects
management’s views on potential future needs for
liquidity. Despite recent losses, management believes
that existing cash balances will be adequate to finance
current operations for the foreseeable future.

Ofi-Balance Sheet Arrangements

As of September 30, 2008, and during the year then
ended, there were no transactions, agreements or
other contractual arrangements to which an uncon-
solidated entity was a party, under which the Com-
pany (a) had any direct or contingent obligation under
a guarantee contract, derivative instrument or variable
interest in the unconsolidated entity, or (b) had a
retained or contingent interest in assets transferred to
the unconsolidated entity.

Critical Accounting Policies

The consolidated financial statements are prepared in
conformity with accounting principles generally
accepted in the United States of America and the rules
of the United States Securities and Exchange Commis-
sion.




Management’s Discussion Continued

Management makes estimates and assumptions that can
affect the amounts of assets and liabilities reported as
of the date of the financial statements, as well as the
amounts of reported revenues and expenses during the
periods presented. Those estimates and assumptions
typically involve expectations aboul events to occur
subsequent to the balance sheet date, and it is possible
that actual results could ultimately differ from the
estimates. If differences were to occur in a subsequent
period, the Company would recognize those differences
when they became known. Significant matters requiring
the use of estimates and assumptions include deferred
income tax valuation allowances and accounts receiv-
able allowances. Management belicves that its esti-
mates and assumptions are reasonable, based on
information that is available at the time they are made.

The following accounting policies are considered by
management to be “critical” because of the judgments
and uncertainties involved, and because different
amounts would be reported under different conditions
or using different assumptions.

Income Taxes

Deferred tax assets and labilities arc determined based
on differences between the financial reporting and tax
bases of assets and liabilities, and are measured using
the enacted tax rates and laws that arc expected to be in
effect when the differences reverse. A valuation
allowance is recorded to reduce deferred tax assets to
the amount that is more likely than not to be realized as
a tax benefit in the future. If the Company were to
change its determination about the future realization of
tax benefits, the valuation allowance would be adjusted
as a provision or credit to income taxes in the period in
which the determination is made. fudgment is required
in assessing the likelihood that tax assets wili be
realized. These judgments are based on estimates about
future taxable income, which is inherently uncertain.

Accounts Receivable Allowances

An allowance for placement falloffs is recorded, as a
reduction of revenues, for estimated losses due to
applicants not remaining employed for the Company’s
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guarantee period. An allowance for doubtful accounts is
recorded, as a charge to bad debt expense, where
collection is considered to be doubtful due to credit
issues. These allowances reflect management’s estimate
of potential losses inherent in the accounts receivable
balances, based on historical loss statistics.

Recent Accounting Pronouncements

The Company adopted the requirements of Financial
Accounting Standards Board Financial Interpretation No.
48, “Accounting for Uncertainty in Income Taxes,” as of
Qctober 1, 2007. The interpretation specifies how tax
benefits for uncertain tax positions are to be measured,
recognized and disclosed in financial statements. The
adoption of it did not have a material effect on the
Company’s financial statements.

In September 2006, the FASB issued Statement of
Financial Accounting Standards No. 157, “Fair Value
Measurements”. Statement 157 defines fair value,
establishes a framework and gives guidance regarding
the methods used for measuring fair value, and it
expands disclosures about fair value measurcments.
Statement 157 is effective for the Company in the first
quarter of fiscal 2009. The Company does not expect the
adoption to have a material effect on its financial
statements,

Forward-Looking Statements

As a matter of policy, the Company does not provide
forecasts of future financial performance. However,
the Company and its representatives may from time to
time make written or verbal forward-looking
statements, including statements contained in press
announcements, reports to shareholders and filings
with the Securities and Exchange Commission. All
statements which address expectations about future
operating performance and cash flows, future events and
business developments, and future economic conditions




Management’s Discussion Concluded

are forward-looking statements within the meaning of
the Private Securities Litigation Reform Act of 1995,
These statements arc based on management’s then-
current expectations and assumptions. Actual
outcomes could differ significantly. The Company and
its representatives do not assume any obligation to
provide updated information.

Some of the factors that could affect the Company’s
future performance include, but are not limited to,
general business conditions, the demand for the
Company’s services, competitive market pressures, the
ability of the Company to attract and retain qualified
personnel for regular full-time placement and contract
assignments, the possibility of incurring liability for the
Company’s business activities, including the activities of
its contract employees and events affecting its contract
employecs on client premises, and the ability to attract and
retain qualified corporate and branch management.

General Employment Enterprises, Inc. and Subsidiary

Market Information

The Company’s common stock is listed on the NYSE
Alternext US stock exchange and is traded under the
symbol JOB. The following table sets forth the
quarterly high and low sales prices per share of the
Company’s common stock on the consolidated market
for each quarter within the last two fiscal years, as
reported by the NYSE Alternext US.

Fourth Third Second First
Quarter  Quarter  Quarter  Quarter

Fiscal 2008 :
High $.88 $1.39 31.70 $1.79
Low 38 76 131 1.50
Fiscal 2007

High $2.00 $347 $2.50 $190
Low 1.52 1.92 1.67 1.62

There were 705 holders of record on October 31, 2008.

On November 19, 2007, the Company declared a $.10 per
share cash dividend on its common stock, payable on
January 11, 2008 to shareholders of record as of
December 14, 2007. On November 20, 2006, the
Company declared a §.10 per share cash dividend on its
common stock, payable on January 9, 2007 to share-
holders of record as of December 15, 2006.




Consolidated Statement of Operations

General Employment Enterprises, Inc. and Subsidiary

Year Ended September 30
{In Thousands, Except Per Share) 2008 2007
Net revenues
Contract services $ 7476 $ 3,448
Placement services 7,759 11,242
Net revenues 15,235 19,690
Cost of contract services 5,037 5,641
Selling, general and administrative expenses 12,041 13,436
Income (loss) from operatiens (1,843) 613
Investment income 3 3N
Net income (loss) $ (1,806) 5 914
Average nuﬁber of shares
Basic 5,163 5,150
Diluted 5,163 5,308
Net income (loss) per share
Basic $ (35 $ .18
Diluted $ (35 $ .17
Cash dividends declared per share § .10 $ .10

See notes 1o consolidated financial statements.




General Employment Enterprises, Inc. and Subsidiary

Consolidated Balance Sheet

As of September 30
{In Thousands) 2008 2007
ASSETS
Current assets
Cash and cash equivalents $4,165 $ 6,344
Accounts receivable, less allowances (2008 —$151; 2007 — $248) 1,314 1915
Other current assets 313 252
Total current assets 5,792 8,511
Property and equipment, nét 791 929
Deferred compensation plan assets 419 436
Total assets $7,002 $9876
LIABILITIESAND SHAREHOLDERS’EQUITY
Current liabilities
Accrued compensation $ 1,001 $ 1,602
Other current liabilities 506 514
Total current liabilitics 1,507 2,116
Deferred coompensation plan liabilities 419 436
Shareholders’ equity
Preferred stock; authorized — 100 shares;

issued and outstanding — none — —
Common stock, no-par value; authorized —

20,000 shares; issued and outstanding —

5,165 shares tn 2008 and 5,153 shares in 2007 4987 4912
Retained earnings 89 2412
Total sharcholders’ equity 5,076 7,324

* Total liabilities and shareholders’ equity $ 7,002 $ 9,876

See notes to consolidated financial stutements.




Consolidated Statement of Cash Flows

General Employment Enterprises, Inc. and Subsidiary

Year Ended September 30
{In Thousands) 2008 2007
Operating activities
Net income (loss) $(1,8006) % 914
Depreciation and amortization 255 231
Other noncurrent items 70 73
Accounts receivable 601 63
Accrued compensation (601) 107
Other current items, net (69) (74)
Net cash provided (used) by operating activities {1,550) 1,314
Investing activities
Acquisition of property and equipment (122) (364)
Financing activities
Exercises of stock options 10 5
Cash dividends paid (517) (515)
Net cash used by financing activities (507) (510)
Increase (decrease) in cash and cash equivalents (2,179) 440
Cash and cash equivalents at beginning of year 6,344 5,904
Cash and cash equivalents at end of year $4,165 $6,344

See notes to consolidated financial statements.
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Consolidated Statement of Shareholders’ Equity

Year Ended September 30
(in Thousands) 2008 2007
Common shares outstanding
Number at beginning of year 5,153 5,148
Exercises of stock options 12 5
Number at end of year 5,165 5,153
Common stock
Balance at beginning of year $4.912 $4,839
Stock option expense 65 68
Exercises of stock options 10 5
Balance at end of year 34,987 $4,912
Retained earnings
Balance at beginning of year £2,412 $2,013
Net income (loss) (1,806) 914
Cash dividends declared 517 (515)
Balance at end of year $ 89 $2412

See notes 1o consolidated financial statements.
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Notes to Consolidated Financial Statements

The Company

General Employment Enterpriscs, Inc. (the “Company™)
operates in one industry segment, providing staffing
services through a network of branch offices located in
major metropolitan areas throughout the United States.
The Company specializes in providing information
technelogy, engineering and accounting professionals
to clients on either a regular placement basis or a
temporary contract basis. The Company has a diverse
customer base, and no single customer accounted for
more than 7% of its revenues during either of the last
two fiscal years

Significant Accounting Policies and Estimates

The consolidated financial statements are prepared in
conformity with accounting principles generally
accepted in the United States of America and the rules
of the United States Securities and Exchange
Commission. The more significant accounting policies
that are followed by the Company are summarized below.

Principles of Consolidation

The consolidated financial statements include the
accounts and transactions of the Company and its
wholly-owned subsidiary. All significant intercompany
accounts and transactions are eliminated in consolidation,

Estimates and Assumptions

Management makes estimates and assumptions that
can affect the amounts of assets and liabilities reported
as of the date of the financial statements, as well as the
amounts of reported revenues and expenses during the
periods presented. Those estimates and assumptions
typically involve expectations about events to oceur
subsequent to the balance sheet date, and it is possible
that actual results could ultimately differ from the
estimates. If differences were to occur in a subsequent
period, the Company would recognize those differences
when they became known. Significant matters requiring

12
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the use of estimates and assumptions include deferred
income tax valuation allowances and accounts
receivable allowances. Management believes that its
estimates and assumptions are reasonable, based on

information that is available at the time they are made.

Revenue Recognition

Placement service revenues are recognized when
applicants accept offers of employment, less a
provision for estimated losses due to applicants not
remaining employed for the Company’s guarantee
period. Contract service revenues are recognized when
services are rendered.

Cost of Contract Services

The cost of contract services includes the wages and
the related payroll taxes and employee benefits of the
Company's employees while they work on contract
assignments.

Income Taxes

Deferred tax assets and liabilities are determined based
on differences between the financial reporting and tax
bases of assets and liabilities, and are measured using
the enacted tax rates and laws that are expected to be in
effect when the differences reverse. A valuation
allowance is recorded to reduce deferred tax assets to
the amount that is more likely than not to be realized as

a tax benefit in the future.

Income or Loss Per Share

Basic income or loss per share is based on the average
number of common shares outstanding. Diluted income
per share is based on the average number of common
shares and the dilutive effect of stock options. Stock
options are not considered to be dilutive during loss
periods. Diluted income per share does not include the
effect of 155,000 stock options in fiscal 2007, because
the exercise price of those options was greater than the
average market value of the common stock during the
year, and including them would have had an anti-
dilutive effect on income per share,




Notes Continued

Cash Equivalents

Highly liquid investments with a maturity of three
months or less when purchased are considered to be
cash equivalents,

Accounts Receivable Allowances

An allowance for placement falloffs is recorded, as a
reduction of revenues, for estimated losses due 1o
applicants not remaining employed for the
Company’s guarantee period. An allowance for
doubtful accounts is recorded, as a charge to bad debt
expense, where collection is considered to be
doubtful due to credit issues. These allowances
together reflect management’s estimate of the
potential losses inherent in the accounts receivable
balances, based on historical loss statistics.

Property and Equipment

Property and equipment are recorded at cost.
Depreciation expense is calculated on a straight-line
basis over estimated vuseful lives of five years for
computer equipment and two to ten years for office
equipment, furniture and fixtures. The Company
capitalizes computer software purchased or developed
for internal use, and amortizes it over an estimated
useful life of five years. The carrying value of property
and equipment is reviewed for impairment whenever
events or changes in circumstances indicate that it may
not be recoverable. If the carrying amount of an asset
group is greater than its estimated future undiscounted
cash flows, the carrying vaiue is written down to the
estimated fair value.

Deferred Compensation Plan

The Company has a rabbi trust agreement to protect
the assets of its nonqualified deferred compensation
plan. The accounts of the rabbi trust are included in
the consolidated financial statements. Investments

held by the trust are included in other assets, and an
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offsetting obligation is included in other liabilities.
The investments are considered to be trading securi-
ties and are reported at fair value, with the realized and
unrealized holding gains and losses being recorded in
investment income, and an offsetting amount is
recorded in selling, general and administrative ex-

penses.

Stock-Based Compensation

Compensation expense is recorded for the fair value of
stock options issued to employees. The expense is
measured as the estimated fair value of the stock
options on the date of grant and is amortized over the
vesling periods.

Recent Accounting Pronouncements

The Company adopted the requirements of Financial
Accounting Standards Board Financial Interpretation
No. 48, “Accounting for Uncertainty in Income Taxes,”
as of October 1, 2007. The interpretation specifies how
tax benefits for uncertain tax positions are to be
measured, recognized and disclosed in financial
statements. The adoption of it did not have a material

effect on the Company’s financial statements.

In September 2006, the FASB issued Statement of
Financial Accounting Standards No. 157, “Fair Value
Measurements”. Statement 157 defines fair value,
establishes a framework and gives guidance regarding
the methods used for measuring fair value, and it
expands disclosures about fair value measurements.
Statement 157 is effective for the Company in the first
quarter of fiscal 2009. The Company does not expect
the adoption to have a material effect on its financial
statements.
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Notes Continued

Investment Income

The components of investment income are as follows:

General Employment Enterprises, Inc. and Subsidiary

The net deferred income tax asset balance as of
September 30 related to the following:

{In Thousands) 2008 2007
Interest income $163 $ 260
Gain (loss) on investments {126) 4
Investment income $ 37 $ 301

The gains and losses on invesiments represent
unrealized holding gains and losses on trading securi-
ties.

Income Taxes

The components of the provision for income taxes are

as follows:
(In Thousands) 2008 2007
Current tax provision $ — §—

Deferred tax provision (credit) related to

Temporary differences (39) (55)
Loss carryforward (607) 457
Valuation allowances 646 (402)
Provision for income taxes $— 5 —

The differences between income taxes calculated at the
34% statutory U.S, federal income tax rate and the
Company’s provision for income taxes are as follows:

(I Thousands) 2008 2007

(In Thousands) 2008 2007
Temporary differences § 343 § 304
Net operating loss carryforwards 1,499 892
Valuation allowances (1,842) (1,196}
Net deferred income tax asset § — 5 —

Income tax provision {credit) at statutory

federal tax rate 614y 311
Federal valuation allowance 604 317
Other 10 6
Provision for income taxes $ — § —

14

As of September 30, 2008, there were approximately
$£3,700,000 of losses available to reduce federal taxable
income in future years through 2028, and there were
approximately $5,900,000 of losses available to reduce
state taxable income in future years, expiring from 2009
through 2028.

Future realization of the tax benefits of existing
temporary differences and net operating loss
carryforwards ultimately depends on the existence of
sufficient taxable income within the carryforward
period.

As of September 30, 2008, the Company performed an
evaluation to determine whether a valuation allowance
was needed, in accordance with Statement of Financial
Accounting Standards No. 109, “Accounting for
Income Taxes.” The Company considered all available
evidence, both positive and negative, which included
the results of operations for the current and preceding
years.

The Company also considered whether there was any
currently available information about future years.
Because long-term contracts are not a significant part
of the Company’s business, future results cannot be
reliably predicted by considering past trends or by
extrapolating past results. Moreover, the Company’s
earnings are strongly influenced by national economic
conditions and have been volatile in the past. Consid-
ering these factors, the Company determined that it
was not possible to reasonably quantify future taxable

income.




Notes Continued

Based on the weight of available evidence, as required
by Statement 109, the Company determined that it is
more likely than not that all of the deferred tax assets
will not be realized. Accordingly, the Company
maintained a full valuation allowance as of September
30,2008.

As of September 30, 2008, the Company’s federal

income tax returns for fiscal 2005 and subsequent years
were sibject to examination.

Property and Equipment

Property and equipment consisted of the following as
of September 30:

{In Thousands)} 2008 2007

Computer equipment and software $227¢ 82294

Office equipment, furniture and fixtures 1,332 1,543
Total property and equipment, at cost 3,608 3,837
Accumulated depreciation

and amortization (2.817)  (2,908)
Property and equipment, net F 791 F 929

During fiscal 2008, the Company disposed of fully-
depreciated property and equipment, primarily office
furniture and computer equipment, having an original
cost of $351,000. During fiscal 2007, the Company
disposed of fully-depreciated property and equipment,
primarily computer equipment, having an original cost
of $550,000.
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Other Current Liabilities

Other current liabilities consisted of the following as of

September 30:

{In Thousands) 2008 2007
Accounts payable 5 84 393
Accrued expenses 247 219
Deferred rent 175 202
Total other current liabilities £506 £514
Lease Obligations

The Company leases space for all of its branch offices,
which are located either in downtown or suburban
business centers, and space for its corporate headquar-
ters. Branch offices are generally leased over periods
from three to five years, The corporate office lease
expires in 2015, and it may be cancelled by the Com-
pany in 2012 under certain conditions. The leases
generally provide for payment of basic rent plus a share
of building real estate taxes, maintenance costs and
utilities.

Rent expense was $1,018,000 in fiscal 2008 and $992,000
in fiscal 2007. As of September 30, 2008, future mini-
mum lease payments under noncancelable lease
agreements having initial terms in excess of one year
totaled $1,585,000, as follows: fiscal 2009 - $646,000,
fiscal 2010 - $497,000, fiscal 2011 - $343,000, and fiscal
2012 -$99,000.

Commitments
As of September 30, 2008, the Company had contractual

obligations to purchase approximately $800,000 of
recruitment advertising through December 2009.
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Notes Continued

Retirement Plans

The Company has a 401(k) retirement plan in which all
full-time employees may participate after one year of
service. Under the plan, eligible participants may
contribute a portion of their earnings to a trust, and the
Company makes matching contributions, subject to
certain limitations.

The Company has a nenqualified deferred compensa-
tion plan for certain officers. Under the plan, the
Company contributes a percentage of each participant’s
earnings to a rabbi trust under a defined contribution
arrangement. The participants direct the investments
of the trust, and the Company does not guarantee
investment performance. Participant account balances
are payable upon retirement or termination from the
Company, subject to certain vesting requirements.

The investments in the trust as of September 30, 2008
and 2007 were valued using quoted market prices. The
effect of using fair values is that unrealized holding
gains and losses are reflected in investment income,
with an offsetting amount being reflected in the cost of
retirernent plans.

The cost of retirement plans was $58,000 in fiscal 2008
and $22 1,000 in fiscal 2007.

Stock Option Plans

As of September 30, 2008, there were stock options
outstanding under the Company’s 1995 Stock Option
Plan, Amended and Restated 1997 Stock Option Plan
and 1999 Stock Option Plan. All three plans were
approved by the shareholders. The 1995 Stock Option
Plan expired during fiscal 2006, and no further options
may be granted under that plan. The plans granted
specified numbers of options to non-employee direc-

tors, and they authorized the Compensation Committee
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of the Board of Directors to grant either incentive or
non-statutory stock options to employees. All stock
options outstanding as of September 30, 2008 were
non-statutory stock options, had exercise prices equal
to the market price on the date of grant, and had
expiration dates ten years after the date of grant.

A summary of stock option activity is as follows:

(Number of Options in Thousands) 2008 2007

Number of options cutstanding.

Beginning of year 615 515
Granted — 105
Exercised (12) )]
End of year 603 615

Number of options exercisable

at end of year 513 470
Number of options available for grant
at end of year 98 98

Weighted average option prices per share

Granted during the year $— 5217
Exercised during the year .86 86
Outstanding at end of year 1.34 1.33
Excrcisable atend of year 1.21 1.12

The average fair value of stock options granted was
estimated to be $0.95 per share in fiscal 2007. This
estimate was made vusing the Black-Scholes option
pricing model and the following weighted average

assumptions:

2007
Expected option life (years) 4.0
Expected stock price volatility 52.0%
Expected dividend yield 0.4%
Risk-free interest rate 4.4%




Notes Concluded

Stock-based compensation expense was $65,000 in
fiscal 2008 and $68,000 in fiscal 2007. As of September
30, 2008, there was $26,000 of unrecognized compensa-
tion expense related to unvested stock options
outstanding, and the weighted average vesting period
for those options was 0.4 years.

Stock options outstanding as of September 30, 2008
were as follows (number of shares in thousands):

Weighted Weighted  Average
Range of Number  Average  Number  Avernge Remaining
Exercise Prices  Outstanding  Price Exercisable Price  Life (Years)

At §.86 336 % .86 336 $ 86 39
$1.251052.45 267 1.95 177 1.86 6.7

As of September 30, 2008, the aggregate intrinsic value
of outstanding stock options and exercisable stock
options was zero.

Severance Arrangements

The Company has an employment agreement with the
chicf executive officer that provides for severance
benefits if the officer’s employment terminates for any
reason other than “cause.” The Company also has
arrangements covering other officers and key employ-
ees that would become effective if their employment
terminated under certain conditions following a change
in control of the Company. As of September 30, 2008,
the potential aggregate obligation under these arrange-
ments, if all such officers and employees were termi-
nated, was approximately $3,100,000.
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Shareholder Rights Plan

On February 4, 2000, the Company adopted a share-
holder rights plan, and the Board of Directors declared
a dividend of one share purchase right for each share
of outstanding common stock.

The rights will become exercisable if any person or
affiliated group (other than certain “‘grandfathered”
sharcholders) acquires, or offers to acquire, 10% or
more of the Company’s outstanding common shares.
Each exercisable right entitles the holder (other than the
acquiring person or group) to purchase, at a price of
$21.50 per share, common stock of the Company having
a market value equal to two times the purchase price.
The purchase price and the number of common shares
issuable on exercise of the rights are subject to
adjustment in accordance with customary anti-dilution

provisions.

The Board of Directors may authorize the Company to
redeem the rights at a price of $.01 per right at any time
before they become excrcisable. After the rights
become exercisable, the Board of Directors may
authorize the Company to exchange any unexercised
rights at the rate of one share of common stock for each
right. The rights are nonvoting and will expire on
February 22, 2010.
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Report of iIndependent Registered Public Accounting Firm

Board of Directors and Shareholders
General Employment Enterprises, Inc.
Qakbrook Terrace, llinois

We have audited the accompanying consolidated
balance sheets of General Employment Enterprises, Inc.
and subsidiary as of September 30, 2008 and 2007 and
the related consolidated statements of operations,
shareholders’ equity, and cash flows for the years then
ended. These financial statements are the responsibility
of the Company’s management. Our responsibility is to
express an opinion on these financial statements based
on our audits.

We conducted our audits in accordance with the
standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we
plan and perform the audits to obtain reasonable
assurance about whether the financial statements are
free of material misstatement. An audit includes
consideration of internal control over financial reporting
as a basis for designing audit procedures that are
appropriate in the circumstances, but not for the
purpose of expressing an opinion on the etfectiveness
of the Company’s internal control over financial
reporting. Accordingly, we express no such opinion.
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An audit also includes examining, on a test basis,
evidence supporting the amounts and disclosures in the
financial statements, assessing the accounting principles
used and significant estimates made by management, as
well as evaluating the overall financial statement presen-
tation. We believe that our audits provide a reasonable
basis for our opinion.

In our opinion, the consolidated financial statements
referred to above present fairly, in all maternial respects,
the consolidated financial position of General Employ-
ment Enterprises, Inc. and subsidiary at September 30,
2008 and 2007, and the consolidated results of their
operations and their cash flows for the years then ended,
in conformity with accounting principles generally
accepted in the United States of America.

BDO M«»{, L p

Chicago, [llinois
November 19, 2008
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Selected Financial Data

Year Ended September 30
(Dollars In Thousands, Except Per Share) 2008 2007 2006 2005 2004 2003
Operating Results
Contract service revenues $ 7.476 $8,448 S 10,253 $11,754 S11,750  $11,477
Placement service revenues 7,759 11,242 9,815 8,594 6,231 5,488
Total revenues 15,235 19,690 20,068 20,348 17,981 16,965
Cost of contract services 5,037 5,641 7,256 8,335 8,520 7875
Selling, general and
administrative cxpenses 12,041 13,436 12,023 11,436 10,273 12,587
Income (loss) from operations (1,843) 613 789 571 (812) (3,497)
Investment income 37 301 213 94 34 58

Income (loss) from continuing operations  $ (1,806) $ 914 $ 1,002 $ 671 § (778) §(3,439)

Per Share Data
Average number of shares {thousands)

Basic 5,163 5,150 5,148 5,142 5,131 5,121

Dituted 5,163 5,368 5,338 5,355 5,131 5,121
Income (loss) from continuing operations

per share

Basic $ (35 5§ .18 8§ 19 5 13 3 (15 § (.67)

Diluted (.35) 17 .19 A3 (15 (.67)
Cash dividends declared per share 10 10 — — — —
Book value per share 98 142 1.33 1.14 1.01 1.27
Closing market price per share 45 161 1.69 208 209 0.85
Balance Sheet Data
Net working capital $ 4,285 $ 6,395 $ 6,051 $ 5218 $ 4,630 % 4,333
Long-term obligations 419 436 296 192 124 114
Sharcholders” equity 5,076 7,324 6,852 5,850 5,168 6,524
Total assets 7,002 9,876 9,275 8,364 7,294 8,691
Ratio Analysis
Current ratio 3.8 4.0 i8 3.2 33 31
Gross profit margin on contract services 32.6% 33.2% 292% 29.1% 27.5% 31.4%
Profit margins

Income (loss) from opcrations (12.1) i1 39 28 4.5) (20.6)

Income (loss) from continuing operations {(11.9) 4.6 5.0 33 4.3) (20.3)
Rate of return from continuing operations

on average equity (29.1) 12.9 15.8 122 (13.3) 41.7)
Shareholders’ equity to total assets 725 742 739 69.9 70.9 75.1
Offices and Employees at End of Year
Number of offices 17 19 20 19 19 22
Number of employees 250 280 320 330 340 340

The results of a business sold in 2004 are reflected as discontinued operations for 2004 and prior periods.
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