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The Corporate Executive Board in Brief

The Corporate Executive Board provides best practices research, decision support tools and
executive education to a membership of the world’s leading corporations and notfor-profit
institutions. Our research addresses issues related to corporate strategy, operations and general
management, and we focus on identifying management initiatives, processes, tools and frameworks
that will allow our clients to avoid reinventing the wheel in addressing problems they share in common
with their peers. At its best, our work is able to shape strategic debate and to accelerate tactical

implementation in even the most progressive organizations.

We provide research and analysis on an annual subscription basis to a membership of more than
1,800 of the world’s largest and most prestigious corporations. For a fixed annual fee, members
of each subscription program have access to an integrated set of services, including:

* best practices research studies,

¢ executive education seminars,

e customized research briefs, and

* web-based access to the program’s content database and decision support tools.

Our business formula combines shared cost research economics and a membership-based client
model, allowing us to provide data and insight at the quality standard of the premier strategy
consulting firms but at a fraction of the cost. The formula also creates a closed loop for research: Each
year, our clients develop a list of their most pressing business problems and then serve as case studies
in our best practices research on these issues. We are guided by a strong sense of stewardship for
our members’ confidences and financial contributions, and we strive in each interaction to achieve

a level of service that is unparalleled in their commercial experience.

Annual Revenues Pro Forma Operating Margins*
Millions of Dollars

* Excludes stock option and related expenses for all periods presented.




To Our Sharehoiders:

For the Corporate Execu-
tive Board (CEB), as for
the over 1,800 leading
organizationswenow serve
around the globe, 2001
was a challenging year.
Through effort, teamwork
and creativity, our staff
rose to the demands posed
by the gathering economic
downturn across the year, iy
as well as to the sudden &h
shocks of September 11.

am Kittner/kittner.com

Throughout this difficult period, we received solid affir-
mation of the value our network provides to members,
particularly as they cope with rapid, unexpected change.
This strength is reflected in our financial results as well as
in our key measures of client engagement. We also contin-
ued our pattern of innovation and growth, launching
three new research programs across the year and intro-
ducing new services and service channels to the member-
ship. The Corporate Executive Board achieved some
measure of public recognition in 2001 as well, ranking
number five in Business Week’s Top 100 Growth Compa-
niesand entering Washingtonian magazine’s “Great Places
to Work.”

We are honored to serve an increasingly global, increas-
ingly diverse membership of executives and are commit-
ted to increasing our impact on their organizations each
year. By this letter, I would like to recognize some of our
most notable accomplishments last year in service
to the membership and to share our priorities for the
year ahead.
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Pro Forma Net Income*
and Cash Flow from Operations

Millions of Dollars

$52.8
Pro Forma Net Income f
(__ Cash Flow from Operations  ¢3g 5
) r““*ﬂ !
b | v
236 e \
} $15.8
$10.6 | 1
|
1999 2000 2001

* Excludes stock option and related expenses for all periods presented.
Includes income taxes of 41.0% for 1999.

Delivering on Our Financial Commitments

In all of our communication with shareholders, we have
emphasized our intention to build in the Corporate Ex-
ecutive Board a more predictable, more scalable growth
company. In 2001, we again delivered on this intention.
Revenues grew to $128.1 million in 2001 from $95.5
million in 2000, a 34 percent increase. The pro forma
operating margin continued to improve in 2001, to 24.9
percent, underscoring the operating leverage inherent in
our business model. Pro forma net income increased
42 percent to $22.4 million from $15.8 million in 2000.
Cash flow from operations, reflecting noncash income
taxes and increasing deferred revenues, was $52.8 million
in 2001, more than double net income. Pro forma earn-
ings per diluted share increased to 61 cents in 2001 from
45 cents in 2000. The pro forma results presented above
exclude stock option and related expenses. Reported net
income rose 45 percent to $21.6 million from $14.9 mil-
lion in 2000. Reported earnings per diluted share in-
creased to 59 cents in 2001 from 43 cents in 2000.

Strong Performance in Value Delivery to Clients

As measured by value delivery to current clients, our
business performed well, thanks to the tremendous effort
put forth by the CEB team to support our members
through difficult times. Our client renewal rate was 90
percent, in line with performance in prior years, and the
cross-sell ratio grew strongly to 2.42 subscriptions per
member institution, up from 2.03 at the end of 2000.
We also increased prices modestly to support new
service introductions and overall program development.
These key performance measures—client renewal
rate, cross-sell ratio and pricing power—reaffirm the fun-
damental value of the CEB product in the eyes of our
current customers.

Pro Forma Earnings per Diluted Share*

61¢

————

45¢

33¢ ‘ 3 |

1999 2000 2001

* Excludes stock option and related expenses for all periods presented.
fncludes income toxes of 41.0% for 1999.
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We created and delivered record levels of content to our
clients last year: 100 new full-length best practices studies,
over 17,000 fast-cycle projects, 170 membership meetings
and over 1,900 on-site presentations, reaching over 50,000
executives in person across the year.

We also continued to innovate in our web-based service
offerings, piloting peer-to-peer networking and a fully
automated vendor selection decision support tool. The
networking function allows members to search the mem-
ber database to identify fellow members (with their per-
mission) whose experience is particularly relevant to the
issues they are facing. The vendor selection tool enables us
to deliver immediate, high-impact advice in support of
urgent vendor decisions, including unbiased references
from fellow members. These innovations illustrate our
ability to strengthen our product offerings to members by
capturing the value embedded in our unique network.

Impact of the Downturn

While we were pleased by our overall financial perfor-
mance in a very difficult economic environment, the
downturn did hinder our ability to introduce new clients
to the membership. As many large companies came under
increasing budget pressure, it became more and more
difficult across the year for many of them to fund a new
activity—especially for companies contemplating their
first CEB membership. As a result, sales to new client
institutions came in below our announced targets, and we
have revised our expectations for 2002 revenue growth
down to a minimum of 25 percent. Our business model
provides us enough visibility into 2002 to believe that this
guidance is prudent, and this goal of at least 25 percent
revenue growth in 2002 reflects our continued confidence
and excitement in our long-term growth prospects.

Asin prior years, the new clients we added to the member-
ship represent all sectors of the economy and areleaders in
their respective industries. We were particularly pleased to
welcome a large number of leading European corpora-
tions to the membership, with British Gas, Deutsche
Telekom, Fiat S.p.A, Lloyd’s of London and many other
notable companies subscribing to their first research
program during 2001.

Expanding Our Membership Reach

Welaunched three new research programs across the year,
each targeting an area of opportunity and challenge for the
large corporation. The Research and Development Execu-
tive Council and the Treasury Leadership Council were
launched in the first half of 2001 and at this writing are
closing in on their first full year of service. Our most recent
program launch, latelast year, was the Procurement Strat-
egy Council, designed to serve the needs of senior pro-
curement and sourcing executives at large corporations
and government entities around the globe.

“We lounched three new research
programs across the year, each
targeting an area of opportunity and
challenge for the large corporation.”

As with all of our new program launches, the design and
research agenda for this new program were directed by a
group of charter advisors, including Chief Procurement
Officers from Capital One, Colgate-Palmolive,
ExxonMobil, FedEx Corporation, Procter & Gamble, the
U.S. Department of Defense and others, together repre-
senting over $350 billion in collective annual spending.
In our inaugural year’s research for the Council, we are
studying the strategies leading practitioners are employ-

The Power of the Member Network

* Product innovations across 2001 focused on enhancing the value
to members embedded in our unique global network

* We introduced two new tools in our web-based service offerings:
peer-to-peer networking and fully automated vendor selection, enabling

R members to share experiences and vendor references directly
5 ¢ In the affermath of September 11, CEB scheduled and hosted over 200
Ry (%;@ teleconferences to enable members to discuss strategic responses and
' to share issues of concern in confidence with their peers
7 ‘e ‘ * The Disaster Management and Emergency Response Resource Center

we compiled and posted to the web in the week following the attacks
presented all relevant best practice research in our archive for unlimited
member use




ing to reduce costs and to extend their influence beyond
cost savings to top-line corporate growth. This is clearly a
community undergoing an evolution from a largely cost-
focused function to a new source of competitive advan-
tage, and it is an honor to serve the leaders here as they
learn from each other how to fulfill this new mandate.

We are targeting three to four new product launches
across 2002, from the pipeline of over 90 concepts main-
tained by our new business development team. We will
continue to discover and pursue growth opportunities
with the discipline we have demonstrated to date, favoring
adjacent, organic growth consistent with our model. We
calculate the core organic growth opportunity from this
activity—assuming only our current Global 4,000 target
company universe and 35 new programs from this list
of 90—to be $3.0 billion, over 20 times our current
revenue size.

The Power of the Network at a Fragile Hour

In years past, we have discussed the standard that we use
to gauge our client-facing efforts: direct and increasing
impact on the effectiveness of our member executives and
their enterprises. Never has this standard been subjected
toaclearer test than in the hours, days and weeks following
the September 11 attacks on New York and Washington,
D.C. As shareholders, you should be proud of the
resourcefulness and creativity exhibited by the Corporate
Executive Board staff at that fragile hour for our member
corporations.

The morning of September 11 found us in the midst of
convening three multi-company member meetings, two
of which were here at our headquarters in Washington,
D.C. By the end of the day, our Meetings Department staff
had seen each of those visiting members on to safety.

3

By week’s end, the research leadership team had created
and posted on all of our program web sites a Disaster
Management and Emergency Response Resource Center,
compiling all of our archived research on topics as diverse
as emergency shareholder communications, bereavement
counseling approaches, policies for travel to high-risk
regions and best practices for leaders in times of crisis.
This resource was extremely helpful to members and was
consulted extensively.

“As shareholders, you should be
proud of the resourcefulness and
creativity exhibited by the Corporate
Executive Board staff at that fragile
hour for our member corporations.”

Across the balance of September and the year, the staff
scheduled and moderated a series of teleconferences to
allow members to confer with each other on operational
responses to the terrorist attacks and to the lengthening
economic downturn. The power and uniqueness of our
member network was self-evident, as members learned in
the moment what challenges their counterparts at other
organizations were facing, as well as the strategies and
policies they were implementing. Our members relied on
this channel extensively, and we conducted over 200 tele-
conferences to respond to issues of concern as well as to
supplement our schedule of in-person meetings around
the world. Our members so valued the remarkable return
on time afforded by this new service that we intend
to double the number of teleconferences we offer
across 2002,

i Offer o RpS
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Recognition Beyond the Membership

¢ The Corporate Executive Board was ranked number five in Business
Week’s annual ranking of “Top 100 Growth Companies,” and first
in return on capital

* |n October, Washingtonian magazine included the Corporate Executive
Board in its “50 Great Places to Work” feature, a particularly coveted
award, as it is based on employee nomination and feedback

o CEB staff reported high levels of engagement and satisfaction and noted
the many opportunities a career with us provides for both professional
o . development and community involvement
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An Employer of Choice for Top Talent

Our ambition to be recognized as an employer of choice
receivedaboostlast year with CEB’s inclusion in Washing-
tonian magazine’s “Great Places to Work” feature. Cur-
rent CEB staff polled by the magazine reported high levels
of engagement and satisfaction and noted in particular the
many opportunities a CEB career provides for both pro-

fessional development and community involvement.

“Qur ambition to be recognized as
an employer of choice received a
boost last year with CEB’s inclusion
in Washingtonian magazine's
‘Great Places to Work' feature.”

Attracting, developing and retaining top talent will always
be a priority for us. We staffed over 100 new positions last
year, with our higher profile in a softening labor market
allowing us to review a richer, higher-quality pipeline of
candidates for each job opening. Our growth trajectory
also allows us to accelerate the careers of our staff and to
provide a broad range of development opportunities. We
measure and manage staff retention and development
closely at all levels of the firm and believe that our perfor-
mance is competitive with the best in the professional
services sector.

Strategic Priorities for Management in 2002

The management team and I will be focusing on four
strategic priorities across 2002:

+ executing focused initiatives supporting our core
growth plan to increase our penetration of the Global
4,000 and the depth of our relationships in current
client companies;

continuing our focus on new product development,
stamping out the CEB formula across new functions
and constituencies within the large corporation;

producing leading-edge content, matching our
research agendas to the most urgent problems facing
senior executives as theylead their companies through
challenging times; and

-

.

recruiting, developing and retaining the talent we
need to support our growth ambitions; taking advan-
tage of our higher profile to strengthen our bench of
great talent.

We appreciate your interest and the trust you have placed
in us across this past year, and we are grateful for your
continuing support of our efforts and mission.

G-

Jay McGonigle
Chief Executive Officer

Strategic Initiatives for 2002

* Pursue our core growth plan to increase our penetration of the Global
4,000 and to deepen our relationships with current client companies

* Continue our disciplined approach to new product development,
stamping out our formula across new functions and constituencies
in the Global 4,000

¢ Maintain our focus on producing leading-edge content, matching our
ongeing research initiatives to the volatile agendas of senior executives

* Recruit, develop and refain the talent we need to support our growth
and service ambitions




"7 SELECTED FINANCIAL AND OPERATING DATA

The following table sets forth selected financial and operating data. The selected financial data presented below as of
December 31, 1997, 1998, 1999, 2000 and 2001, and for each of the years in the five-year period ended December 31, 2001,
have been derived from our financial statements that have been audited by Arthur Andersen LLP, independent public
accountants. You should read the selected financial data presented below in conjunction with our financial statements, the
notes to our financial statements and “Management’s Discussion and Analysis of Financial Condition and Results of
Operations” appearing elsewhere in this Annual Report.

Year Ended December 31,

1997 1998 1999 2000 2001
(In thousands, except per share amounts)

Statements of Income Data:

REVENUIES ..ottt ettt b st ee et sssatsaennens $ 38,669 $53,030 $70,767 $95491 $128,112
Costs and expenses:
COSE Of SEIVICES veeuviineeiiireticrreisrtesiesssiesseessesstssbetosseasrssstsessessnesresstssnnesssees 20,036 25,373 28,602 36,094 45,738
Member relations and marketing ........coevemvncicniinnniis 8,106 11,676 15,525 21,236 30,219
General and adminiStrative ........cccoreeecemrmmrnmsenninneeennesesesceennnnnecees 5,660 6,920 8,485 12,021 15,877

Depreciation s 722 885 1,318 2,573 4,412
Stock option and related expenses (1) (2) coovvrermrrievcccininninninnns 3,063 5,342 383 1,371 1,260
Total costs and EXPENSES .cccovrrriirieeiiiriiiitcie et 37,587 50,196 54,313 73,295 97,506
Income from OPErations ..o e ns 1,082 2,834 16,454 22,196 30,606
Other INCOIMIE, TIEL cuevevecveriirisieiecteeeecere et ess ettt esesteeeresssseesessebesre b esessans 122 786 1,114 2,263 4,283
Income before provision for iINCOME taXes ......cvuereeerricrcenrerrmnmninrorninns 1,204 3,620 17,568 24,459 34,889

Provision for iINCOME taXes (3) wovvvvvrmreverreiermiiniesinnsesesserssesescsessesessaeenes 120 361 4,322 9,539 13,257
NEUINCOIME et s ss s s $ 1,084 $ 3259 $13246 §14,920 §$ 21,632
Earnings per share—basic (3) ... $ 004 $ 013 $ 050 $ 049 $ 064
Weighted average shares outstanding—basic ..o, 25,009 25,009 26,446 30,321 34,003
Earnings per share—diluted (3) .....cccccocovvniniinennn, $ 004 $ 0.11 $ 041 $ 043 $ 0.59
27,054 29,900 32,054 34,638 36,465

Weighted average shares outstanding—diluted

December 31,
1997 1998 1999 2000 2001
(In thousands)

Balance Sheet Data:

Cash, cash equivalents and marketable securities .......cooeveccvvririvannenns $12,691 $16,104 $33,074 $69,373 $132,469
Deferred iNCOME TAXES .....ovvviviveieierrerererererereesessinnreseseseseeseseseseseserececsesssnsens 1,150 1,438 8,047 31,348 58,520
TOLAL ASSELS cuvieriti ettt s bbbt er e 39,868 48,928 81,764 152,494 257,518
DEferred TEVETIULS wivviviericriiiceicreee et cttetesteenssenssns s s sss e besb et eeresrsssesbesasaas 31,474 39,061 55,436 71,281 94,683
Total stockholders’ equity (deficit) «ocooeemiirneenenrrerrerm e (5,042) (8,147) 10,846 65,561 143,984

December 31,

1997 1998 1999 2000 2001

Other Operating Data (Unaudited):

Member PrOgrams ......coooecerimmmmmimii st 9 10 12 15 18
Member INSUTULIONS tovevviienrerererereresssssisiee e siesesessecescsosisnssensssnnes 1,151 1,333 1,480 1,745 1,802
Total membership subscriptions ..., 1,808 2,263 2,790 3,543 4,364
Average subscriptions per member inStituUtion .......cccceeeieieniincinnns 1.57 1.70 1.89 2.03 2.42
Client renewal rate (4) ....oveevreeieceiereneerecienns . 89% 90% 90% 90% 90%
Subscription renewal rate (5) 85% 85% 84% 84% 82%

Contract value (in thousands of dollars) (6) ...ccccvrvrceiniveinvevivernresvrirenes $46,264 $61,180 $ 80,633 $108,542 $138,474




Notes to Selected Financial and Operating Data

(1)

(6)

Prior to our spin-off from The Advisory Board Company in October 1997, The Advisory Board Company entered into
agreements with certain employees to repurchase outstanding stock options at fixed amounts. For background
information on the spin-off, see “Management’s Discussion and Analysis of Financial Conditions and Results of
Operations—Overview.” We assumed the obligations under these agreements in the spin-off to the extent they were
attributable to our employees. We reflect the charges relating to these agreements as stock option repurchase expenses
over the required employment period ended December 31, 1998. In addition, we substituted our stock options for The
Advisory Board Company stock options in the spin-off. The terms of the stock option substitution resulted in
compensation expense being charged for the intrinsic value of certain stock options. We reflect these charges as stock
option expenses over the vesting period of the options. After calendar year 2001, we will recognize no additional
compensation expense related to these substitution agreements. Furthermore, in December 1998, we and our selling
stockholder at the time agreed to make certain payments in the aggregate amount of $2.4 million to selected employees
under a special bonus plan. We recorded the special bonus plan charge of $2.4 million at the time of the commitment
in December 1998. See “Management’s Discussion and Analysis of Financial Condition and Results of Operation—
Years Ended December 31, 1999, 2000 and 2001—Stock option and related expenses.”

For the years ended December 31, 2000 and 2001, we recognized $1.0 million and $1.1 million, respectively, in
compensation expense reflecting additional Federal Insurance Corporation Act (“FICA”) taxes as aresult of the taxable
income that the employees recognized upon the exercise of common stock options, primarily in conjunction with the
sale of our common stock in the secondary offerings in February 2000 and in March and April 2001.

Prior to our initial public offering in February 1999, we had elected to be taxed under subchapter S of the Internal
Revenue Code. In February 1999, we terminated our S corporation election and became subject to U.S. Federal and state
income taxes at prevailing corporate rates. If we had elected to be taxed under subchapter C of the Internal Revenue
Codefor U.S. Federal and state income tax purposes beginning January 1, 1997, and recorded income tax expense using
an annual effective rate of 41.0%, pro forma net income (unaudited) and basic and diluted earnings per share
(unaudited) would have been $0.7 million, $0.03 and $0.03, respectively, for 1997, $2.1 million, $0.09 and $0.07,
respectively, for 1998, and $10.4 million, $0.39 and $0.32, respectively, for 1999.

For the year then ended. Client renewal rate is defined as the percentage of membership institutions renewed, adjusted
to reflect reductions in membership institutions resulting from mergers and acquisitions of members.

For the year then ended. Subscription renewal rate is defined as the percentage of membership subscriptions renewed
for the year, adjusted to reflect reductions in membership subscriptions resulting from mergers and acquisitions of
members.

Aggregate annualized revenue attributed to all agreements in effect at a given date without regard to the remaining
duration of any such agreement.




MANAGEMENT’S DISCUSSION AND ANALYSIS
OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Overview

We provide “best practices” research and analysis focusing on corporate strategy, operations and general management
issues. Best practices research identifies and analyzes specific management initiatives, processes and strategies that have been
determined to produce the best results in solving common business problems or challenges. For a fixed, annual fee, members
of each research program have access to an integrated set of services, including best practices research studies, executive
education seminars, customized research briefs and web-based access to the program’s content database and decision
support tools.

We were incorporated on September 11, 1997, under the laws of the State of Delaware. Our business was operated as a
division of The Advisory Board Company, a Maryland corporation, until October 31, 1997, when the business was
contributed to us and spun off to The Advisory Board Company’s sole stockholder. In February 1999, 18,830,560 shares of
our common stock were sold in an initial public offering. In February 2000 and in March and April 2001, 11,023,030 shares
and 3,035,000 shares, respectively, of our common stock were sold in secondary public offerings. We did not directly receive
any proceeds pursuant to the sales of our common stock. All of the shares sold in the foregoing offerings were sold by
stockholders and option holders. However, we did receive cash from the exercise of common stock options in conjunction
with the sale of our common stock. Subsequent to the sale of common stock in the secondary offering in February 2000, the
former sole stockholder owns no shares of our common stock.

Membership subscriptions, which are principally annually renewable agreements, are generally payable by members at the
beginning of the contract term. Billings attributable to memberships in our research programs initially are recorded as
deferred revenues and then recognized pro rata over the membership contract term. At any time, a member may request
arefund of their membership fee for a research program, which is provided on a pro rata basis relative to the remaining term
of the membership.

Over the last three years, our revenues have grown at a compound annual growth rate of 34.2% from $53.0 million in 1998
to $128.1 million in 2001, while costs have grown at a compound annual growth rate of 24.8% from $50.2 million in 1998
to $97.5 million in 2001. The increase in revenues was primarily attributable to cross-selling additional subscriptions to
existing members, adding new members, price increases and the introduction of new research programs. The increase in
costs has been driven principally by the increase in the number of employees required to support subscription growth.

One measure of our business is its annualized “Contract Value,” which we calculate as the aggregate annualized revenue
attributed to all agreements in effect at a given point in time, without regard to the remaining duration of any such
agreement. Our experience has been that a substantial portion of members renew subscriptions for an equal or higher level
each vear. Contract Value has grown at a compound annual growth rate of 31.3% over the past three years and was $138.5
million at December 31, 2001.

Our operating costs and expenses consist of cost of services, member relations and marketing, general and administrative
expenses, depreciation, and stock option and related expenses. Cost of services represents the costs associated with the
production and delivery of our products and services, including compensation of research personnel and in-house faculty,
the production of published materials, the organization of member meetings and all associated support services. Member
relations and marketing expenses include the costs of acquiring new members, the costs of servicing and renewing existing
members, compensation expense (including sales commissions), travel and all associated support services. General and
administrative expenses include the costs of human resources and recruiting, finance and accounting, management
information systems, facilities management, new product development and other administrative functions. Stock option
and related expenses includes non-cash compensation expense related to certain stock option agreements in existence at the
time of the spin-off from The Advisory Board Companyand includes additional cash payroll taxes for compensation expense
relating to the taxable income recognized by employees upon the exercise of non-qualified common stock options.




Results of Operations

The following table sets forth certain financial data as a percentage of total revenues for the periods indicated:

Year Ended December 31,

1999 2000 2001

REVEIUES ottt bbb bbb bbb e e . 100.0% 100.0% 100.0%
COSE OF SEIVICES vuvavrivieieieeee sttt bbb e n s ea st 40.4 37.8 35.7
GIOSS PLOIL .eurririiiriiiieicceeiecctitisiii e s be s bbb ss s R Rs s bt b et et s a4 s bbb as s en s n b et st cass 59.6 62.2 64.3

Costs and expenses:

Member relations and marketing ..........cccocvvviiiinicncn s 21.9 222 23.6
General and admMINISITATIVE ....c.c.ccccieiniiie i ce bbbttt nns 12.0 12.6 12.4
DePreciation i s 1.9 2.7 3.4
Stock option and related eXPenses . ... e 0.5 1.5 1.0
Total COStS AN EXPEIISES .eriiiriieeererirercreieerieniatiieeererererererererestatstsistas e sesesssesssas s s st bt ens sesesscneenenens 36.3 39.0 40.4
INCOIMIE fTOIM OPETALIONS cuvvveieirirerererereriseeeresserest st ese bbbkttt es s eseee 233 232 23.9
Other INCOMIE, NET cvrvisirieieitceie et st sa et sttt a e caebebenats 1.6 2.4 3.3
Income before provision fOr iNCOME TAXES 1vvvvrviriirieee e sese e sesenseseisesesnes 24.9 25.6 27.2
Provision fOr INCOIME TAXES ......oiiiweiierrereres ettt e es bt et eeenenens 6.2 10.0 10.3

INEE IIICOIMIE ottt ettt et b bbb bbb bbbt etttk ek b bbb b e s ee s enererebsass 18.7% 15.6% 16.9%

Years Ended December 31, 1999, 2080 and 2001

Revenues. Total revenuesincreased 34.9% from $70.8 million for 1999 to $95.5 million for 2000, and 34.2% to $128.1 million
for 2001. The increase in revenues was attributable primarily to cross-selling additional subscriptions to existing members,
adding new members, price increases and the introduction of new research programs. The average subscription price
increased 6.9% in 1999, 6.0% in 2000 and 3.6% in 2001. We introduced two new research programs in 1999, three new
research programs in 2000, and three new research programs in 2001.

Cost of services. Cost of services increased 26.2% from $28.6 million for 1999 to $36.1 million for 2000, and 26.7% to $45.7
million for 2001. The increase in cost of services was principally due to increased research staffing and related compensation
costs to support new research programs and an increase in short-answer research and executive education services staffing
to serve the growing membership base across all programs. Cost of services as a percentage of revenues decreased from 40.4%
for 1999 to 37.8% for 2000 and to 35.7% for 2001. This decrease was attributable to the fixed nature of a portion of the
production costs of best practices research studies, as these costs are not significantly affected by growth in the number of
membership subscriptions.

Gross profit trend. Historically, the gross profit margin (gross profit as a percentage of total revenues) has fluctuated based
upon the growth in revenues offset by the costs of delivering best practices research studies, the timing of executive education
seminars, the volume of customized research briefs and the hiring of personnel. Accordingly, the gross margin for the year
ended December 31, 2001, may not be indicative of future results.

Member relations and marketing. Member relations and marketing costs increased 36.8% from $15.5 million for 1999 to
$21.2 million for 2000, and 42.3% to $30.2 million for 2001. The increase in member relations and marketing costs is
primarily due to the increase in sales staff and related costs, the increase in commission expense associated with increased
revenues, and the increase in member relations personnel and related costs to serve the expanding membership base.
Member relations and marketing costs as a percentage of total revenues have increased during the period 1999 to 2001 as
we have added member relations and marketing resources to serve the expanding membership base.

General and administrative. General and administrative expenses increased 41.7% from $8.5 million for 1999 to $12.0
million for 2000, and 32.1% to $15.9 million for 2001. The increase in general and administrative expenses resulted
principally from staffing increases in general management, human resources and recruiting, finance and accounting,
management information systems, and facilities management to support our growth and additional consulting and training
expenses associated with investments in management information software. Although general and administrative expenses
increased during the period 1999 through 2001, general and administrative expenses have remained relatively consistent as
a percentage of revenues during the period 1999 to 2001.




Depreciation. Depreciation expense increased 95.2% from $1.3 million for 1999 to $2.6 million for 2000, and 71.5% to $4.4
million for 2001. The increase in depreciation expense was principally due to the additional investment in leasehold
improvements for additional office space in Washington, D.C., and the purchase of computer equipment and software to
support organizational growth.

Stock option and related expenses. We recognized $0.4 million, $0.4 million, and $0.2 million for 1999, 2000 and 2001,
respectively, related to stock option agreements in existence at the time of the spin-off from The Advisory Board Company’s
sole stockholder. In connection with the spin-off, we executed substitution agreements with each of our employees
participating in The Advisory Board Company stock option plan. These substitution agreements resulted in compensation
expense being recognized by us over the vesting period. After 2001, we will recognize no additional compensation expense
related to these substitution agreements.

Werecognized $1.0 million and $1.1 million in compensation expense during the years ended December 31,2000 and 2001,
respectively, reflecting additional Federal Insurance Corporation Act (“FICA™) taxes as a result of the taxable income that
the employees recognized upon the exercise of common stock options, primarily in conjunction with the sale of our
common stock in the secondary offerings of common stock in February 2000 and in March and April 2001.

Other income, net. Other income, net consists primarily of interest income earned on a portfolio of cash equivalents and
marketable securities and the realized gain (loss) on the sale of marketable securities. During 2000, other income, net also
included the realized loss on the write-off of property and equipment. Other income increased 103.1% from $1.1 million
for 1999 to $2.3 million for 2000, and 89.3% to $4.3 million for 2001. The growth in other income, net was due primarily
to the increase in interest income associated with the increased level of cash, cash equivalents and marketable securities.
Cash, cash equivalents and marketable securities increased as a result of cash flows from operating activities and cash flows
from financing activities further discussed in the liquidity and capital resources section below.

Provision for income taxes. We recorded a provision for income taxes of $4.3 million, $9.5 million and $13.3 million for 1999,
2000 and 2001, respectively. Prior to February 22, 1999, we were treated as an S corporation for Federal income tax purposes
and recognized income taxes only related to the District of Columbia. Just prior to our initial public offering, we terminated
our S corporation status and are now subject to Federal and state income taxes at prevailing corporate rates. The difference
in the effective income tax rates for 1999 and 2000 primarily reflects the termination of the S corporation status just prior
to the initial public offering in February 1999 offset by the benefit of Federal income tax incentives associated with the
location of our office facilities. If we had elected to be taxed under subchapter C of the Internal Revenue Code for U.S. Federal
and state income tax purposes beginning January 1, 1999, and recorded income tax expense using an annual effective rate
of 41.0%, pro forma net income and basic and diluted earnings per share would have been $10.4 million, $0.39 and $0.32
for 1999. The difference in the effective income tax rates for 2000 and 2001 primarily reflects the increase in the amount of
tax-exempt interest income earned on the portfolio of cash, cash equivalents and marketable securities and in the increased
benefit from Federal income tax incentives associated with the location of our office facilities.

Liquidity and Capital Resources

Cash flows from operating activities. We have financed our operations to date through funds generated from operating
activities. Membership subscriptions, which are principally annually renewable agreements, are generally payable by
members at the beginning of the contract term. The combination of revenue growth and advance payment of membership
subscriptions has historically resulted in net positive cash flows provided by operating activities. We generated net cash flows
from operating activities of $23.7 million, $38.7 million and $52.8 million for 1999, 2000 and 2001, respectively. For 1999,
2000 and 2001, operating cash flows were generated within the period principally by net income, the utilization of tax
benefits created by the exercise of common stock options, and the growth in deferred revenues, partially offset by the growth
in membership fees receivable. As of December 31, 2000 and 2001, we had cash, cash equivalents and marketable securities
0f$69.4 million and $132.5 million, respectively. We expect that our current cash, cash equivalents and marketable securities
balances and anticipated net positive cash flows from operations will satisfy working capital, financing, and capital
expenditure requirements for the next twelve months.

Cash flows from investing activities. We used net cash flows in investing activities of $11.5 million, $44.5 million, and $38.6
million during the years ended December 31, 1999, 2000 and 2001, respectively. During 1999, 2000 and 2001, investing cash
flows were used within the period to purchase available-for-sale marketable securitiesand to purchase leasehold improvements
for additional office space in Washington, D.C., computer equipment and software. During 1999, we also received $6.5
million for the repayment of a note receivable from our previous sole stockholder.
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Cash flows from financing activities. We used net cash flows in financing activities of $4.7 million during the year ended
December 31, 1999. We generated net cash flows from financing activities of $5.5 million and $14.5 million during the years
ended December 31, 2000 and 2001, respectively. Net cash flows used in financing activities during 1999 were primarily
attributable to a distribution to our previous sole stockholder of $4.0 million to pay income taxes on our S corporation
earnings and to distribute our estimated undistributed taxed or taxable earnings. During 1999, we also paid $1.7 million in
expenses related to our initial public offering, which is treated for accounting purposes as a distribution to our previous sole
stockholder. For the years ended December 31, 2000 and 2001, cash flows were generated within the periods by the receipt
of cash for the exercise of stock options associated with the sale of our common stock.

We lease office facilities in the United States and the United Kingdom expiring on various dates over the next 11 years.
Certain lease agreements include provisions for rental escalations based on the Consumer Price Index and require us to pay
for executory costs such as taxes and insurance. Future minimum rental payments under non-cancelable operating leases,
excluding executory costs, are $50.7 million. We have entered into a $10.0 million unsecured loan agreement, expiring May
2002, with a commercial bank that provides for a revolving line of credit facility under which we may from time to time
borrow, repay and re-borrow funds. There have been no borrowings under the loan agreement. In addition, we have entered
intoa $1.3 million letter of credit agreement, expiring September 2003, with a commercial bank to provide a security deposit
for our headquarters office lease. We pledged certain assets as collateral under the letter of credit agreement.

AtDecember 31,2000 and 2001, we have no off-balance sheet financing or other arrangements with unconsolidated entities
or financial partnerships (such as entities often referred to as structured finance or special purpose entities) established for
purposes of facilitating off-balance sheet financing or other debt arrangements or for other contractually narrow or limited
purposes. :

Quantitative and Qualitative Disclosures About Market Risk

We are exposed to interest rate risk primarily through our portfolio of cash, cash equivalents and marketable securities,
which is designed for safety of principal and liquidity. Cash and cash equivalents consist of highly liquid U.S. government
and U.S. Treasury obligations with maturities of less than three months. Marketable securities consist primarily of U.S.
Treasury notes and bonds and Washington, D.C., tax-exempt notes and bonds. We perform periodic evaluations of the
relative credit ratings related to the cash, cash equivalents and marketable securities. This portfolio is subject to inherent
interest rate risk as investments mature and are re-invested at current market interest rates. We currently do not use
derivative financial instruments to adjust our portfolio risk or income profile.




A Note About Forward-Looking Statements

Wehave made forward-looking statements in this Annual Report, including the section entitled “Management’s Discussion
and Analysis of Financial Condition and Results of Operations,” that are based on our management’s beliefs and
assumptions and on information currently available to our management. Forward-looking statements include the
information concerning our possible or assumed results of operations, business strategies, financing plans, competitive
position and potential growth opportunities. Forward-looking statements include all statements that are not historical facts
and can be identified by the use of forward-looking terminology such as the words “believes,” “expects,” “anticipates,”
“intends,” “plans,” “estimates” or similar expressions.

Forward-looking statements involve risks, uncertainties and assumptions. Actual results may differ materially from those
expressed in these forward-looking statements. You should not put undue reliance on any forward-looking statements. We
do not have any intention or obligation to update forward-looking statements after we distribute this Annual Report.

You should understand that many important factors, in addition to those discussed elsewhere in this Annual Report, could
cause our results to differ materially from those expressed in these forward-looking statements. These factors are discussed
more fully in a Form 10-K that we filed with the Securities and Exchange Commission on February 21, 2002. These factors
include:

+ our dependence on renewals of our membership-based services,

+ our inability to know in advance if new products will be successful,

+ difficulties we may experience in anticipating market trends,

+ our need to attract and retain a significant number of highly skilled employees,
+ restrictions on selling our products and services to the health care industry,

+ continued consolidation in the financial institution industry,

+ fluctuations in operating results,

+ our potential inability to protect our intellectual property rights,

+ our potential exposure to litigation related to content, and

our potential exposure to loss of revenue resulting from our unconditional service guarantee.




THE CORPORATE EXECUTIVE BOARD COMPANY

BALANCE SHEETS
{In thousands, except share amounts)

December 31,

2000 2001
ASSETS
CURRENT ASSETS:
Cash and cash eqUIVAIENTS ....c.ciiiiiiiici ettt $19,493 § 48,271
MATKETADIE SECUTTTIES 1vivvvieirarrererurreriserserisersesresrtesesraseressasesasrasessnessesentasesesereosentseesestssasesessessssostressesesessesesaseasssssens 5,765 35,735
Membership fees receivable, MOt .o e es e er s s ser e saes 29,519 42,011
Deferred INCOME TAXES, TET cuiiiiiieiereiaieriererererreeetetetesetisesssesestssesstesssesasesasasasasesesesesesesesesesessssesesesesesssesasasasasasmsencacs 14,742 19,881
Deferred INCeNtive COMPENSATION ..ooviiiririrrirareirirreriesereseseeseseseseseneecaeasssasesesesesesesemesssessesssesesesasasssessssrensoes 2,827 4,216
Prepaid expenses and Other CUTENT ASSELS ...cccccwireremmimeierrcesriisiisrirsisisr s ss s ss s sionen 3,015 3,042
TOTAl CUTTEIT ASSEES 1ururirrerirerrrsirrrieseseeraeessesessaseseesaseasereseasesentatssesestessntstesanestssastntatastatasessaseasssasensssasenessssorsrsnsons 75,361 153,156
DEFERRED INCOME TAXES, NET ....cciieiitititeiereieiasasasassssssssssssssaesesssesesesessssssasasasasasssassssssssssstsesssosssssesssesesesesess 16,606 38,639
MARKETABLE SECURITIES ...ttt st sctsieseestestestessase e ses st aasassesseseasaessesssesbess st essessensasansaessansessassessecs 44,115 48,463
PROPERTY AND EQUIPMENT, NET .....ccvtririenriirininisessseressssssessssss s sesesesesesees e sesesessesesesosasosssosesssasesasasesens 16,412 17,260
TIOTAL ASSEES 1erueeeeiieeeiieiise e st ese e et s et e s resesbesobesaseessbessrtostesssessssosss s bsesbnssas s e be s see s se e e st e easseesssenrrebe et e enntennesrreets $152,494 $257,518
LIABILITIES AND STOCKHOLDERS’ EQUITY
CURRENT LIABILITIES:
Accounts payable and accrued Habilities ... $8,102 §$ 10,683
Accrued incentive compensation 3,013 6,387
Stock option repurchase liability 3,140 —
DIELEITEA FEVEIIUES «.veeviiivriieeeisreiisriissesstsosbessatesbtesste st essaeesssesssasssss st ssreeasessssaassesesearneesbesesteaentssnsesaseasssessssssssssssnnnn 71,281 94,683
Total current liabilities 85,536 111,753
OTHER LIABILITIES ..ooiotteteieetentenee st snesitessnestsessaassasessaesseessesssssssseensesasesssesssnsssseasssesssasssssssessisssrasnsessces 1,397 1,781
TOLAL LIADILITIES vevvvvviivivriiirieieirte it teerttesessstees st e eemteeeeneeeeaneesasssssestseaaraessssresesanesssnssessssnsssssssssssnnnssneeeeenseessren 86,933 113,534
STOCKHOLDERS’ EQUITY:
Preferred stock, par value $0.01; 5,000,000 shares authorized, no shares issued
AN OULSTANAING w.ocooviiiiiiiiiii e b — —
Common stock, par value $0.01; 100,000,000 shares authorized and 31,144,069 and
34,898,060 shares issued and outstanding as of December 31, 2000 and 2001, respectively 311 349
Additional paid-in-Capital ... ettt enr s 38,579 94,221
Deferred COMPENSAtION vttt bbb bbb s bbb bbb s scncinnnsnsis (186) —
Retained earnings.............. 26,611 48,243
Accumulated elements of COMPIehensive INCOME ...covviiiiieirreee ettt csesnenne 246 1,171
Total StOCKNOLAETS EQUILY cvevrvrerieieerereie st ettt et aseseassetsnsen 65,561 143,984
Total liabilities and stockholders’ equity $152,494 $257,518

See accompanying notes to financial statements.




THE CORPORATE EXECUTIVE BOARD COMPANY

STATEMENTS OF INCOME

(In thousands, except per share amounts)

Year Ended December 31,
1999 2000 2001
REVENUES oottt ettt ettt e sstste st s e s b e st e e b et e s et s e sasaete st essansesensenusassensansnsrssensons $ 70,767  $95,491  $128,112
COST OF SEIVICES c.vevvrvrieerissiisecstesieiee it saeee s emesreestesaesesreessssnssbes b s bassesaesse et ensessestssbesteensennannnesneennsrsens 28,602 36,094 45,738
GROSS PROFIT Lttt ettt ettt et et e s n st a b e bt b e st aaaeasaesaesae b e st esbesbbabsassesnasssasnnnsasnsenne $ 42,165 $59,397 §$ 82,374
COSTS AND EXPENSES:
Member relations and MAarketing ... e 15,525 21,236 30,219
General and adMINISIEALIVE c.e.vvieiuireeises et creserere e s rs e sabe st esesasasasasas cecnesesnsnsnns 8,485 12,021 15,877
DDEPIECIATION c...vicicreicictciite ettt et s st 1,318 2,573 4412
Stock option and related eXPenses ......ccoooiiciiiiiiie s 383 1,371 1,260
TOtal COSLS ANA EXPEIISES wvrvrerrereriseiirii ittt s b s s $ 25711 _$37,201 _$ 51,768
INCOME FROM OPERATIONS ...ooioiitsreseretcreeesesssieseseseesenanesansassssesesesssesssssassesesesissessssesesenae $ 16,454  $ 22,196 $ 30,606
OTHER INCOME, NET .o ettt eva ettt e e see s sesvesbeoba s besbesbesaesneebbasseaseensenne 1,114 2,263 4,283
INCOME BEFORE PROVISION FOR INCOME TAXES ....cciiirermmirmnrrmnerenene e resssveeseecseensone $17,568 $ 24,459  $ 34,889
PROVISION FOR INCOME TAXES .ottt ettt sttt e teste s ssessesbe st sba b et ens e b ebassanees 4,322 9,539 13,257
NET INCOME ..ottt esneeesnsae sttt ek et ssaebenasnassesassesstases s neenersentaneee $13246 $14,920 $ 21,632
EARNINGS PER SHARE:
BASIC weurrveriririrereteteie ittt bttt ea et b s as e AR h kst ettt d A4 e A A £e£ e e R eReReanbe b s e n et $ 050 $ 049 $ 0.64
DIIUEEA vttt et st bbbt bbb bbbt e e ek ettt e h s s R R s s e s s en e b bt b s e $ 041 $ 043 3 059
WEIGHTED AVERAGE SHARES USED IN THE CALCULATION
OF EARNINGS PER SHARE:
LC cuveteiteeteeee e et e r e h e et et et e ebe bt eheeetebt ettt ke aR e R e eaaesteaRenRe e a S e b e A e st e benbe st s eRe e Rt ebee e b et e et e esnenaabanreeaeenes 26,446 30,321 34,003
.............................................................................................................................................. 32,054 34,638 36,465

See accompanying notes to financial statements.




THE CORPORATE EXECUTIVE BOARD COMPANY

STATEMENTS OF CASH FLOWS

(In thousands)
Year Ended December 31,
1999 2000 2001
CASH FLOWS FROM OPERATING ACTIVITIES:
NEL INCOIMIE «oovvevevererisiiieiirttsaese e es oo re e re et aesesesesesesesesesesssssssesaseseseseseseseresentetetatatsesescrtaeneesesesessnsnnn $ 13,246 §$14,920 $ 21,632
Adjustments to reconcile net income to net cash flows from operating activities:
DIEPTECIAtION c.eiviiiiiiiteiit et et 1,318 2,573 4,166
Loss on disposition of property and eqUIPIMENT .......covvieeineiniimens — 223 246
Deferred income taxes and tax benefits resulting from the exercise
Of COMMON STOCK OPHIOMNS 1.ttt 3,927 9,065 13,440
Stock option repurchases ..... (3,084) (1,570) (3,140)
Stock option and related eXPenses ........ccoueieieiin s 383 384 186
Amortization of marketable securities premiums (discounts), Net ....ocvviveiiinereccrcernieiceninnnnes 61 196 478
Changes in operating assets and liabilities:
Membership fees receivable, NEt ... (9,438) (2,916)  (12,492)
Deferred Incentive COMPENSAtION .cccueceuriererrererrerenienrrssssssssssesssssss et seassssse s sosscsscsens (778) (26) (1,389)
Prepaid expenses and other current assets (935) (1,697) (27)
Accounts payable and accrued Liabilities ........cocovrnrrres e 1,506 2,023 2,581
Accrued INCentive COMPENSATION wrvereeierrererreresriese s csnassassss b ss s 1,216 (864) 3,374
Deferred revenues . 16,375 15,845 23,402
Other HADILITIES vvvveveeirieveerieieereee et te s s sss s s sa ke sees b saosesesesassessssssesassasesarsnnsen 813 584 384
SPecial BONUS PIAN 1ttt e e (960) —_ —
Net cash flows provided by operating activities .....coccecevviriviieiicieniniirinieceseseeceereesen 23,650 38,740 52,841
CASH FLOWS FROM INVESTING ACTIVITIES:
Purchase of property and eqUIPIMENT....c.c.evevierieireeiise e ressescesessesesesesencssennsnnans (7,282) (9,287) (5,260)
Receivable from StOCKROIAET .........ovoveviiiiiieririeii ettt ettt s s s a s eneseseresns 6,500 — —
Purchase of marketable SECUTITHES .oivviiviiiiesececerr et csacssasa e st ssa e sassanenneerseserereas (12,074)  (89,569)  (61,022)
Sales and maturities of marketable SECUTTHIES ....cvcviiivirieririiienerreerceeerercrnesesaesessesesseasensansesssrenees 1,403 54,378 27,717
Net cash used in Investing aCtIVIHIES ..ccooviriririrrierieienie et ereresestere e (11,453)  (44,478)  (38,565)
CASH FLOWS FROM FINANCING ACTIVITIES:
Distributions t0 StOCKNOIAET .o.iiiiiiiiiiiiiiiciiicesee e e et ste s sae e re b e s sb s b ebe b sean (4,000) — —
Proceeds from the exercise of common stock OPLions ... 995 5,355 13,798
Proceeds from issuance of common stock under the employee stock purchase plan .................. — 150 704
Reimbursement of 0ffering coSts ... e — 650 375
Payment of Offering COSS vt et asbes (1,698) (650) (375)
Net cash provided by (used in) financing activities ...t (4,703) 5,505 14,502
NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS ..c.cvvveieeeeerceeveeverne 7,494 (233) 28,778
Cash and cash equivalents, beginning of period ........oevevermeiii e 12,232 19,726 19,493
Cash and cash equivalents, end of Period ... e $19726 $ 19,493 _§$ 48,271

See accompanying notes to financial statements.




THE CORPORATE EXECUTIVE BOARD COMPANY

STATEMENTS OF CHANGES IN STOCKHOLDERS’ EQUITY (DEFICIT)

For the years ended December 31, 1999, 2000 and 2001

(In thousands, except share amounts)

Accumu-
lated
Addi- Elements of Annual
tional Deferred Retained Compre- Compre-
Preferred Stock Common Stock Paid-in- Compen- Earnings hensive hensive
Shares  Amount Shares Amount Capital _sation  (Deficit) Income  Total Income
Balance at December 31, 1998 ........ — $— 25,008,800 $250 $2,521 $(953) $(9,965) $— $(8,147)
Distributions to stockholder, net — —_ — — — — (6,519) _ (6,519) $—
Net income—pre-termination
of S corporation status ............. — — — — — — 1,555 — 1,555 1,555
Termination of S corporation
status — — — — (14,929} — 14,929 —_ — —
Issuance of common stock
under special bonus plan ......... — — — — 1,440 — — — 1,440 —
Issuance of common stock
upon the exercise of common
Stock OPHONS ..oovereererer e — — 2,131,120 21 974 — — — 995 —
Tax benefits related to the
exercise of stock options .......... — — — — 10,128 — — — 10,128 —
Amortization of deferred
COMPENSATION weevrrcereeernecreerrenene — — — — — 383 — — 383 —
Unrealized losses on available-
for-sale marketable securities,
Net 0f taX .o — —_ —_ — — — — (680) (680) (680)
Net income—post-termination
of S corporation status .......... — — — — — — 11,691 — 11,691 11,691
Balance at December 31, 1999 ........ — $— 27,139,920 $271 $134 $(570) $ 11,691 $(680) $10,846 $12,566
Issuance of common stock
upon the exercise of common
StOCk OPHIONS e — — 3,998,470 40 5,315 — — — 5,355 —
Issuance of common stock
under the employee stock
purchase plan ..o, — — 5,679 — 150 — — — 150 —
Tax benefits related to the
exercise of stock options .......... —_ — — — 32,980 — — — 32,980 —_
Amortization of deferred
COMPEensation ........ceevemeenn. — — — — — 384 — — 384 —
Unrealized gains on available-
for-sale marketable securities,
NEt Of taX cvoviereceeiecveeeer e — — — — — — — 926 926 926
Net INCOME i, — —_ — — — — 14,920 — 14,920 14,920
Balance at December 31, 2000 ........ — $— 31,144,069 $311 $38,579 $(186) $26,611 $246 $65561 $15,846
Issuance of common stock
apon the exercise of common
stock Options .....ccccevcnieincnne, — — 3,727,682 38 13,760 — — — 13,798 —
Issuance of common stock
under the employee stock
purchase plan ..., — — 26,309 — 704 — — — 704 —
Tax benefits related to the
exercise of stock options .......... — — — —_ 41,178 —_ —_ _ 41,178 —_
Amortization of deferred
COMPENSATION woveverrrcercraerrnens — — — — — 186 — — 186 —
Unrealized gains on available-
for-sale marketable securities,
Net Of taX cvivvvvrerrverr e — — —_— — — — — 925 925 925
Net Income ...ocievviiciiiricin — — — — — — 21,632 — 21,632 21,632
Balance at December 31, 2001 — $— 34,898,060 $349 $94,221 $— §$48,243 $1,171 $143,984 $22,557

See accompanying notes to financial statements.




THE CORPORATE EXECUTIVE BOARD COMPANY

NOTES TO FINANCIAL STATEMENTS

1. Description of operations

The Corporate Executive Board Company (the “Company”) provides “best practices” research and quantitative analysis
focusing on corporate strategy, operations and general management issues. Best practices research supports senior executive
decision making by identifying and analyzing specific management initiatives, processes and strategies that have been
determined to produce the best results in solving common business problems or challenges. For a fixed, annual fee, members
of each of our research programs have access to an integrated set of services, including best practices research studies,
executive education seminars, customized research briefs and web-based access to the program’s content database and
decision support tools.

2. Spin-off and public offerings of ccmmon stock

The Company was incorporated on September 11, 1997, under the laws of the State of Delaware. The Company’s business
was operated as a division of The Advisory Board Company, a Maryland corporation, until October 31, 1997, when the
business was contributed to the Company and spun-off to The Advisory Board Company’s sole stockholder (the “Spin-
off””). In February 1999, 18,830,560 shares of our common stock were sold in an initial public offering (the “Initial Public
Offering”). In February 2000 and in March and April 2001, 11,023,030 shares and 3,035,000 shares, respectively, of our
common stock were sold in secondary public offerings. The Company did not directly receive any proceeds from the sale
of our common stock. All of the shares sold in the foregoing offerings were sold by stockholders and option holders.
However, the Company did receive cash from the exercise of common stock options in conjunction with the sale of our
common stock. Subsequent to the sale of common stock in the secondary offering in February 2000, the former sole
stockholder owns no shares of the Company’s common stock.

3. Stock split

In August 2000, the Company’s Board of Directors declared a two-for-one stock split in the form of a common stock
dividend on the Company’s common stock, payable September 15, 2000, to stockholders of record September 1, 2000. The
effect of the stock split is presented retroactively within the statements of changes in stockholders’ equity (deficit) at
December 31, 1998, 1999 and 2000, by transferring the par value for the additional common shares issued from the
additional paid-in-capital account to the common stock account. All references to share and per share amounts in the
accompanying financial statements included herein have been adjusted retroactively to reflect the two-for-one stock split.

4. Summary of significant accounting policies

Cash equivalents and marketable securities

Short-term investments and marketable securities that mature within three months of purchase are classified as cash
equivalents. Short-term investments and marketable securities with maturities of more than three months are classified as
marketable securities. As of December 31, 2000 and 2001, the Company’s marketable securities consisted primarily of U.S.
Treasury notes and bonds and Washington, D.C., tax-exempt notes and bonds. The Company classifies its marketable
securities as available-for-sale securities, which are carried at fair value based on quoted market prices. The net unrealized
gains and losses on available-for-sale marketable securities are excluded from net income and are included within
accumulated elements of comprehensive income. The specific identification method is used to compute the realized gains
and losses on the sale of marketable securities. The Company may not hold these marketable securities to maturity and may
elect to sell these securities at any time.

Property and equipment

Property and equipment consists of furniture, fixtures and equipment, capitalized software and web site development costs,
and leasehold improvements. Property and equipment are stated at cost, less accumulated depreciation expense. Furniture,
fixtures and equipment are depreciated using the straight-line method over the estimated useful lives of the assets, which
range from three to seven years. Capitalized software and web site development costs are depreciated using the straight-line
method over the estimated useful lives of the assets, which range from three to five years. Leasehold improvements are
depreciated using the straight-line method over the shorter of the estimated useful lives of the assets or the lease term.
Replacements and major improvements are capitalized. Maintenance and repairs are charged to expense as incurred.
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Recovery of long-lived assets

Long-lived assets and identifiable assets to be held and used are reviewed for impairment whenever events or changes in
circumstances indicate that the carrying amount of an asset may not be recoverable. The Company recognizes an
impairment loss when the sum of the expected undiscounted future cash flows is less than the carrying amount of the asset.
The Company believes that no such impairment existed as of December 31, 2000 and 2001.

Revenue recognition

Membership fees are recognized ratably over the term of the related membership, which is generally 12 months. Members
may request a refund of their membership fee, which is provided on a pro rata basis relative to the remaining term of the
membership. Membership fees are generally billable when the member agrees to the terms of the membership, although
certain membership fees are billed on an installment basis. In all cases, the Company’s policy is to record the full amount
of membership fees receivable as an asset and related deferred revenue as a liability when a member agrees to the terms of
the membership. As of December 31, 2000 and 2001, approximately $1.2 million and $2.5 million, respectively, of deferred
revenues were to be recognized beyond the following 12 months.

Commission expense recognition

Commission expenses related to the negotiation of new memberships and the renewal of existing memberships are deferred
and amortized over the term of the related memberships.

Earnings per share

Basic earnings per share is computed by dividing net income by the number of basic weighted average common shares
outstanding during the period. Diluted earnings per share is computed by dividing net income by the number of diluted
weighted average common shares outstanding during the period. The number of weighted average common share
equivalents outstanding is determined in accordance with the treasury-stock method. Common share equivalents consist
of common shares issuable upon the exercise of outstanding common stock options. A reconciliation of basic to diluted
weighted average common shares outstanding is as follows (in thousands):

Year Ended December 31,
1999 2000 2001
Basic weighted average common shares outstanding ..........cooicccnmmmn e, 26,446 30,321 34,003
Weighted average common share equivalents outstanding 5,608 4,317 2,462
Diluted weighted average common shares outstanding ..o 32,054 34,638 36,465

Concentrations of credit risk

Financial instruments, which potentially expose the Company to concentration of credit risk, consist primarily of
membership fees receivable and of cash, cash equivalents and marketable securities. Concentrations of credit risk with
respect to membership fees receivable are limited due to the large number of members and their dispersion across many
different industries and countries worldwide. However, the Company may be exposed to a declining membership base in
periods of unforeseen market downturns, severe competition or international developments. The Company performs
periodicevaluations of the membership base and related membership fees receivable and establishes allowances for potential
credit losses.

The Company generates revenues from members located outside the United States. For the years ended December 31, 1999,
2000 and 2001, approximately 31%, 29% and 30% of total revenues, respectively, were generated from members located
outside the United States. Revenues from customers in European countries were approximately 15%, 15% and 16% for the
years ended December 31, 1999, 2000 and 2001, respectively, with no other geographic area representing more than 10%
of total revenues in any period. No individual member accounted for more than 2% of revenues for any period presented.
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The Company maintains a portfolio of cash, cash equivalents and marketable securities, which is designed for safety of
principal and liquidity, with financial institutions. Cash and cash equivalents consist of highly liquid U.S. government and
U.S. Treasury obligations with maturities of less than three months. Marketable securities consist primarily of U.S. Treasury
notes and bonds and Washington, D.C., tax-exempt notes and bonds. The Company performs periodic evaluations of the
relative credit ratings related to the cash, cash equivalents and marketable securities.

Fair value of financial instruments

The fair value of current assets and current liabilities approximates their carrying value due to their short maturity.

Income taxes

Deferred income taxes are determined on the asset and liability method. Under this method, temporary differences arise as
a result of the difference between the reported amounts of assets and liabilities and their tax basis. Deferred tax assets are
reduced by a valuation allowance when, in the opinion of management, it is more likely than not that some portion or the
entire deferred tax asset will not be realized. Deferred tax assets and liabilities are adjusted for the effects of changes in tax
law and tax rates on the date of the enactment of the change.

Research and development costs

Costs related to the research and development of new company programs are expensed in the year incurred.

Reclassification of prior years’ balances

Prior years’ balances have been reclassified to conform to the current year’s presentation.

Use of estimates in preparation of financial statements

The preparation of financial statements in conformity with accounting principles generally accepted in the United States
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 financial statements and the reported amounts of revenues
and costs and expenses during the reporting period. Actual results could differ from those estimates.
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5. Marketable securities

The aggregate market value, amortized cost, gross unrealized gains and gross unrealized losses on available-for-sale
marketable securities are as follows (in thousands):

As of December 31, 2000

Gross Gross
Market Amortized Unrealized Unrealized
Value Cost Gains Losses
U.S. Treasury notes and BONdS ... $38,812  §$38,637 $236 $61
Washington, D.C., tax-exempt notes and bonds. ..o 11,068 10,840 228 —
$49,880  $49,477 $ 464 $61
As of December 31, 2001
Gross Gross
Market Amortized Unrealized Unrealized
Value Cost Gains Losses
U.S. Treasury notes and bonds ... $70,567  $69,067 $ 1,500 $—
Washington, D.C., tax-exempt notes and bonds. ... 13,631 13,243 398 10
$ 84,198 $ 82,310 $1,898 $10

The following table summarizes marketable securities maturities (in thousands):

As of December 31, 2001

Fair
Market Amortized
Value Cost
LSS TRAN OME YEAT w...ooceeimccritsin e seanea e sses s e bbb ekt n s n s e bbb cccnences $35,735 $ 35,457
MATULES I 1 10 5 YEALS riiiiiiiiiiiiiiieiee e sccnerestre st bbb et s ot ekt bea SRR BB b SR m b n et 42,836 41,282
MaATUTES 11 6 10 10 YEATS 1.vrvrvveieiieieesiei e eeetetetebetebe e r sttt b bttt ettt e e s et s bk a b e s bt et anesebenene 4,524 4,497
MALUTES BELET L0 YEATS covvrvrrserserrececiee et eciceeeceseesessessnss e sse s ce e see bbb et seb bRt s e b cbnebnetsene 1,103 1,074

$84,198 $ 82,310

The Company may not hold these marketable securities to maturity and may elect to sell these securities at any time.

6. Membership fees receivable

Membership fees receivable consist of the following (in thousands):

As of December 31,

2000 2001
Billed membership fees receivable ittt oo n et sase s cansesessenensinin $23,561 $ 36,431
Unbilled membership fees receivable ... ..o i 7,586 7,513

31,147 43,944
Reserve fOr UNCOLECtIDIE FEVEIUE c1iviviiiiisieiietcetieie ettt st eb et sasbese et es s s s e s senreneattssesettosasessnias (1,628) (1,933)

Membership fees receivable, MO ..o et e sttt $29,519 $ 42,011
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7. Receivable from stockholder
The Company held a promissory note in the amount of $6.5 million from its then sole stockholder prior to the Initial Public
Offering that was due and payable on October 31, 2007. Interest of 7.0% on the outstanding promissory note balance was

payable semiannually on each May 1 and November 1. The stockholder repaid the note in 1999 using proceeds from the
Initial Public Offering.

8. Property and equipment

Property and equipment consist of the following (in thousands):

As of December 31,
2000 2001
Furniture, fixtures, and eqUIPIMEI .........covvviiiiiicrii ettt e b s $10,944 % 10,399
Software and web site deVEOPIMENT COSTS cuuirimimririiniiiiieiereriiee e ceeernrearessesesessssssesassessassessesssssessssssssssscasseses 5,377 7,839
Leasehold IMPIOVEIMENTS ..ot bbbt s e nenes s 5,613 7,554
21,934 25,792
Accumulated dePreciation .o bbb (5,522) (8,532)

Property and equipment, net $16,412 $ 17,260

9. Income taxes

The Company was an S corporation for Federal income tax purposes until immediately prior to the Initial Public Offering.
As an S corporation, the taxable income of the Company was passed through to the sole stockholder and was reported on
the sole stockholder’s Federal income tax return. However, as the District of Columbia does not recognize S corporation
status, income taxes related to the District of Columbia were provided for within the Company’s financial statements prior
to the Initial Public Offering. Just prior to the Initial Public Offering, the Company terminated its S corporation status and
is now subject to Federal and state income taxes at prevailing corporate rates. As a result, the Company recorded a one-time
deferred income tax benefit of $2.7 million due to the change in tax status. The one-time deferred income tax benefit is
reflected in net income for the year ended December 31, 1999, as a reduction of the provision for income taxes. If the
Company had been a C corporation for U.S. Federal and state income tax purposes since January 1, 1999, and recorded
income taxes using an annual effective rate of 41.0%, pro forma net income and basic and diluted earnings per share would
have been $10.4 million (unaudited), $0.39 (unaudited) and $0.32 (unaudited) for the year ended December 31, 1999.

The provision for income taxes consists of the following (in thousands):

Year Ended December 31,
1999 2000 2001
CUITEIIT trvvvvireisieisssessssessressseesbse s brsssessase s se e besshm st s beasRessRseassaasasssbsarssessbessbsssssosbaeebaeerssonbesntsssas sasntenneonsesss $ 5780 % 8,582 $18,621
DEFETTEA wrerrrrreeeeesesseossssessseeesee e eessssses s sessessees s s s o222 5 8 bttt (1,458) 957 (5,364)

ProviSiON fOr INCOIMIE TAXES c.veiviiiieeeeieceeeeee ettt b s sbs b e s e b e ebaebsesb et e tsenseatansaessesbesssesasrastens $ 4,322 % 9,539  $ 13,257
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The provision for income taxes differs from the amount of income taxes determined by applying the U.S. Federal income
tax statutory rates to income before provision for income taxes as follows:

Year Ended December 31,
1999 2000 2001

Statutory U.S. Federal income tax rate .......c.c..ccccceceennnne 35.0% 35.0% 35.0%
State income tax, net of U.S. Federal income tax benefit 6.5 6.5 6.5
Termination Of S COTPOIATION STATUS ......evrrevieivererirrmrrrermiesssrenrensesessessssesesessreescsesneassessssasensiesesessssseses (15.6) — —
Phase-in rate differential .....c.occoo.. . (4.0) — —
Other permanent differences, net 2.7 (2.5) (3.5)

EffECTIVE TAX FALE tuivvevrrirerireieesereereris it eseseci st st e e et aassseseseness b ebsae b es et essssesabesaseas et sasasssnbesnsbebabesbnsssrererens 24.6% 39.0% 38.0%

The tax effects of temporary differences that give rise to significant portions of the deferred tax assets and deferred tax
liabilities consist of the following (in thousands):

As of December 31,
2000 2001
Deferred tax assets:

Deferred cOmMpensation ZIEEMEINTS ..........cccarmrmememiieieese et sssssss sttt st eesess et scasbsb e sseesiecicsis $1,250 $ 2,649
Net operating 108s CArTyfOrWaTd .......iicccirmrmr ettt secss e ecasteaseneanassen 29,865 52,431
DIETEITEA FEVENUE curvvviiiicieiciiicteicet et ercrte s et et et ba e s s st es et st eaene st eRas e s a b obe sesbebe et et et sntsesesassasesanins — 4,445
FINANCIAl TEPOITING IESEIVES ...couviiriiiiiacneereremrermiiries sttt ecata ettt n s et s et st st seantssas 702 802
EMPloyee DENefits ..o st 400 —
1 13 4 T OO DO PO O OO OO OOy OT OO OO OO PEUSRUTSUPUUUUSOURTRTTPROOt 579 737
TOtAl AEfErTed tAX @SSCLS 1evriieiieiieieiictectececerieeiie st se s st e e s te s e eessesteesseresaassasbesssassensenssersssasnsssssresneasesaeansasas 32,796 61,064

Deferred tax liabilities:
Unrealized gains on available-for-sale SeCUTIties ... 157 717
EmDpPloyee DENefIts ..ot s es 41 78
Deferred INCEntive COMPEISAION . .iceurueirueirirriririieieiteteteiatetetetsteeceeeeeetetesesasesebs st e b tetetetebsaeseeeseassstetesesesaasasassrass 1,173 1,749
OHET cuitiiieresirrere ettt ettt et et st et et e se s e bn s s b ebe b s e st esab b Sh e eE S e S e AR e R e R E b e b A AR b bkt st et e b er e et et aaeeeraniee 77 —
Total deferred tax HaDILILIES .....c.ooviii ettt et sa e bbbttt bbbttt e sttt tn s es 1,448 2,544
D eferTed 1aX @SSEES, TIEL cuvvreiuiiiiriiiiitisteetesiese e e e st e it e seessesressessesbeesteraastessasssssssssantensssssessstsanssssssresssensessassesressaasesss $31,348 $§ 58,520

The Company has net operating losses which resulted in a deferred tax asset of $29.9 million and $52.4 million at December
31,2000 and 2001, respectively. The net operating losses expire in the years 2019 through 2021. The Company believes that
its future taxable income will be sufficient for the full realization of the deferred tax assets. The Company has realized tax
benefits (reductions of taxes payable) resulting from the exercise of common stock options of $8.1 million and $18.6 million
in the years ended December 31, 2000 and 2001, respectively.
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10. Comprehensive income (loss)

Comprehensive income (loss) is defined as netincome (loss) plus the net-of-tax impact of foreign currency items, minimum
pension liability adjustments, and unrealized gains and losses on certain investments in debt and equity securities.
Comprehensive income for the year ended December 31, 1999, 2000 and 2001, was $12.6 million, $15.8 million and $22.6
million, respectively. The accumulated elements of comprehensive income, net of tax, included within stockholders’ equity
on the balance sheets are comprised solely of the change in unrealized gains (losses) on available-for-sale marketable
securities. Unrealized losses, net of tax, on available-for-sale marketable securities amounted to $0.7 million during the year
ended December 31, 1999. Unrealized gains, net of tax, on available-for-sale marketable securities amounted to $0.9 million
during each of the years ended December 31, 2000 and 2001.

11. Transactions with affiliates

Administrative support and vendor agreements

The Advisory Board Company provided the Company with limited administrative support services from the date of the
spin-off until December 31, 2000. Subsequent to the Spin-off, fees were charged to the Company for these services in
accordance with an Administrative Services Agreement (the “ASA”). The ASA provided for fees based on either direct costs,
costs per certain transaction, headcount, or a fixed cost per month. The ASA expired December 31, 2000.

The Company also has received services under certain vendor contracts entered into by The Advisory Board Company for
the provision of certain services, such as telecommunications, travel, mailing and general office services. A Vendor Contracts
Agreement specified that the Company will pay the vendor directly if costs can be segregated and billed separately, or the
Company will reimburse The Advisory Board Company for its reasonably allocated share of commonly billed costs. The
Vendor Contracts Agreement expired on December 31, 2000. However, the Company continues to participate in limited
vendor contracts entered into by The Advisory Board Company for the provision of certain services and continues to pay
for such services on a basis consistent with that followed under the Vendor Contracts Agreement.

Due from (due to) affiliate

Activity due from (due to) affiliate is as follows (in thousands):

Year Ended December 31,
1999 2000 2001
Balance at beginning of Period .......ccveeveiiiini e $ 350 % (41) $ (193)
Administrative support from, and vendor agreements shared with,

The Advisory Board COmMPAany .....ccoinnsecececseens (1,595) (22) (26)
Cash transfers from the Company to The Advisory Board Company 3,169 220 518
Cash transfers to the Company from The Advisory Board Company (1,965) (350) (308)
Balance at end of PEFIOM c.c.veiccriinirricieiir e crrenecer e v taetes et s r s $  (41) $ (193) 3 (9)

12. Employee benefit plans

Defined contribution 401(k) plan

The Company sponsors a defined contribution 401(k) Plan (the “Plan”) in which the Company’s employees participate.
Pursuant to the Plan, all employees who have reached the age of 21 are eligible to participate. The employer provides
contributions equal to 25% of an employee’s contribution up to a maximum of 4% of base salary. Contributions to the Plan
for the participants were $0.2 million, $0.2 million and $0.3 million during the years ended December 31, 1999, 2000 and
2001, respectively.
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Employee stock purchase plan

In June 2000, the Company established an employee stock purchase plan (the “ESPP”). Under the ESPP, employees
authorize payroll deductions from 1% to 10% of their eligible compensation to purchase shares of the Company’s common
stock. The ESPP is authorized to issue up to 1,050,000 shares of the Company’s common stock. During the years ended
December 31, 2000 and 2001, 5,679 and 26,309 shares of common stock, respectively, were issued under the ESPP.

13. Stock option plans

Background

On March 1, 1994, The Advisory Board Company adopted the Stock-Based Incentive Compensation Plan (the “Original
Plan™) to provide for granting incentive stock options (“Original Options”). The Original Plan entitled certain employees
to purchase shares of The Advisory Board Company’s Class B Nonvoting Common Stock at a price equal to at least the fair
market value of The Advisory Board Company’s stock on the date of grant. The Original Options were exercisable on the
date 10 years after the date of grant, subject to acceleration upon the occurrence of certain events that would alter the current
ownership of The Advisory Board Company, including an initial public offering or private sale.

Liquid Markets Agreements

OnMarch 31, 1995, The Advisory Board Company and existing optionees adopted the Liquid Markets Agreements (“Liquid
Markets Agreements”) to provide the optionees an opportunity to (i) sell all or a portion of their Original Options to The
Advisory Board Company immediately and/or (ii) modify all or a portion of their Original Options in accordance with the
terms and conditions of the Continuing Stock-Based Incentive Compensation Plan, which is described below (the
“Continuing Option Plan”).

The Liquid Markets Agreements provided for the designation of Original Options as described above and governed the
payments to be made to the optionees for options sold. For the options elected to be sold, The Advisory Board Company
was committed to make a payment in two installments (25% no later than December 31, 1995, and 75% no later than
December 31,1996). The Advisory Board Company was also obligated to pay the optionee an additional payment (the “Earn
OutPayment”) based on The Advisory Board Company’s income from operations for the fiscal year ending March 31, 1998.

In March 1997, The Advisory Board Company amended the Liquid Markets Agreements to provide for (1) guaranteed
versus variable Earn Qut Paymeénts, (2) revised payment schedules, (3) revised employment requirements, and (4) in limited
instances, the ability to put cutrrent options retroactively into the Liquid Markets Agreements.

In December 1998, the Company amended the Liquid Markets Agreements relating to its employees by eliminating the
future employment requirements. The Company recognized $2.4 million in compensation expense related to the Liquid
Markets Agreements in the year ended December 31, 1998. There are no earnings charges subsequent to December 31, 1998,
related to these agreements. In January 2001, the Company paid $3.1 million in accordance with the Liquid Markets
Agreements, the final cash commitment related to the Liquid Markets Agreements. At December 31, 2001, there are no
future cash commitments related to the Liquid Markets Agreements.




THE CORPORATE EXECUTIVE BOARD COMPANY

NOTES TO FINANCIAL STATEMENTS (Continued)

Stock-Based Incentive Compensation Plan

The Continuing Option Plan, adopted on March 31, 1995, amended and restated the Original Plan and formalized the terms
and conditions of the remaining modified options (the “Continuing Options”). In conjunction with the Spin-off, The
Advisory Board Company executed a Substitution Agreement (the “Substitution Agreement”) with each of the employees
of the Company participating in the Continuing Option Plan. The Substitution Agreement provided for the exchange of The
Advisory Board Company Continuing Options for options in the Company (the “Options”) granted under the Company’s
Stock-Based Incentive Compensation Plan (the “Current Plan”), which was adopted at the time of the Spin-off. The Current
Plan provides for the issuance of options to purchase up to 11,008,000 shares of common stock. Any shares of common stock
which, for any reason, are not issued under the Current Plan are reserved for issuance pursuant to the 1999 Stock Option
Plan (the “1999 Plan™). As of December 31, 2001, 10,569,400 options, net of cancellations, to purchase common stock had
been granted under the Current Plan and 438,600 options, net of cancellations, to purchase common stock had been granted
under the 1999 Plan. The Options granted under the Current Plan generally become exercisable 50% in February 2000, 30%
in February 2001 and 20% in February 2002 and expire between April 2001 and April 2004.

The terms of the Substitution Agreement resulted in a new measurement date for 3,711,760 options held by employees of
the Company, resulting in the recognition of compensation expense over the options vesting period. The compensation
expense is reflected in stock option and related expenses in the accompanying statements of income and was $0.4 million,
$0.4 million and $0.2 million for the years ending December 31, 1999, 2000 and 2001, respectively. The recognition of
compensation expense was not required for the remaining 2,843,986 options outstanding at the time of the Spin-off. There
are no earnings charges subsequent to December 31, 2001, related to these options or Substitution Agreements.

1999 Stock Option Plan

In February 1999, the Company adopted the 1999 Plan, which provides for the issuance of options to purchase up to
3,784,000 shares of common stock plus any options to purchase shares of common stock which, foranyreason, are not issued
under the Current Plan. During 1999, the Company granted 1,491,000 options to purchase common stock under the 1999
Plan at a weighted average exercise price of $9.80 per share. During 2000, the Company granted 1,613,000 options to
purchase common stock under the 1999 Plan at a weighted average exercise price of $21.78 per share. During 2001, the
Company granted 1,358,000 options to purchase common stock under the 1999 Plan at a weighted average exercise price
of $31.05 per share. As of December 31, 2001, 4,222,600 options, net of cancellations and including 438,600 shares of
common stock carried over from the Current Plan, had been granted under the 1999 Plan. The common stock options
granted under the 1999 Plan generally become exercisable 25% per year beginning one year from the date of grant and expire
between February 2009 and July 2011.

2001 Stock Option Plan

In June 2001, the Company adopted the 2001 Stock Option Plan (the “2001 Plan”), which provides for the issuance of
options to purchase up to 2,700,000 shares of common stock. During 2001, the Company granted no options to purchase
common stock under the 2001 Plan.

Directors’ Stock Option Plan

In December 1998, the Company adopted the Directors’ Stock Plan (the “Directors’ Plan”), which provides for the issuance
of options to purchase up to 860,000 shares of common stock. During 1998, the Company granted 288,960 options to
purchase common stock under the Directors’ Plan at a weighted average exercise price of $7.12 per share. During 1999, the
Company granted 72,240 options to purchase common stock under the Directors’ Plan at a weighted average exercise price
0f $7.12 per share. During 2000, the Company granted 70,000 options to purchase common stock under the Directors’ Plan
at a weighted average exercise price of $21.19 per share. During 2001, the Company granted 142,240 options to purchase
common stock under the Directors’ Plan at a weighted average exercise price of $31.46 per share. As of December 31, 2001,
533,440 options, net of cancellations, to purchase common stock had been granted under the Directors’ Plan. The common
stock options granted under the Directors’ Plan generally become 100% exercisable one year from the date of grant and
expire 10 years after the date of grant.
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The following table summarizes the changes in common stock options for the common stock option plans described above:

Number Exercise Price Weighted Average
of Options per Share Exercise Price
Outstanding at December 31, 1998 10,966,720 $ 0.03-7.12 $ 1.23
OPHIONS Granted ......cconiriicerrieiiicicesteses et e eees 1,563,240 7.12-19.07 9.67
Options cancelled ..ot (14,000) 9.50 9.50
OPions EXETCISE ..vvviiririiiiiiieie st e s s esesasasesebebesean (2,131,120) 0.47 0.47
Outstanding at December 31, 1999 ....c.ccoovimiminnireeerere e 10,384,840 0.03 - 19.07 2.64
OPHions Granted .......coccceiieiimiincenisi s sessesessnns 1,683,000 21.19-33.11 21.75
Options cancelled ..o e (228,234) 0.29-21.19 8.05
OPpHiONs EXErCiSed ... cviuiuiuerririeerenercnrmmrirnsn e sceceeresserebesscssieressnsessensssanns (3,998,470) 0.03 - 13.52 1.34
Outstanding at December 31, 2000 .......cccoervreiieeiniiiceieeieicccenenerererenennens 7,841,136 0.03-33.11 7.25
Optons granted ..ot 1,514,214 26.01 -43.10 31.09
Options cancelled ...t (159,500) 9.50 - 41.38 22.16
OPHions eXerciSed ... .o iinnrrrr ettt s (3,727,882) 0.03 -30.19 3.71
Outstanding at December 31, 2001 ..oviiviiiecciiiiiccnmmse. 5,467,968 $ 0.03-43.10 $ 15.78
Information with respect to the common stock option plans outstanding at December 31, 2001, is as follows:
Number Weighted Average
Outstanding as Remaining
of December 31, Weighted Average  Contractual
Range of Exercise Prices 2001 Exercise Price Life-Years
F0.03 — $1.37 i e 1,282,936 $ 0.64 1.33
349 -7.12 433,840 5.59 2.76
9.50 - 13.52 994,012 9.55 7.15
19.07 = 2119 it e e 1,206,966 21.18 8.15
2601 —43.10 i, 1,550,214 30.94 9.19
$0.03 - $43.10 5,467,968 $ 15.78 6.24

As of December 31, 2001, 840,678 common stock options with a weighted-average exercise price of $9.82 are exercisable.

Accounting for stock-based compensation

The Company has elected to account for stock and stock rights in accordance with Accounting Principles Board Opinion
Number 25, Accounting for Stock Issued to Employees (“APB No. 25”). However, pro forma information regarding net
incomeisrequired by Statement of Financial Accounting Standards Number 123, Accounting for Stock-Based Compensation
(“SFAS No. 123”) if the provisions of SFAS No. 123 are not elected to be adopted.
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Under the SFASNo. 123 pro forma disclosure provisions, the fair value of options granted subsequent to December 15, 1995,
has been estimated using the Black—Scholes option valuation model. The Black—Scholes option valuation model was
developed for use in estimating the fair value of traded options that have no vesting restrictions and are fully transferable.
In addition, option valuation models require the input of highly subjective assumptions, including the expected stock price
characteristics that are significantly different from those of traded options. Because changes in the subjective input
assumptions can materially affect the fair value estimate, in management’s opinion, the existing models do not necessarily
provide a reliable single measure of the fair value of the Company’s stock rights.

The fair value of options granted during the years ended December 31, 1999, 2000 and 2001, was estimated using the Black—
Scholes option valuation model with the following weighted-average assumptions: risk free interest rate of 6.5%, 5.0% and
4.4%, respectively; no dividend yield for any year; weighted-average expected lives of the option of five years, four years and
five years, respectively; and expected volatility of 60%, 92% and 69%, respectively.

The weighted average fair value of Company options granted during the years ended December 31, 1999, 2000 and 2001 was
$5.01 per share, $14.73 per share and $18.85 per share, respectively. For purposes of pro forma disclosures, the estimated
fair value of options isamortized to expense over the estimated service period. Under the SFAS No. 123 pro forma disclosure
provisions, pro forma net income for 1999 would have been $9.8 million or $0.37 per share (pro forma basic) and $0.31 per
share (pro forma diluted), pro forma net income for 2000 would have been $8.3 million or $0.27 per share (pro forma basic)
and $0.24 per share (pro formadiluted), and pro forma netincome for 2001 would have been $12.8 million or $0.38 per share
{pro forma basic) and $0.35 per share (pro forma diluted). The provisions of SFAS No. 123 may not necessarily be indicative
of future results.

14. Special bonus plan

In December 1998, the Company and its previous sole stockholder agreed to pay a special bonus to selected employees in
an amount totaling $2.4 million. The Company paid the special bonus at the Initial Public Offering—60% in stock owned
by the previous sole stockholder and 40% in cash. The Company recognized $2.4 million in expense related to this plan in
1998. The Company paid the $1.0 million cash component in 1999, representing 40% of the special bonus plan amount,
which is reflected in the special bonus plan in the accompanying statements of cash flows.

15. Supplemental cash flows disclosures

Income taxes paid during the year ended December 31, 1999, amounted to $260,000. The Company paid no income taxes
during the years ended December 31, 2000 and 2001. For the years ended December 31, 1999, 2000 and 2001, the Company
recognized $10.1 million, $33.0 million and $41.2 million, respectively, in stockholders’ equity (deficit) for tax deductions
associated with the exercise of non-qualified stock options. Estimated current income tax payments for the years ended
December 31,1999, 2000and 2001, have been reduced by the consideration of the tax deductions associated with the exercise
of non-qualified stock options.

16. Loan agreement

In May 2000, the Company entered into a $10.0 million, unsecured loan agreement with a commercial bank that provides
for a revolving line of credit facility under which the Company may from time to time borrow, repay and re-borrow funds.
The interest rate on any outstanding borrowings under the loan agreement is the Eurodollar Daily Floating Rate plus
0.75% per annum. The maturity date of the loan agreement is May 25, 2002. There have been no borrowings under the loan
agreement.




27

THE CORPORATE EXECUTIVE BOARD COMPANY

NOTES TO FINANCIAL STATEMENTS (Continued)

17. Commitments and contingencies

Operating Leases

The Company leases office facilities in the United States and the United Kingdom expiring on various dates over the next
11 years. Certain lease agreements include provisions for rental escalations based on the Consumer Price Index and require
the Company to pay for executory costs such as taxes and insurance. Future minimum rental payments under non-
cancelable operating leases, excluding executory costs are as follows (in thousands):

Year Ending December 31,

19,522
$ 50,675

Rent expense charged to operations during the fiscal years ended December 31, 1999, 2000 and 2001, was $3.6 million, $3.8
million and $5.7 million, respectively. The Company obtained a $1.3 million letter of credit with a commercial bank,
expiring September 2003, to provide a security deposit for its headquarters office lease. The Company’s cash, accounts
receivable and property and equipment collateralize the Letter of Credit Agreement.

18. Quarterly financial data (unaudited)

Unaudited summarized financial data by quarter for the years ended December 31, 2000 and 2001, is as follows (in
thousands, except per share amounts):

2000 Quarter Ended
March 31 June 30 September 30  December 31

Revenues ..... e $ 20,784 $ 22,612 $ 25,084 $ 27,011
Gross profit 12,307 14,240 16,035 16,815
Income before provision for iNCOME taXes ...c.ooreerrrevcrerrercrraareeees 4,406 5,936 6,705 7,412
Net income $ 2,688 $ 3,620 $ 4,090 $ 4,522
Earnings per share:

BASIC 1vrerveeceererceeieneeetirsencestetetneeastensass s e e ce s seasiete $  0.09 $  0.12 $ 0.13 $ 0.15

Diluted oo $ 0.08 $ 0.10 $ 0.12 $ 0.13

2001 Quarter Ended

March 31 June 30 September 30  December 31
REVEIIUES .evievveireieee ettt cetis et esie s b s r e erb e beesentssaseeressteessessasanans $ 29,215 $ 31,124 $ 32,625 $ 35,148
GrOSS PIOfit et e 17,972 20,215 21,613 22,574
Income before provision for inCome taxes .......occevercrvrirrcccrerrenennns 6,560 8,730 9,395 10,204
INET INCOIMIC wovivvevieieriieeeereet et etest et ste s e eseeseeebeseeesassese et eesersserssseseas $ 4,067 $ 5,413 $ 5,825 $ 6,327
Earnings per share:
BaSIC ottt $ 013 $ 0.16 $ 017 $ 0.18

DiIlUuted ..o $ o011 $ 0.15 $ 0.16 $ 017
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19. Subsequent event (unaudited)

During the first fiscal quarter of 2002, certain of our stockholders sold 2,100,000 shares of our common stock in a registered
public offering. The common stock sold in the registered public offering consisted primarily of common stock obtained by
employees from the exercise of common stock options.

REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

To the Stockholders of The Corporate Executive Board Company:

We have audited the accompanying balance sheets of The Corporate Executive Board Company as of December 31, 2000
and 2001, and the related statements of income, stockholders’ equity (deficit) and cash flows for each of the three years in
the period ended December 31, 2001. 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 auditing standards generally accepted in the United States. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free
of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures
in the financial statements. An audit also includes assessing the accounting principles used and significant estimates made
by management, as well as evaluating the overall financial statement presentation. We believe that our audits provide a
reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial position of
The Corporate Executive Board Company as of December 31, 2000 and 2001, and the results of its operations and its cash
flows for each of the three years in the period ended December 31, 2001, in conformity with accounting principles generally

accepted in the United States.
(Ol (tooon L

Washington, D.C.
January 31, 2002
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Corporate Information

Form 10-K/Investor Contact

A copy of the Company’s Annual Report on Form 10-K for 2001 (without exhibits) is available from the Company at no charge.
Requests for the Annual Report on Form 10-K and other investor contacts should be directed to Clay M. Whitson, Chief Financial Officer,
Secretary and Treasurer, at the Company’s corporate office.

Annual Shareholders’ Meeting
The annual meeting of shareholders will be held on Thursday, June 6, 2002, at 9:00 a.m. at the Company’s corporate office.

Common Stock and Dividend Information

The common stock of The Corporate Executive Board Company has been traded on the Nasdaq National Market under the symbol EXBD
since the initial public offering on February 23, 1999. As of March 8, 2002, there were approximately 13,900 holders of the common stock,
including 28 stockholders of record. The Company has not declared or paid any cash dividend on the common stock since the closing of its
initial public offering. It does not anticipate declaring or paying cash dividends in the foreseeable future. The timing and amount of future
cash dividends, if any, would be determined by the Company’s Board of Directors and would depend upon the Company’s éarnings, financial
condition and cash requirements.

Corporate Office

The Corporate Executive Board Company
2000 Pennsylvania Avenue NW

Suite 6000

Washington, DC 20006

202-777-5455

www.executiveboard.com

Registrar and Transfer Agent
Mellon Investor Services LLC
Overpeck Centre

85 Challenger Road
Ridgefield Park, NJ 07660
800-851-9677

Independent Public Accountants
Arthur Andersen LLP
Washington, DC

The following table sets forth, for the periods indicated, the high and low sales prices per share of our common stock as reported on the Nasdaq
National Market.

High Low

2000

First QUAMET oo $31.875 $20.250

Second Quarter 32.000 22.000

Third Quarter ................. 45.625 30.469

Fourth Quarter ......c.occvviiiiiiici e 47 250 26.000
2001

First QUAMEE c..vvoeeeee e $43.000 $24.250

Second Quarter
Third Quarter
Fourth Quorter

Share prices have been adjusted fo reflect our 2-for-1 stock split in September 2000.

42.240 24.625
43.600 22.850
39.550 26.000
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