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Form 10-Q

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

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

For the transition period from to

Commission File Number 001-14505
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Delaware 95-2623879
(State or Other Jurisdiction of (LR.S. Employer
Incorporation or Organization) Identification Number)

1900 Avenue of the Stars, Suite 2600, Los Angeles, California 90067
(Address of principal executive offices) (Zip code)
(310) 552-1834

(Registrant s telephone number, including area code)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months, (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days. Yes x No ~

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data
File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§ 232.405 of this chapter) during the preceding 12 months (or
for such shorter period that the registrant was required to submit and post such files). Yes x No ~

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting
company. See the definitions of large accelerated filer, accelerated filer and smaller reporting company in Rule 12b-2 of the Exchange Act.
(Check one):

Large accelerated filer x Accelerated filer

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

The number of shares outstanding of our common stock as of December 5, 2012 was 48,599,139 shares.
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PART I. FINANCIAL INFORMATION
Item 1. Consolidated Financial Statements
KORN/FERRY INTERNATIONAL AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS

ASSETS
Cash and cash equivalents
Marketable securities
Receivables due from clients, net of allowance for doubtful accounts of $9,623 and $9,437, respectively
Income taxes and other receivables
Deferred income taxes
Prepaid expenses and other assets

Total current assets

Marketable securities, non-current

Property and equipment, net

Cash surrender value of company owned life insurance policies, net of loans
Deferred income taxes, net

Goodwill, net

Intangible assets, net

Investments and other assets

Total assets

LIABILITIES AND STOCKHOLDERS EQUITY
Accounts payable
Income taxes payable
Compensation and benefits payable
Other accrued liabilities

Total current liabilities
Deferred compensation and other retirement plans

Other liabilities

Total liabilities

Stockholders equity:

Common stock: $0.01 par value, 150,000 shares authorized, 60,934 and 59,975 shares issued and
48,590 and 47,913 shares outstanding, respectively

Retained earnings

Accumulated other comprehensive income, net

Stockholders equity
Less: notes receivable from stockholders

Table of Contents

October 31,

2012

(unaudited)
(in thousands, except per share data)

$

192,916
30,242
153,544
13,677
8,557
29,900

428,836

108,692
48,024
80,464
54,389

195,189
31,169
37,112

983,875

15,081

5,118
98,253
57,917

176,369
144,495
20,434

341,298

424,835
214,411
3,836

643,082
(505)

April 30,
2012

$ 282,005
40,936
126,579
11,902

10,830

27,815

500,067

94,798
49,808
77,848
57,290
176,338
20,413
38,127

$ 1,014,689

$ 14,667
8,720

160,810
37,527

221,724
142,577
20,912

385,213

419,998
202,797
7,191

629,986
(510)
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Total stockholders equity 642,577 629,476
Total liabilities and stockholders equity $ 983,875 $ 1,014,689

The accompanying notes are an integral part of these consolidated financial statements.
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KORN/FERRY INTERNATIONAL AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF INCOME

Fee revenue
Reimbursed out-of-pocket engagement expenses

Total revenue

Compensation and benefits

General and administrative expenses
Engagement expenses

Depreciation and amortization
Restructuring charges, net

Total operating expenses

Operating income
Other income (loss), net
Interest expense, net

(unaudited)

Three Months Ended Six Months Ended
October 31, October 31,
2012 2011 2012 2011

(in thousands, except per share data)
$ 196,231 $ 200,136 $ 382,925 $ 406,467
8,568 9,852 17,897 18,111

204,799 209,988 400,822 424,578

Income before provision for income taxes and equity in earnings of unconsolidated

subsidiaries
Income tax provision

Equity in earnings of unconsolidated subsidiaries, net

Net income

Earnings per common share:
Basic

Diluted

Weighted-average common shares outstanding:
Basic

Diluted

133,035 131,481 261,071 268,852
33,317 34,189 66,760 68,962
15,886 15,436 29,679 28,571

4,297 3,475 8,039 6,844
15,495 15,495

202,030 184,581 381,044 373,229
2,769 25,407 19,778 51,349

1,529 (2,617) 512 (4,639)

(762) (389) (1,361) (970)
3,536 22,401 18,929 45,740
2,684 7,726 8,289 16,161
344 472 974 979

$ 1,196 $ 15,147 $ 11,614 $ 30,558

$ 003 $ 033 $ 025 $ 066

$ 003 $ 032 $ 024 $ 065

47,269 46,499 47,040 46,234

47,834 47,114 47,658 47,151

The accompanying notes are an integral part of these consolidated financial statements.
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KORN/FERRY INTERNATIONAL AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
(unaudited)
Three Months
Ended Six Months Ended
October 31, October 31,
2012 2011 2012 2011
(in thousands, except per share data)

Net income $1,196 $ 15,147 $11,614 $30,558
Other comprehensive income:
Foreign currency translation adjustments 6,487 (6,167) (3,372) (6,994)
Unrealized (losses) gains on marketable securities, net of tax (10) (142) 17 (89)
Comprehensive income $7,673 $ 8,838 $ 8,259 $ 23,475

The accompanying notes are an integral part of these consolidated financial statements.
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KORN/FERRY INTERNATIONAL AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

(unaudited)

Cash flows from operating activities:

Net income

Adjustments to reconcile net income to net cash used in operating activities:
Depreciation and amortization

Stock-based compensation expense

Provision for doubtful accounts

Gain on cash surrender value of life insurance policies

(Gain) loss on marketable securities classified as trading

Change in fair value of acquisition-related contingent consideration
Deferred income taxes

Change in other assets and liabilities, net of effects of acquisition:
Deferred compensation

Receivables due from clients

Income tax and other receivables

Prepaid expenses and other assets

Investment in unconsolidated subsidiaries

Income taxes payable

Accounts payable and accrued liabilities

Other

Net cash used in operating activities

Cash flows from investing activities:

Purchase of property and equipment

Cash paid for acquisition, net of cash acquired

Purchase of marketable securities

Proceeds from sales/maturities of marketable securities
Payment of purchase price held back from previous acquisition
Premiums on life insurance policies

Dividends received from unconsolidated subsidiaries

Net cash used in investing activities

Cash flows from financing activities:
Borrowings under life insurance policies
Purchase of common stock

Proceeds from issuance of common stock upon exercise of employee stock options and in connection with an

employee stock purchase plan
Tax benefit from exercise of stock options

Net cash (used in) provided by financing activities

Effect of exchange rate changes on cash and cash equivalents

Table of Contents

Six Months Ended
October 31,

2012

2011

(in thousands)

$ 11,614

8,039

6,269

3,145
(2,178)
(1,129)

5,174

(3,112)
(23,004)
(1,774)
(1,697)
(974)
(3,634)
(40,996)
924

(43,333)
(6,606)

(34,437)

(32,816)
30,763

(438)
418

(43,116)

(2,643)

1,019
161

(1,463)

(1,177)

$ 30,558

6,844
6,597
3,969
(1,047)
4,116
(2,196)
1,531

(3,212)
(19,612)
(762)
(2,045)
(979)
2,145
(61,951)
824

(35,220)

(8,638)
(30,846)
22,850

(800)

(435)
140

(17,729)

362
(4,098)

3,131
1,617

1,012

(2,750)
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Net decrease in cash and cash equivalents (89,089) (54,687)
Cash and cash equivalents at beginning of period 282,005 246,856
Cash and cash equivalents at end of period $192916 $ 192,169

The accompanying notes are an integral part of these consolidated financial statements.
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KORN/FERRY INTERNATIONAL AND SUBSIDIARIES
NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS
October 31, 2012
1. Organization and Summary of Significant Accounting Policies
Nature of Business

Korn/Ferry International, a Delaware corporation (the Company ), and its subsidiaries are engaged in the business of providing talent
management solutions, including executive recruitment on a retained basis, recruitment process outsourcing and leadership & talent consulting
services. The Company s worldwide network of 76 offices in 35 countries enables it to meet the needs of its clients in all industries on a global
basis.

Basis of Consolidation and Presentation

The accompanying consolidated financial statements should be read in conjunction with the consolidated financial statements and notes thereto
included in the Annual Report on Form 10-K for the year ended April 30, 2012 for the Company and its wholly and majority owned/controlled
domestic and international subsidiaries. All intercompany balances and transactions have been eliminated in consolidation. The preparation of

the accompanying consolidated financial statements conforms with United States ( U.S. ) generally accepted accounting principles ( GAAP ) and
prevailing practice within the industry. The consolidated financial statements include all adjustments, consisting of normal recurring accruals

and any other adjustments that management considers necessary for a fair presentation of the results for these periods. The results of operations

for the interim period are not necessarily indicative of the results for the entire fiscal year.

As previously announced, beginning in the first quarter of fiscal 2013, the Company disaggregated its previous reported business segment,
Executive Recruitment, into two business segments, Executive Recruitment and Leadership & Talent Consulting. The Company now operates in
three global business segments, as described in more detail in Note 8  Business Segments.

The consolidated financial statements included in this report, with the exception of the new business segment, Leadership & Talent Consulting,
have been prepared consistently with the accounting policies described in the Company s Annual Report on Form 10-K for the fiscal year ended
April 30, 2012 (the Annual Report ) and should be read together with the Annual Report.

The Company has revised comparative segment information that was contained in the Company s Quarterly Report on Form 10-Q for the three
and six months ended October 31, 2011, to reflect the new global business segment structure. The adjusted segment information constitutes a
reclassification and had no impact on reported net income or earnings per share for preceding periods. This change does not restate information
previously reported in the consolidated statements of income, consolidated balance sheets, consolidated statements of stockholders equity or
consolidated statements of cash flows for the Company for preceding periods.

Information included in the Company s Annual Report on Form 10-K for the fiscal year ended April 30, 2012 remains unchanged. This adjusted
segment information does not modify or update the disclosures therein in any way, nor does it reflect any subsequent information or events,
other than as required to reflect the change in segments as described above.

Investments in affiliated companies, which are 50% or less owned and where the Company exercises significant influence over operations, are
accounted for using the equity method.

The Company considers events or transactions that occur after the balance sheet date but before the financial statements are issued to provide
additional evidence relative to certain estimates or to identify matters that require additional disclosures.

Use of Estimates and Uncertainties

The preparation of the consolidated financial statements in conformity with GAAP requires management to make estimates and assumptions that
affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the consolidated financial
statements and the reported amounts of revenue and expenses during the reporting period. Actual results could differ from these estimates, and
changes in estimates are reported in current operations as new information is learned or upon the amounts becoming fixed and determinable. The
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Table of Contents

11



Edgar Filing: KORN FERRY INTERNATIONAL - Form 10-Q

Table of Conten
KORN/FERRY INTERNATIONAL AND SUBSIDIARIES
NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

October 31, 2012

management judgment are revenue recognition, deferred compensation, annual performance related bonus, evaluation of the carrying value of
receivables, marketable securities, goodwill and other intangible assets, fair value of contingent consideration and the recoverability of deferred
income taxes.

Revenue Recognition

Substantially all professional fee revenue is derived from fees for professional services related to executive recruitment performed on a retained
basis, middle-management recruitment, recruitment process outsourcing and leadership & talent consulting services. Fee revenue from executive
recruitment activities and middle-management recruitment are generally one-third of the estimated first year cash compensation of the placed
executive plus a percentage of the fee to cover indirect expenses. The Company generally recognizes revenue over a three month period,
commencing upon client acceptance, as this is the period over which the recruitment services are performed. Fees earned in excess of the initial
contract amount are billed upon completion of the engagement, which reflect the difference between the final actual compensation of the placed
executive and the estimate used for purposes of the previous billings. Since the initial contract fees are generally not contingent upon placement
of a candidate, our assumptions primarily relate to establishing the period over which such service is performed. These assumptions determine
the timing of revenue recognition and profitability for the reported period. Any services that are provided on a contingent basis are recognized
once the contingency is fulfilled. In addition to middle-management recruitment, Futurestep provides recruitment process outsourcing services
and fee revenue is recognized as services are rendered. Fee revenue from Leadership & Talent Consulting services is recognized as services are
rendered for consulting engagements and other time based services, measured by total hours incurred to the total estimated hours at

completion. It is possible that updated estimates for the consulting engagement may vary from initial estimates with such updates being
recognized in the period of determination. Leadership & Talent Consulting revenue is also derived from the sale of solution services, which
includes revenue from licenses and from the sale of products. Revenue from licenses is recognized using a straight-line method over the term of
the contract (generally 12 months), which begins upon execution and is invoiced in the same month. Products mainly consist of books covering a
variety of topics including performance management, team effectiveness, and coaching and development. The Company recognizes revenue for
their products when the product has been sold.

Allowance for Doubtful Accounts

An allowance is established for doubtful accounts by taking a charge to general and administrative expenses. The amount of the allowance is
based on historical loss experience, assessment of the collectability of specific accounts, as well as expectations of future collections based upon
trends and the type of work for which services are rendered. After the Company exhausts all collection efforts, the amount of the allowance is
reduced for balances identified as uncollectible.

Cash and Cash Equivalents
The Company considers all highly liquid investments with original maturities of three months or less to be cash equivalents.
Restricted Cash

The Company had $10.0 million of restricted cash at October 31, 2012 and April 30, 2012, related to its credit facility, which is included in
investments and other assets in the accompanying consolidated balance sheets.

Marketable Securities

The Company classifies its marketable securities as either trading securities or available-for-sale. These investments are recorded at fair value
and are classified as marketable securities in the accompanying consolidated balance sheets. Certain investments, which the Company may sell
within the next twelve months, are carried as current assets. Realized capital (losses) gains on marketable securities are determined by specific
identification. Investments are made based on the Company s investment policy, which restricts the types of investments that can be made.
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Trading securities consist of the Company s investments which are held in trust to satisfy obligations under the Company s deferred compensation
plans (see Note 5 Marketable Securities). The changes in fair values on trading securities are recorded in the accompanying consolidated
statements of income in other income (loss), net. Interest and dividend income are recorded in the accompanying consolidated statements of
income in interest expense, net.
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KORN/FERRY INTERNATIONAL AND SUBSIDIARIES
NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

October 31, 2012

Available-for-sale securities consist of corporate bonds, commercial paper and U.S. Treasury and agency securities. The changes in fair values,
net of applicable taxes, are recorded as unrealized gains or losses as a component of accumulated other comprehensive income in stockholders
equity. When, in the opinion of management, a decline in the fair value of an investment below its cost or amortized cost is considered to be

other-than-temporary, the investment s cost or amortized cost is written-down to its fair value and the amount written-down is recorded in the
statement of income in other income (loss), net. The determination of an other-than-temporary decline includes, in addition to other relevant
factors, a presumption that if the market value is below cost by a significant amount for a sustained period of time, a write-down may be
necessary. The amount of any write-down is determined by the difference between cost or amortized cost of the investment and its fair value at
the time the other-than-temporary decline is identified. During the three and six months ended October 31, 2012 and 2011, no
other-than-temporary impairment was recognized.

Business Acquisitions

Business acquisitions are accounted for under the acquisition method. The acquisition method requires the reporting entity to identify the
acquirer, determine the acquisition date, recognize and measure the identifiable assets acquired, the liabilities assumed and any non-controlling
interest in the acquired entity, and recognize and measure goodwill or a gain from the purchase. The acquiree s results are included in the
Company s consolidated financial statements from the date of acquisition. Assets acquired and liabilities assumed are recorded at their fair values
and the excess of the purchase price over the amounts assigned is recorded as goodwill, or if the fair value of the assets acquired exceed the
purchase price consideration a bargain purchase gain is recorded. Adjustments to fair value assessments are generally recorded to goodwill over
the measurement period (generally not longer than twelve months). Purchased intangible assets with finite lives are amortized over their
estimated useful lives. The acquisition method also requires that acquisition-related transaction and post-acquisition restructuring costs be
charged to expense as committed, and requires the Company to recognize and measure certain assets and liabilities including those arising from
contingencies and contingent consideration in a business combination.

Goodwill and Intangible Assets

Goodwill represents the excess of the purchase price over the fair value of assets acquired. The goodwill impairment test compares the fair value
of a reporting unit with its carrying amount, including goodwill. If the carrying amount of a reporting unit exceeds its fair value, goodwill of the
reporting unit would be considered impaired. To measure the amount of the impairment loss, the implied fair value of a reporting unit s goodwill
is compared to the carrying amount of that goodwill. The implied fair value of goodwill is determined in the same manner as the amount of
goodwill recognized in a business combination. If the carrying amount of a reporting unit s goodwill exceeds the implied fair value of that
goodwill, an impairment loss is recognized in an amount equal to that excess. For each of these tests, the fair value of each of the Company s
reporting units was determined using a combination of valuation techniques, including a discounted cash flow methodology. Results of the
annual impairment test performed as of January 31, 2012, indicated that the fair value of each reporting unit exceeded its carrying amount. As a
result, no impairment charge was recognized. There were no indicators of impairment as of April 30, 2012 and October 31, 2012.

Intangible assets primarily consist of customer lists, non-compete agreements, proprietary databases, intellectual property and trademarks and
are recorded at their estimated fair value at the date of acquisition and are amortized using the straight-line method over their estimated useful
lives which range from three to 24 years. For intangible assets subject to amortization, an impairment loss is recognized if the carrying amount
of the intangible assets is not recoverable and exceeds fair value. The carrying amount of the intangible assets is considered not recoverable if it
exceeds the sum of the undiscounted cash flows expected to result from use of the asset. Intangible assets with indefinite lives are not amortized,
but are reviewed annually for impairment or more frequently whenever events or changes in circumstances indicate that the fair value of the
asset may be less than its carrying amount. As of October 31, 2012 and April 30, 2012, there were no indicators of impairment with respect to
the Company s intangible assets.
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KORN/FERRY INTERNATIONAL AND SUBSIDIARIES
NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

October 31, 2012

Compensation and Benefits Expense

Compensation and benefits expense in the accompanying consolidated statements of income consist of compensation and benefits paid to
consultants (employees who originate business), executive officers and administrative and support personnel. The most significant portions of
this expense are salaries and the performance related bonuses paid to consultants. The portion of the expense applicable to salaries is comprised
of wages and salaries earned by employees during a reporting period. The portion of the expenses applicable to performance related bonuses
refers to the Company s annual employee performance related bonus with respect to a fiscal year, which is communicated and paid following the
completion of the year. Each quarter, management makes its best estimate of its annual performance related bonuses, which requires
management to, among other things, project annual consultant productivity (as measured by engagement fees billed and collected by executive
search consultants and revenue for Leadership & Talent Consulting and Futurestep consultants), Company performance including profitability,
competitive forces and future economic conditions and their impact on the Company s results. At the end of each fiscal year, annual performance
related bonuses take into account final individual consultant productivity, Company results including profitability, the achievement of strategic
objectives and the results of individual performance appraisals, and the current economic landscape. Management takes these factors into
consideration, and any changes in the estimate, are reported in current operations.

Because annual performance-based bonuses are communicated and paid only after the Company reports its full fiscal year results, actual
performance-based bonus payments may differ from the prior year s estimate. Such changes in the bonus estimates historically have been
immaterial and are recorded in current operations in the period in which they are determined. The performance related bonus expense was $54.0
million and $60.9 million for the six months ended October 31, 2012 and 2011, respectively, which was reduced by a change in the applicable
previous years estimate recorded in the first quarter of fiscal 2013 and 2012 of $0.2 million and $1.2 million, respectively. This resulted in net
bonus expense of $53.8 million and $59.7 million, in the six months ended October 31, 2012 and 2011, respectively, included in compensation
and benefits expense in the consolidated statements of income. During the three months ended October 31, 2012 and 2011, the performance
related bonus expense was $27.4 million and $28.2 million, respectively, included in compensation and benefits expense. No change in estimate
related to previous years estimate was recorded in the three months ended October 31, 2012 or 2011.

Other expenses included in compensation and benefits expense are due to changes in deferred compensation liabilities, changes in cash surrender
value ( CSV ) of company owned life insurance ( COLI ) contracts, amortization of stock compensation awards, payroll taxes and employee
insurance benefits.

Restructuring Charges, Net

The Company accounts for its restructuring charges as a liability when the costs are incurred and records such charges at fair value. Changes in
the estimates of the restructuring charges are recorded in the period the change is determined.

Stock-Based Compensation

The Company has employee compensation plans under which various types of stock-based instruments are granted. These instruments,
principally include stock options, restricted stock and an Employee Stock Purchase Plan ( ESPP ). The Company recognizes compensation
expense related to restricted stock and the estimated fair value of stock options and stock purchases under the ESPP on a straight-line basis over
the service period for the entire award.

Reclassifications

Certain prior year amounts have been reclassified to conform to the current year presentation, including reclassifications related to the
Company s new reporting segment structure.
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NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

October 31, 2012

Recently Adopted Accounting Standards

In June 2011, the Financial Accounting Standards Board ( FASB ) issued guidance on the presentation of comprehensive income in the financial
statements. The new guidance eliminates the option to present other comprehensive income and its components as part of the statement of
changes in stockholders equity. Instead, it requires the Company to present either, a continuous statement of net income and other
comprehensive income, or in two separate but consecutive statements. The new guidance was effective for the Company beginning May 1, 2012.
The Company now presents the components of comprehensive income as a separate, consecutive statement. The adoption of this guidance did

not have an impact on the Company s financial position or results of operations.

Recently Issued Accounting Standards

In July 2012, the FASB issued updated guidance on the periodic testing of indefinite-lived intangible assets for impairment. This guidance
allows companies to assess qualitative factors to determine if it is more likely than not that the indefinite-lived intangible asset might be
impaired and whether it is necessary to perform a quantitative impairment test. This new guidance is effective for the Company beginning

May 1, 2013, with early adoption permitted. We are currently evaluating the guidance, but do not expect the adoption will have a material effect
on our consolidated financial statements.

2. Basic and Diluted Earnings Per Share

Basic earnings per common share was computed by dividing net earnings attributable to common stockholders by the weighted-average number
of common shares outstanding. Diluted earnings per common share reflects the potential dilution that would occur if all in-the-money
outstanding options or other contracts to issue common stock were exercised or converted and was computed by dividing net earnings
attributable to common stockholders by the weighted-average number of common shares outstanding plus dilutive common equivalent shares.
During the three and six months ended October 31, 2012, options to purchase 0.6 million shares were outstanding but not included in the
computation of diluted earnings per share because they were anti-dilutive. During the three and six months ended October 31, 2011, options to
purchase 0.7 million shares and 0.4 million shares, respectively, were outstanding but not included in the computation of diluted earnings per
share because they were anti-dilutive.

The following table summarizes basic and diluted earnings per share calculations:

Three Months Ended Six Months Ended
October 31, October 31,
2012 2011 2012 2011

(in thousands, except per share data)

Net earnings attributable to common stockholders $ 1,196 $ 15,147 $11,614 $30,558

Weighted-average common shares outstanding:

Basic weighted-average number of common shares outstanding 47,269 46,499 47,040