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PART I
ITEM 1. BUSINESS

Heidrick & Struggles International, Inc. ("Heidrick & Struggles") is a
premier provider of executive-level search and leadership consulting services.
We help our clients build leadership teams by facilitating the recruitment,
development and retention of their executive and mid-level management
positions. During 2001, we operated principally through two lines of business:
Executive Search and LeadersOnline, our mid-level management recruiting
business.

Heidrick & Struggles and its predecessors have been in the executive search
business for approximately 48 years. On February 26, 1999, Heidrick & Struggles
Inc., which operated primarily in North America, Latin America and Asia
Pacific, merged with and into Heidrick & Struggles International, Inc., which
operated in Europe. As a result of the merger, today we provide our services to
a broad range of clients through our worldwide network of 432 consultants
located in major cities around the world. We provide our executive search
services on a retained basis to a broad range of clients, recruiting senior
executives who often earn more than $180,000 annually. Our clients include the
following:

Fortune 500 companies

Major non-U.S. companies

Middle market and emerging growth companies
Governmental and not-for-profit organizations
Other leading private and public entities

The executive search industry is highly fragmented, consisting of more than
5,000 executive search firms worldwide. According to trade publications, only
eight firms/alliances generated more than $100 million in worldwide revenue
during 2001. Executive search firms are generally separated into two broad
categories: retained search firms and contingency search firms. Retained
executive search firms fulfill their clients' senior leadership needs by
identifying, evaluating, assessing and recommending qualified candidates for
positions typically with annual cash compensation of $150,000 and above.
Retained executive search firms generally are compensated for their services
whether or not they are successful in placing a candidate, and are generally
retained on an exclusive basis. In contrast, contingency search firms typically
focus primarily on positions with annual cash compensation of less than
$150,000 and are compensated only upon successfully placing a recommended
candidate. Executive search firms normally charge a fee for their services
equal to approximately one-third of the first year's total compensation for the
position being filled.

Our executive search process typically consists of the following steps:

Analyze the client's needs in order to understand its organizational
structure; determine the required set of skills for the position,
relationships and culture; define the required experience; and identify
the other characteristics necessary for the successful candidate

Interview and evaluate candidates on the basis of experience and
potential cultural fit with the client organization

Present confidential written reports on the candidates who most closely
fit the position specification

Schedule a mutually convenient meeting between the client and each
candidate

Collect references on the final candidate

Assist in structuring the compensation package and supporting the
successful candidate's integration into the client team

Over the past several years we have begun to expand our services beyond
Executive Search. In March 1999, we launched our mid-level recruiting business
as a separate subsidiary called LeadersOnline, after approximately two years of
development. As of January 1, 2002, we completed the integration of
LeadersOnline into our Executive Search

1



business and now market it primarily in the United States and Europe under the
name Heidrick & Struggles Management Search. Our focus is the placement of high
potential executives and professionals who represent the next generation of
leadership within organizations, utilizing tools that include the Internet and
our proprietary candidate matching and tracking technology. The positions for
which we recruit in this practice typically have annual compensation in the
$75,000 to $180,000 range. For several years, we have offered management
assessment and interim executive placement services in Europe. In late 2000, we
extended our management assessment business to the United States and other
parts of the world. This service, called Heidrick & Struggles Executive
Assessment, provides senior-level executives with objective assessments of the
individuals and teams reporting to them. In addition, we plan to expand our
interim executive management placement offering into the United States in early
2002.

Matrix Structure

Our matrix structure, which is organized by geography, industry practices
and functional positions, is designed to enable us to better understand our
clients' cultures, operations, business strategies and industries, thereby
improving our ability to serve them.

Geographic Structure. We provide executive-level search and leadership
consulting to our clients worldwide through our locations in 34 countries. Most
locations are managed by an Office Managing Partner or a Partner in Charge, and
staffed with consultants, associates, administrative assistants and other
support staff. Administrative functions are centralized where possible,
although certain support and research functions are situated regionally because
of variations in local requirements.

Industry Practices. We have seven core industry practice groups within
Executive Search: financial services, technology, industrial, consumer
products, health care, professional services, and higher
education/not-for-profit. These core industry practice groups and their
relative sizes, as measured by revenue for 2001, are as follows:

Percentage

of
Industry Practice Group Revenue
Financial Services............. 28%
Technology.......covviinnnnn. 25
Industrial.............ccvuvunnn 17
Consumer Products.............. 13
Health Care.................... 8
Professional Services.......... 5
Higher Education/Not-for-Profit 3
Oother........viiiiiiin.. 1

100%

Executive search consultants from each of these industry practice groups may
reside in any one of our locations. Certain markets have a significant
concentration of companies within particular industry sectors, and we have
designated certain locations as competency centers for a practice. For example,
our Financial Services practice group has its largest concentration of
consultants in New York and London, two of the largest financial centers in the
world. Each industry practice group is coordinated by a Practice Managing
Partner who establishes marketing and search strategies, identifies focused
accounts and target clients, and facilitates and assists with the group's
marketing activities.

Functional Specialties. We recognize that searching for candidates for
certain executive positions often requires specialized skill in much the same
way as a search for an executive in a particular industry. As a result,
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many of our executive search consultants also specialize in searches for
functional positions such as members of boards of directors, chief executive
officers, chief financial officers and chief information officers. Typically, a
consultant in a particular industry practice group who receives an assignment
for a given functional position will consult throughout the search assignment
with one or more colleagues with the appropriate functional expertise. This
coordination benefits our clients because the best candidate for certain
functional positions often will come from a different industry. For example, a
client in the industrial sector seeking a new chief information officer may
benefit from exposure to a candidate whose background is in the health care
sector, even though that candidate may be less well known by the members of our
Industrial practice group. Because our functional specialists tend to have
experience with appropriate candidates from many different industries, they can
bring the necessary experience from a range of industry practice groups to the
assignment.

On a given search assignment, we will generally utilize the expertise of
executive search consultants in more than one of our locations, industry
practice groups and functional specialties. For example, an executive search
for a chief financial officer of a technology company located in the United
Kingdom may involve an executive search consultant in the United Kingdom with
an existing relationship with the client, another executive search consultant
in Menlo Park with expertise in the Technology practice group and a third
executive search consultant in New York with expertise in chief financial
officer recruiting.

Information by Segment
Executive Search Regions:

North America. As of December 31, 2001, we employed 217 executive search
consultants working in our North America segment, which includes the United
States (except Miami) and Canada. Our North America segment generated
approximately 52% of our worldwide revenue in 2001. The largest offices in this
segment in terms of revenue are New York, Chicago and Menlo Park.

Latin America. As of December 31, 2001, we had 23 executive search
consultants working in our Latin America segment, which includes Mexico and the
rest of Latin America, as well as Miami, which serves as the gateway office to
the region. Approximately 3% of our worldwide revenue in 2001 was generated in
this segment.

Europe. As of December 31, 2001, we had 157 executive search consultants in
18 European countries and one location in the Middle East. Our Europe segment
generated approximately 34% of our worldwide revenue in 2001. Germany, the
United Kingdom and France produced the highest levels of revenue in this
segment.

Asia Pacific. As of December 31, 2001, we had 35 executive search
consultants in the Asia Pacific segment. This segment generated approximately
6% of our worldwide revenue in 2001.

LeadersOnline:

LeadersOnline, headquartered in Aliso Viejo, California during 2001, had 49
full-time employees as of December 31, 2001. LeadersOnline represented
approximately 5% of our worldwide revenue in 2001. In early 2002, we completed
the integration of LeadersOnline into our Executive Search business and will
operate it as a practice within our Executive Search business.

For financial information relating to each operating segment, see Note 3 in
the Notes to Consolidated Financial Statements.

Seasonality
Historically, in years that were not affected by significant economic
change, there has been some seasonality in our business. As a percentage of

total annual revenue, the first and fourth quarters of the year are
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typically the lowest, although on average, the variance between the highest and
lowest revenue quarters is less than five percentage points.

Clients and Marketing

Our consultants market the firm's executive and management search services
through two principal means: targeted client calling and industry networking
with clients and referral sources. These efforts are assisted by our databases,
which provide all our consultants with information as to contacts made by their
colleagues with particular referral sources, candidates and clients. In
addition, we benefit from a significant number of referrals generated by our
reputation for successfully completed assignments.

Either by agreement with clients or for client relations purposes, executive
search firms sometimes refrain from recruiting employees of a client, and
possibly other entities affiliated with that client, for a specified period,
generally not more than one year from the commencement of a search. We seek to
mitigate adverse effects of these blocking arrangements by strengthening our
long-term relationships, thereby communicating our belief to prospective
clients that we can conduct searches without off-limits issues impeding the
quality of our work.

No single client accounted for over 3% of our revenue in 2001.
Information Management

We rely on technology to support our consultants and staff in the search
process. Our technology infrastructure consists of internally developed
databases containing candidate profiles and client records, coupled with online
services and industry reference sources. We use technology to manage and share
information on current and potential clients and candidates, to communicate to
both internal and external constituencies, and to support administrative
functions. Over the past several years, we have invested in improving regional
systems. We intend to continue to invest in our own systems, focusing on a
global search system, and our financial management and reporting systems.

Professional Staff and Employees

Our executive search professionals are categorized either as consultants or
associates. Associates assist consultants by conducting research, making
initial contact with candidates in some instances, and performing other
functions. As of December 31, 2001, we had 1,844 full-time employees, of whom
432 were executive search consultants, 534 were associates, 829 were other
search, support and corporate staff, and 49 worked for LeadersOnline. During
2001, we reduced our workforce by approximately 620 people, or 25% of our
global workforce, including 136 executive and management search consultants, in
order to adjust to economic conditions. As of February 28, 2002, we reduced our
global workforce by approximately 60 additional employees, including 23
executive and management search consultants.

In each of the past five years, no single consultant accounted for any
material portion of our revenues. We most frequently recruit our consultants
from other executive search firms, or from the industries represented by our
practices. In the latter case, these are often seasoned managers who are
entering the search profession as a second career, and who we train in our
techniques and methodologies. We are not a party to any collective bargaining
agreement and we consider relations with our employees to be good.
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Competition

The executive search industry is highly competitive. There are relatively
few barriers to entry into the executive search industry. While we face
competition to some degree from all firms in the industry, we believe our most
direct competition comes from other established retained search firms. In
particular, we compete against other large search firms specializing in
senior-level executive search, including Spencer Stuart & Associates, Egon
Zehnder International, Russell Reynolds Associates, Inc., Korn/Ferry
International and TMP Worldwide, Inc. To a lesser extent, we also face
competition from smaller boutique or specialty firms that specialize in certain
regional markets or industry segments. Each firm with which we compete is also
a competitor in seeking to attract the most effective consultants. In our
experience, the executive search business is more quality-sensitive than
price-sensitive, particularly in senior-level assignments. As a result, we
compete on the level of service we offer, reflected by our industry practice
groups, functional specialties and client focus, and, ultimately, on the
quality of our search results. We believe that our emphasis on senior-level
executive search, the depth of experience of our search consultants and our
global presence enable us to compete favorably with other executive search
firms in the United States and elsewhere.
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OUR EXECUTIVE OFFICERS

The following lists our executive officers as of March 1, 2002.

Name Age Position with Company

Piers Marmion........ 43 Chairman and Chief Executive Officer; Director
David C. Anderson.... 59 President and Chief Operating Officer; Director
John T. Gardner...... 58 Vice Chairman, Board Services

Brian M. Sullivan.... 48 Vice Chairman, Client Services

Kevin J. Smith....... 47 Chief Financial Officer; Treasurer

Stephanie W. Abramson 57 Chief Legal Officer and Chief Corporate Development
Officer; Secretary
Knox J. Millar....... 48 Chief Human Resources Officer

Our executive officers serve at the discretion of our Board of Directors.
There are no family relationships between any executive officer or director.
The following information sets forth the business experience for at least the
past five years for each of our executive officers as of March 1, 2002.

Piers Marmion has been our Chairman since December 2001, our Chief Executive
Officer since October 2001 and a member of our Board of Directors since March
2001. Prior to his appointment as Chief Executive Officer, Mr. Marmion was
Chief Operating Officer and President--International of Heidrick & Struggles
Executive Search since August 2000. Prior to joining us, Mr. Marmion was Chief
Operating Officer Worldwide and Head of Europe and Asia at Spencer Stuart &
Associates from 1994 to 2000.

David C. Anderson has been our President and Chief Operating Officer since
October 2001 and a member of our Board of Directors since 1999. Previously, Mr.
Anderson had been President and Chief Executive Officer of Heidrick & Struggles
Executive Search since June 2000. Mr. Anderson was also President--Americas of
Heidrick & Struggles Executive Search from September 1999 until June 2000. From
November 1998 to September 1999, he was North America Managing Partner; prior
to that he held the position of Office Managing Partner in our Dallas office
since joining the firm in 1992.

John T. Gardner has been our Vice Chairman, Board Services since October
2001. Prior to that, Mr. Gardner was President, Global Practices from June 2000
to October 2001 and Managing Partner of our Industrial practice group from
November 1993 to June 2000.

Brian M. Sullivan has been Vice Chairman, Client Services since October
2001. Previously, Mr. Sullivan was Managing Partner of our Global Financial
Services practice group from September 1999 to October 2001. From 1988 to 1999,
he was President of Sullivan & Company which we merged with in September 1999.
Mr. Sullivan is on a leave of absence and is expected to return to full time
employment no later than December 31, 2002.

Kevin J. Smith has been our Chief Financial Officer and Treasurer since
joining us in January 2002, after the resignation of Donald Kilinski as Chief
Financial Officer on January 31, 2002. Prior to that, Mr. Smith was the
Executive Vice President and Chief Financial Officer from 2000 to 2001 and the
Senior Vice President and Chief Accounting Officer from 1998 to 2000 at True
North Communications, Inc. From 1997 to 1998 he held various positions with
Midcom Communications, Inc., including Executive Vice President and Chief
Financial Officer, Chief Executive Officer, and consultant.

Stephanie W. Abramson has been our Chief Legal Officer and Chief Corporate
Development Officer and Secretary since joining us in February 2001. Prior to
that, Ms. Abramson was Executive Vice President, General Counsel and Secretary
at Young & Rubicam Inc., from 1995 to 2001. From 1980 to 1995, she was a
partner in the law firm of Morgan, Lewis and Bockius.

Knox J. Millar has been our Chief Human Resources Officer since joining us
in June 2001. Prior to that, Mr. Millar was an independent human resource
consultant from 2000 to 2001. From 1999 to 2000 he was Executive Vice President
Human Resources Worldwide at Young & Rubicam Inc. From 1998 to 1999 he was an
independent human resource consultant. From 1991 to 1998 he was Senior Vice
President Human Resources at EMI Music Worldwide.
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RISK FACTORS

In addition to other information in this Form 10-K, the following risk
factors should be carefully considered in evaluating Heidrick & Struggles'
business because such factors currently may have a significant impact on our
operating results and financial condition. As a result of the risk factors set
forth below and elsewhere in this Form 10-K, and the risk factors discussed in
Heidrick & Struggles' other Securities and Exchange Commission filings, actual
results could differ materially from those projected in any forward-looking
statements.

We depend on attracting and retaining qualified consultants.

Our success depends upon our ability to attract and retain consultants who
possess the skills and experience necessary to fulfill our clients' executive
and management search needs. Our ability to hire and retain qualified
consultants could be impaired by any diminution of our reputation, decrease in
compensation levels or restructuring of our compensation system, or competitor
hiring programs. If we cannot attract, hire and retain such consultants, our
business, financial condition and results of operations will suffer.

We may not be able to prevent our consultants from taking our clients with them
to another firm.

Our success depends upon the ability of our consultants to develop and
maintain strong, long-term relationships with our clients. Usually, one or two
consultants have primary responsibility for a client relationship. When a
consultant leaves one executive search firm and joins another, clients that
have established relationships with the departing consultant may move their
business to the consultant's new employer. We may also lose clients if the
departing consultant has widespread name recognition or a reputation as a
specialist in executing searches in a specific industry or management function.
Historically, we have not experienced significant revenue loss from this client
portability. However, we terminated the employment of 136 executive and
management search consultants in 2001 and an additional 23 consultants through
February 2002 in connection with our efforts to better align our costs with
anticipated levels of revenue. We may terminate additional employees including
consultants in 2002 if we need to reduce costs further. If we fail to prevent
our departing consultants from moving business to another employer, our
business, financial condition and results of operations will be adversely
affected.

Our success depends on our ability to maintain our professional reputation and
brand name.

We depend on our overall reputation and brand name recognition to secure new
engagements and hire qualified consultants. Our success also depends on the
individual reputations of our consultants. We obtain a majority of our new
engagements from existing clients or from referrals by those clients. A client
who is dissatisfied with our work can adversely affect our ability to secure
new engagements. If any factor hurts our reputation, including poor
performance, we may experience difficulties in competing successfully for both
new engagements and qualified consultants. Failure to maintain our professional
reputation and brand name could seriously harm our business.

Because our clients may restrict us from recruiting their employees, we may be
unable to fill existing executive search assignments.

Clients frequently require us to refrain from recruiting certain of their
employees when conducting executive searches on behalf of other clients. These
restrictions generally remain in effect for one year following the commencement
of an engagement. However, the specific duration and scope of the blocking
arrangements depend on the length of the client relationship, the frequency
with which the client engages us to perform searches, the number of assignments
we have performed for the client and the potential for future business with the
client.

If a client's competitors believe that we are overly restricted by these
blocking arrangements from recruiting the employees of our clients, these
competitors may not engage us to perform their executive searches and our
business, financial condition and results of operations may suffer.
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We face aggressive competition.

The global executive search industry is extremely competitive and highly
fragmented. We compete with other large global executive search firms and with
smaller specialty firms. Specialty firms can focus on regional or functional
markets or on particular industries. Some of our competitors possess greater
resources, greater name recognition and longer operating histories than we do
in particular markets or practice areas. There are limited barriers to entry
into the search industry and new search firms continue to enter the market.
Many executive search firms that have a smaller client base may be subject to
fewer blocking arrangements. We may not be able to continue to compete
effectively with existing or potential competitors. In addition, our
significant clients or prospective clients may decide to perform executive
searches using in-house personnel.

We rely heavily on information management systems.

Our success depends upon our ability to store, retrieve, process and manage
substantial amounts of information. To achieve our goals, we must continue to
improve and upgrade our information management systems. We may be unable to
license, design and implement, in a cost-effective and timely manner, improved
information systems that allow us to compete effectively. If we experience any
interruptions or loss in our information processing capabilities, our business,
financial condition and results of operations will suffer.

We face the risk of liability in performing executive searches.

We are exposed to potential claims with respect to the executive search
process. A client could assert a claim for violations of blocking arrangements,
breaches of confidentiality agreements or malpractice. In addition, a candidate
could assert an action against us. Possible claims include failure to maintain
the confidentiality of the candidate's employment search or for discrimination
or other violations of the employment laws. In various European countries, we
are subject to data protection laws which require the consent of a candidate to
transfer resumes and other data. We maintain professional liability insurance
in amounts and coverages that we believe are adequate. However, we cannot
guarantee that our insurance will cover all claims and that the coverage will
be available at reasonable rates.

Our multinational operations may be adversely affected by social, political and
economic risks.

We generate substantial revenue outside the United States. We offer our
services through our locations in 34 countries around the world. We are exposed
to the risk of changes in social, political and economic conditions inherent in
foreign operations. In particular, we conduct business in countries where the
legal systems and trade practices are evolving. Commercial laws in these
countries are often vague, arbitrary and inconsistently applied. Under these
circumstances, it is difficult for us to determine at all times the exact
requirements of such local laws. If we fail to comply with local laws, our
business, financial condition and results of operations will suffer. In
addition, the global nature of our operations poses challenges to our
management, and financial and accounting systems. Failure to meet these
challenges could seriously harm our business.

We may not be able to align our cost structure with revenue.

The timing and strength of an economic recovery in the United States and
other areas of the world continues to be unclear. It is difficult for us to
forecast revenue generation with any degree of certainty, even in the near
term. As a result, our ability to balance our costs with maintaining capacity
for anticipated increases in demand in an economic recovery is limited. In 2001
and the first quarter of 2002, we have taken steps to reduce our workforce,
consolidate or close offices and reduce other expenses. If we do not reduce our
costs in proportion to demand for our services in a timely manner or if we
reduce our workforce so that we are unable to service increased demand, our
financial results could be affected.



Our ability to collect our receivables could affect our earnings and cash flows.

The combination of economic weakness and the increase in the number of
start-up Internet companies that have ceased operations affected our ability to
collect, in late 2000 and early 2001, for services we had performed. Prolonged
economic weakness or the departure of a significant number of consultants could
inhibit our ability to collect our receivables. This could affect our earnings
and cash flows.

We have antitakeover provisions that make an acquisition of us more difficult
and expensive.

Antitakeover provisions in our Certificate of Incorporation, our Bylaws and
the Delaware laws make it more difficult and expensive for us to be acquired in
a transaction which is not approved by our Board of Directors. Some of the
provisions in our Certificate of Incorporation and Bylaws include:

a classified board of directors
limitations on the removal of directors

limitations on stockholder actions

advance notification requirements for director nominations and actions to
be taken at stockholder meetings

the ability to issue one or more series of preferred stock by action of
our Board of Directors

These provisions could discourage an acquisit