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Contingent Consideration Subject Experts

In uncertain market conditions, contingent considerations can be an
effective tool to mitigate risk in M&A transactions. @ @ SV
4> 4%
Contingent considerations (or earnouts) are utilized in M&A transactions when a Michael Mulkerin Yan Taumin > Typical Structures
portion of the purchase consideration is contingent on the future performance of Managing Director Senior Vice President
the target. Contingent considerations are a popular means to: MMulkerin@HL.com YTaumin@HL.com 4
+1310.712.6567 +41 43 499 43 49 3 How Houlihan Lokey
» Reconcile different expectations regarding the future performance of the Can Help
acquired business to the performance delivered post-close, Corporate Valuation Advisory Services Co-Heads

* Provide seller financing, or

* Incentivize certain employees post-acquisition.

Since 2009, contingent considerations have been present in approximately 2 <5

25%—-30% of public-buyer transactions. Dimitri Drone Tomasz Stefanowski
Managing Director Managing Director

Trade tariffs may impact an M&A transaction, introducing uncertainty into the DDrone@HL.com TStefanowski@HL.com

expected future performance of a business, which can lead to valuation gaps +1646.259.7480 +1212.497.4272

between buyers and sellers.

Contingent considerations can be a useful tool in helping bridge these gaps by

linking the purchase price to delivered performance. I‘V__\l:] Contact Us

If a contingent consideration may be beneficial to your
engagement, please reach out to us to discuss how we can
assist.

Sources: S&P Capital 1Q, internal research.
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Most common contingent consideration structures fall within one or a combination of three categories.

Technical Milestones

Spotlight on Tariffs

Performance Milestones

The contingent consideration is earned based on
the achievement of pre-defined operational
goals.

Typically, technical milestones are sector-specific
and tailored to the target's stage of
development.

Payments can be binary (only if the milestone is
achieved) or progress-based (partial payment
upon partial achievement at the end or upon
progress).

Examples include:

= Achieving certain stages in the FDA approval
process in biopharma.

* |mplementing a certain number of software
engines in IT.

= Reaching a certain number of retail locations.

= Replacing a tariff-impacted supplier with a
non-impacted one by a certain date.

The additional consideration is contingent upon
achieving certain performance levels of revenue,
gross profit, EBITDA, or net income.

Typically, structures are sector-agnostic.

Payments can be dependent upon performance
in one or multiple periods (often two to four
years after close), are typically capped, and may
contain catch-up provisions.

A contingent consideration would incorporate
the tariffs’ impact on the target's performance.

Examples include:

= A pre-determined amount is paid once the
trailing-12-month (TTM) revenue reaches a
certain level.

» A contingent payment of $3 for every $1 of
EBITDA excess over contractual thresholds for
each of the three years following the closing,
up to an aggregate payment of $X million.

Contingent considerations can be paid in cash or through the target's/buyer’s equity.
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Onward Exit-Linked

= The contingent consideration is earned when
the buyer exits the target and is typically
dependent upon the buyer achieving a certain
MOIC or IRR threshold.

= Structure specific to sponsor-backed M&A
transactions and directly aligned with the
sponsor's goal of maximizing return upon exit.

= Structure akin to seller retaining a rollover
equity position with nonlinear payoff.

= Examples include:

= The seller receives a minority rollover equity
stake.

= A certain percentage of exit distributions will
be paid to the seller after the buyer has
achieved a MOIC of 2.0x or an IRR of 15%.
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Houlihan Lokey’s team Houlihan Lokey can help you with the following matters: |
. . .  Structuring the contingent consideration to fit the specific needs of a transaction. T Introduction
has assisted clients with
) * Analyzing contingent consideration value and comparing multiple structures across various .
maore thaﬂ BOO COﬂtlﬂgeﬂt scenarios and sets of financial projections. 2 Typical Structures
COﬂSideratiOﬂS. + Valuation of contingent considerations for tax, financial reporting, and management planning
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If you have any questions or would like to discuss how a contingent consideration can help get your deal
over the finish line, please reach out to Michael Mulkerin or Yan Taumin.
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Disclaimer

© 2025 Houlihan Lokey. All rights reserved. This material may not be reproduced in any format by any means or redistributed without the prior written consent of Houlihan Lokey.

Houlihan Lokey is a trade name for Houlihan Lokey, Inc., and its subsidiaries and affiliates, which include the following licensed (or, in the case of Singapore, exempt) entities: in (i) the
United States: Houlihan Lokey Capital, Inc., Houlihan Lokey Advisory, Inc., and Waller Helms Securities, LLC, each an SEC-registered broker-dealer and members of FINRA (www.finra.org)
and SIPC (www.sipc.org) (investment banking services); (ii) Europe: Houlihan Lokey UK Limited (FRN 792919), authorized and regulated by the U.K. Financial Conduct Authority; Houlihan
Lokey (Europe) GmbH, authorized and regulated by the German Federal Financial Supervisory Authority (Bundesanstalt fliir Finanzdienstleistungsaufsicht); Houlihan Lokey Private Funds
Advisory S.A., a member of CNCEF Patrimoine and registered with the ORIAS (#14002730); (iii) the United Arab Emirates, Dubai International Financial Centre (Dubai): Houlihan Lokey (MEA
Financial Advisory) Ltd., regulated by the Dubai Financial Services Authority; (iv) Singapore: Houlihan Lokey (Singapore) Private Limited an “exempt corporate finance adviser” able to
provide exempt corporate finance advisory services to accredited investors only; (v) Hong Kong SAR: Houlihan Lokey (China) Limited, licensed in Hong Kong by the Securities and Futures
Commission to conduct Type 1, 4, and 6 regulated activities to professional investors only; (vi) India: Houlihan Lokey Advisory (India) Private Limited, registered as an investment adviser
with the Securities and Exchange Board of India (registration number INAO00001217); and (vii) Australia: Houlihan Lokey (Australia) Pty Limited (ABN 74 601 825 227), a company
incorporated in Australia and licensed by the Australian Securities and Investments Commission (AFSL number 474953) in respect of financial services provided to wholesale clients only. In
the United Kingdom, European Economic Area (EEA), Dubai, Singapore, Hong Kong, India, and Australia, this communication is directed to intended recipients, including actual or
potential professional clients (UK, EEA, and Dubai), accredited investors (Singapore), professional investors (Hong Kong), and wholesale clients (Australia), respectively. No entity affiliated
with Houlihan Lokey, Inc., provides banking or securities brokerage services, nor is any such affiliate subject to FINMA supervision in Switzerland or similar regulatory authorities regarding
such activities in other jurisdictions. Other persons, such as retail clients, are NOT the intended recipients of our communications or services and should not act upon this communication.

Houlihan Lokey gathers its data from sources it considers reliable; however, it does not guarantee the accuracy or completeness of the information provided within this presentation. The
material presented reflects information known to the authors at the time this presentation was written, and this information is subject to change. Any forward-looking information and
statements contained herein are subject to various risks and uncertainties, many of which are difficult to predict, that could cause actual results and developments to differ materially from
those expressed in, or implied or projected by, the forward-looking information and statements. In addition, past performance should not be taken as an indication or guarantee of future
performance, and information contained herein may be subject to variation as a result of currency fluctuations. Houlihan Lokey makes no representations or warranties, expressed or
implied, regarding the accuracy of this material. The views expressed in this material accurately reflect the personal views of the authors regarding the subject securities and issuers and do
not necessarily coincide with those of Houlihan Lokey. Officers, directors, and partners in the Houlihan Lokey group of companies may have positions in the securities of the companies
discussed. This presentation does not constitute advice or a recommendation, offer, or solicitation with respect to the securities of any company discussed herein, is not intended to
provide information upon which to base an investment decision, and should not be construed as such. Houlihan Lokey or its affiliates may from time to time provide financial or related
services to these companies. Like all Houlihan Lokey employees, the authors of this presentation receive compensation that is affected by overall firm profitability.

Houlihan Lokey does not provide accounting, tax, or legal advice. The information and material presented herein is provided for informational purposes only and is not intended to
constitute accounting, tax, or legal advice or to substitute for obtaining accounting, tax, or legal advice from an attorney or licensed CPA.
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