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PART I. FINANCIAL INFORMATION
 

 Item 1. Financial Statements

KORN/FERRY INTERNATIONAL AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS

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

 

   
As of

July 31, 2006  
As of

April 30, 2006 
ASSETS    

Cash and cash equivalents   $ 185,419  $ 257,543 
Marketable securities    25,422   20,654 
Receivables due from clients, net of allowance for doubtful accounts of $9,501 and $8,818, respectively    103,084   87,287 
Income tax and other receivables    5,305   5,328 
Deferred income taxes    9,987   9,669 
Prepaid expenses    16,037   14,019 

  

Total current assets    345,254   394,500 
Property and equipment, net    21,267   20,533 
Cash surrender value of company owned life insurance policies, net of loans    70,763   70,592 
Deferred income taxes    35,387   32,267 
Goodwill    109,043   109,484 
Deferred financing costs, investments and other    8,111   8,115 

  

Total assets   $ 589,825  $ 635,491 
  

LIABILITIES AND STOCKHOLDERS’ EQUITY    
Accounts payable   $ 10,147  $ 9,731 
Income taxes payable    19,903   17,138 
Compensation and benefits payable    68,919   121,885 
Other accrued liabilities    26,116   27,537 

  

Total current liabilities    125,085   176,291 
  

Deferred compensation and other retirement plans    78,905   71,790 
Long-term debt    45,197   45,147 
Other liabilities    7,207   7,523 
7.5% Convertible mandatorily redeemable preferred stock, net of unamortized discount and issuance costs, redemption value $11,387    11,039   10,989 

  

Total liabilities    267,433   311,740 
  

Stockholders’ equity    
Common stock: $0.01 par value, 150,000 shares authorized, 45,095 and 43,628 shares issued and 41,325 and 41,201 shares outstanding,

as of July 31, 2006 and April 30, 2006, respectively    346,458   344,285 
Retained deficit    (9,491)  (23,154)
Unearned restricted stock compensation    (25,683)  (7,731)
Accumulated other comprehensive income    11,666   10,910 

  

Stockholders’ equity    322,950   324,310 
Less: Notes receivable from stockholders    (558)  (559)

  

Total stockholders’ equity    322,392   323,751 
  

Total liabilities and stockholders’ equity   $ 589,825  $ 635,491 
  

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

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

 
   Three Months Ended July 31,
   2006   2005
Fee revenue   $ 152,763  $ 122,201
Reimbursed out-of-pocket engagement expenses    8,383   6,894

    

Total revenue    161,146   129,095
Compensation and benefits    104,437   77,955
General and administrative expenses    24,365   22,717
Out-of-pocket engagement expenses    9,707   7,478
Depreciation and amortization    2,289   2,201

    

Total operating expenses    140,798   110,351
    

Operating income    20,348   18,744
Interest and other income, net    2,432   1,353
Interest expense    2,513   2,479

    

Income before provision for income taxes and equity in earnings of unconsolidated subsidiaries    20,267   17,618
Provision for income taxes    7,600   6,448
Equity in earnings of unconsolidated subsidiaries    996   443

    

Net income   $ 13,663  $ 11,613
    

Basic earnings per common share   $ 0.35  $ 0.29
    

Basic weighted average common shares outstanding    39,021   39,384
    

Diluted earnings per common share   $ 0.31  $ 0.27
    

Diluted weighted average common shares outstanding    46,768   46,686
    

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

(in thousands)
(unaudited)

 
   Three Months Ended July 31,  
   2006   2005  
Cash from operating activities:    

Net income   $ 13,663  $ 11,613 
Adjustments to reconcile net income to net cash provided by operating activities:    

Depreciation and amortization    2,289   2,201 
Stock compensation expense    1,895   —   
Interest paid in kind and amortization of discount on convertible securities    247   246 
Loss on disposition of property and equipment    —     39 
Provision for doubtful accounts    1,796   1,819 
Gain on cash surrender value of life insurance policies    (60)  (1,990)
Realized gains on marketable securities    —     (358)
Deferred income taxes    (3,438)  (3,139)
Non-cash compensation arrangements    1,118   1,532 

Change in other assets and liabilities:    
Deferred compensation    7,109   5,582 
Receivables    (17,570)  (15,721)
Prepaid expenses    (2,018)  857 
Investment in unconsolidated subsidiaries    (932)  (736)
Income taxes payable    2,765   4,515 
Accounts payable and accrued liabilities    (53,813)  (54,691)
Other    (145)  309 

  

Net cash used in operating activities    (47,094)  (47,922)
  

Cash from investing activities:    
Purchase of property and equipment    (2,706)  (2,847)
Purchase of marketable securities    (5,576)  (7,544)
Business acquisitions    —     (1,011)
Premiums on life insurance policies    (423)  (429)
Dividends received from unconsolidated subsidiaries    513   878 

  

Net cash used in investing activities    (8,192)  (10,953)
  

Cash from financing activities:
   

Borrowings under life insurance policies    312   416 
Purchase of common stock    (25,871)  (748)
Proceeds from issuance of common stock upon exercise of employee stock options and in connection with an employee stock purchase plan    5,964   5,502 
Tax benefit from exercise of stock options    1,000   1,292 
Receipts on stockholders’ notes    1   2 

  

Net cash (used in) provided by financing activities    (18,594)  6,464 
  

Effect of exchange rates on cash and cash equivalents    1,756   (707)
  

Net decrease in cash and cash equivalents    (72,124)  (53,118)
Cash and cash equivalents at beginning of the period    257,543   199,133 

  

Cash and cash equivalents at end of the period   $ 185,419  $ 146,015 
  

The accompanying notes are an integral part of these consolidated financial statements.
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 KORN/FERRY INTERNATIONAL AND SUBSIDIARIES
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(in thousands, except per share amounts)

1. Summary of Significant Accounting Policies
Basis of Presentation

The consolidated financial statements for the three months ended July 31, 2006 and 2005 include the accounts of Korn/Ferry International and all of its wholly and
majority owned/controlled domestic and international subsidiaries (collectively, the “Company”). The consolidated financial statements are unaudited, but include all
adjustments, consisting of normal recurring accruals and any other adjustments that management considers necessary for a fair presentation of the results for these periods.
These financial statements have been prepared consistently with the accounting policies described in the Company’s Annual Report on Form 10-K for the fiscal year ended
April 30, 2006 (“Annual Report”) and should be read together with the Annual Report.

Critical Accounting Policies and Use of Estimates
The preparation of financial statements in conformity with U.S. generally accepted accounting principles 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 revenue
and expenses during the reporting period. As a result, actual results could differ from these estimates. The most significant areas that require management judgment are revenue
recognition, deferred compensation and the carrying values of goodwill and deferred income taxes.

Cash and Cash Equivalents
The Company considers cash equivalents to be only those investments which are highly liquid, readily convertible and mature within three months from the date of

purchase.

Available for Sale Securities
The Company considers its marketable securities as available-for-sale as defined in SFAS No. 115, “Accounting for Certain Investments in Debt and Equity Securities.”

These investments are recorded at fair value and are classified as marketable securities in the accompanying consolidated balance sheets as of July 31, 2006 and April 30, 2006.
The changes in fair values, net of applicable taxes, are recorded as unrealized gains (losses) as a component of accumulated other comprehensive income in stockholders’
equity. Investments are made based on the Company’s investment policy which restricts the types of investments that can be made.

Stock-Based Compensation
The Company has employee compensation plans under which various types of stock-based instruments are granted. These instruments, as more fully described below,

principally include stock options, stock appreciation rights (“SARs”), restricted stock, and an Employee Stock Purchase Plan (“ESPP”).

Prior to May 1, 2006, the Company accounted for employee stock-based compensation under the recognition and measurement principles of Accounting Principles
Board Opinion (“APB”) No. 25, “Accounting for Stock Issued to Employees,” (“APB No. 25”), and related Interpretations, as permitted by Statement of Financial Accounting
Standards (“SFAS”) No. 123, “Accounting for Stock-Based Compensation” (“SFAS No. 123”). Under the recognition principles of APB No. 25, compensation expense related
to restricted stock and SARs was recognized in the Company’s consolidated financial statements. However, APB No. 25 generally did not require the recognition of
compensation expense for stock options because the exercise price of these instruments was generally equal to the
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KORN/FERRY INTERNATIONAL AND SUBSIDIARIES
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS -

(Continued)
(in thousands, except per share amounts)

 
market value of the underlying common stock on the date of grant, and the related number of shares granted were fixed at that point in time. Compensation expense for the
ESPP was not recognized since the ESPP was considered non-compensatory under APB No. 25.

Effective May 1, 2006, the Company adopted the fair value recognition provisions of SFAS No. 123(R), “Share-Based Payment” (“SFAS No. 123 (R)”). In addition to
recognizing compensation expense related to restricted stock and SARs, SFAS No. 123(R) also requires the Company to recognize compensation expense related to the
estimated fair value of stock options and for purchases under the ESPP. The Company adopted SFAS No. 123(R) using the modified-prospective-transition method. Under that
transition method, compensation expense recognized subsequent to adoption includes: (a) compensation cost for all share-based payments granted prior to, but not yet vested as
of May 1, 2006, based on the values estimated in accordance with the original provisions of SFAS No. 123, and (b) compensation cost for all share-based payments granted
subsequent to May 1, 2006, based on the grant-date fair values estimated in accordance with the provisions of SFAS No. 123(R). Consistent with the modified-prospective-
transition method, the Company’s results of operations for prior periods have not been adjusted to reflect the adoption of SFAS No. 123(R).

As a result of recognizing compensation expense for stock options and the ESPP pursuant to the provisions of SFAS No. 123(R), the Company’s income before income
taxes and net income for the three months ended July 31, 2006, was $1,882 and $1,175 lower, respectively, than if the Company had continued to account for the stock-based
compensation under APB No. 25. In addition, basic and diluted earnings per share (“EPS”) for the three months ended July 31, 2006 were $.03 and $.02 lower, respectively,
than if the Company had continued to account for the stock-based compensation under APB No. 25.

The following table reflects the components of stock-based compensation expense recognized in the Company’s consolidated statements of income for the three months
ended July 31, 2006 and 2005:
 

   Three Months Ended July 31,  
   2006   2005  
Stock options and SARs   $ 1,309  $ 757 
Restricted stock    1,530   775 
Employee Stock Purchase Plan    123   —   

  

Total stock-based compensation expense, pre-tax    2,962   1,532 
Tax benefit from stock-based compensation expense    (1,224)   (564)

  

Total stock-based compensation expense, net of tax   $ 1,738  $ 968 
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KORN/FERRY INTERNATIONAL AND SUBSIDIARIES
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS -

(Continued)
(in thousands, except per share amounts)

 
The above table does not reflect any stock option or ESPP compensation for the three months ended July 31, 2005 as the Company generally did not record stock option

or ESPP expense under APB No. 25, as previously discussed. The following table illustrates the effect on net income and EPS for the three months ended July 31, 2005 if we
had applied the fair value recognition provisions as provided under SFAS No. 123:
 

   
Three Months Ended

July 31, 2005  
Net income, as reported   $ 11,613 
Stock-based employee compensation charges, net of related tax effects:   

Employee stock compensation expense included in net income, as reported    968 
Employee stock compensation expense determined under the fair-value based method    (2,527)

  

Net income, as adjusted   $ 10,054 
  

Interest expense on convertible securities, net of related tax effects    785 
  

Net income adjusted for computation of diluted EPS, as adjusted   $ 10,839 
  

Basic EPS   
As reported   $ 0.29 
Pro forma   $ 0.26 

Diluted EPS   
As reported   $ 0.27 
Pro forma   $ 0.23 

The Company uses the Black-Scholes option valuation model to estimate the grant date fair value of employee stock options. The expected volatility reflects the
consideration of the historical volatility in the Company’s publicly traded instruments during the period the option is granted. The Company believes historical volatility in these
instruments is more indicative of expected future volatility than the implied volatility in the price of the Company’s common stock. The expected life of the option is estimated
using historical data to estimate the expected life of the options. The risk-free interest rate is based on the U.S. Treasury zero-coupon issue with a remaining term approximating
the expected term of the options. Upon adoption of SFAS No. 123(R), the Company began using historical data to estimate forfeiture rates applied to the gross amount of
expense determined using the option valuation model. Prior to adoption of SFAS No. 123(R), the Company recognized forfeitures as they occurred. There was no material
impact upon adoption of SFAS No. 123(R) between these methods of accounting for forfeitures. The assumptions used to estimate the fair value of the stock options using the
Black-Scholes option valuation model were as follows for the three months ended July 31:
 

   Three Months Ended July 31,  
   2006   2005  
Expected volatility   48.05%  50.00%
Risk-free interest rate   4.95%  3.83%
Expected option life (in years)   4.00  4.50 
Expected dividend yield   0.0%  0.0%

The Black-Scholes option pricing model was developed for use in estimating the fair value of traded options. The assumptions used in option valuation models are highly
subjective, particularly the expected stock price volatility of the underlying stock. For purposes of pro forma disclosures, the estimated fair values of the options are amortized
over the options’ vesting periods.
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KORN/FERRY INTERNATIONAL AND SUBSIDIARIES
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS -

(Continued)
(in thousands, except per share amounts)

 
Stock Option Plans

The Company’s employee stock option plans provide for option grants designated as either nonqualified, incentive stock options or SARs. Options granted to officers,
non-employee directors and other key employees generally vest over a three to five year period, and generally expire ten years from the date of grant. Key employees are
eligible to receive a grant of stock options annually with the number of options determined by the employee’s performance level. In addition, certain key management typically
receives stock option grants upon commencement of employment.

Stock option and SARs information during the three months ended July 31, 2006 is as follows:
 

   
Options

(in thousands)  

Weighted-
average
exercise

price   

Weighted-
average

remaining
contractual

life (Yrs)   

Aggregate
intrinsic

value
Outstanding at April 30, 2006   6,743  $ 13.42    

Granted   42   19.93    
Exercised   (439)  11.68    
Forfeited/expired   (24)  20.77    

      

Outstanding at July 31, 2006   6,322  $ 13.56  6.2  $35,870
      

Exercisable at July 31, 2006   5,359  $ 12.79  5.8  $34,843
      

Included in the table above are 81 SARs outstanding at July 31, 2006 with a weighted-average exercise price of $11.29, and 80 SARs exercisable at July 31, 2006 with a
weighted-average exercise price of $11.24. As of July 31, 2006, there was $7,483 of total unrecognized compensation cost related to nonvested awards of stock options and
SARs. That cost is expected to be recognized over a weighted-average period of one year. For stock option awards subject to graded vesting that were issued after May 1, 2006,
we recognize the total compensation cost on a straight-line basis over the service period for the entire award.

Additional information pertaining to stock options:
 

   2006   2005
Weighted average fair value of stock options granted   $ 8.62  $ 8.74
Total fair value of stock options and SARs vested    8,819   5,710
Total intrinsic value of stock options exercised    3,423   4,121
Total intrinsic value of SARs paid    67   93

Restricted Stock
The Company grants restricted stock to executive officers and other senior employees generally vesting over a three to four year period. Restricted stock is granted at a

price equal to the fair market value of the common stock on the date of grant. Employees may receive restricted stock annually in conjunction with the Company’s performance
review as well as throughout the year upon commencement of employment. The fair values of restricted stock shares are determined based on the closing price of the
Company’s common stock on the grant dates.
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KORN/FERRY INTERNATIONAL AND SUBSIDIARIES
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS -

(Continued)
(in thousands, except per share amounts)

 
Information regarding our restricted stock during the three months ended July 31, 2006 is as follows:

 

Nonvested shares   Shares   

Weighted-
average

grant date
fair value

Nonvested at April 30, 2006   687,040  $ 16.63
Granted   1,014,392  $ 19.16
Vested   (280,281) $ 15.10

  

Nonvested at July 31, 2006   1,421,151  $ 18.80
  

As of July 31, 2006, there was $3,982 of total unrecognized compensation cost related to nonvested awards of shares of restricted stock. That cost is expected to be
recognized over a weighted-average period of 1.1 years. For restricted stock awards subject to graded vesting that were issued after May 1, 2006, the Company recognizes the
total compensation cost on a straight-line basis over the service period for the entire award. In the quarter ended July 31, 2006, 68 restricted stock shares totaling $1,328 were
repurchased by the Company at the option of the employee to pay for taxes on restricted stock shares vesting in the current quarter.

Employee Stock Purchase Plan
In October 2003, the Company implemented an ESPP that, in accordance with Section 423 of the Internal Revenue code, allows eligible employees to authorize payroll

deductions of up to 15% of their salary to purchase shares of the Company’s common stock at 85% of the fair market price of the common stock on the last day of the
enrollment period. The maximum number of shares of common stock reserved for ESPP issuance is 1.5 million, subject to adjustment for certain changes in the Company’s
capital structure and other extraordinary events. During the three months ended July 31, 2006 and 2005, employees purchased 85 shares at $16.65 per share, and 106 shares at
$15.09 per share, respectively. At July 31, 2006, the plan had approximately 1.0 million shares available for future issuance.

Common Stock
The Company issued approximately 366 and 425 common shares as a result of the exercise of stock options and 85 and 106 common shares in conjunction with the

Company’s employee stock purchase plan in the three months ended July 31, 2006 and 2005, respectively.

Reclassifications
Certain prior period amounts have been reclassified to conform to the current period presentation.

New Accounting Standards
In July 2006, the FASB issued FASB Interpretation No. 48, “Accounting for Uncertainty in Income Taxes” (“FIN 48”). Among other things, FIN 48 creates a model to

address uncertainty in tax positions and clarifies the accounting for income taxes by prescribing a minimum recognition threshold which all income tax positions must achieve
to meet before being recognized in the financial statements. In addition, FIN 48 requires expanded annual disclosures, including a tabular rollforward of the beginning and
ending aggregate unrecognized tax benefits as well as specific detail related to tax uncertainties for which it is reasonably possible the amount of unrecognized tax benefit will
significantly increase or decrease within 12 months. FIN 48 is effective for the Company on May 1, 2007. Any differences between the amounts recognized in the statement of
financial position prior to the adoption of FIN 48 and the amounts reported after adoption are generally accounted for as a cumulative-effect adjustment recorded to the
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KORN/FERRY INTERNATIONAL AND SUBSIDIARIES
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS -

(Continued)
(in thousands, except per share amounts)

 
beginning balance of retained earnings. The Company is currently evaluating the impact of FIN 48; however, it is not expected to have a material impact on the Company’s
consolidated financial position and results of operations.

2. Basic and Diluted Earnings Per Share
Basic earnings per common share (“basic EPS”) was computed by dividing net income by the weighted average number of common shares outstanding. Diluted earnings

per common share (“diluted EPS”) reflects the potential dilution that would occur if all in-the-money outstanding options or other contracts to issue common stock were
exercised or converted and was computed by dividing adjusted net income, after assumed conversion of subordinated notes and preferred stock, by the weighted average
number of common shares outstanding plus dilutive common equivalent shares. The following is a reconciliation of the numerator and denominator (shares in thousands) used
in the computation of basic and diluted EPS:
 

   Three Months Ended July 31,
   2006   2005
Net income (Numerator):     
Net income for basic EPS   $ 13,663  $ 11,613
Interest expense on convertible securities, net of related tax effects    784   785

    

Net income for diluted EPS   $ 14,447  $ 12,398
    

Shares (Denominator):     
Weighted average shares for basic EPS    39,021   39,384
Effect of: convertible subordinated notes    4,470   4,470

  convertible preferred stock    1,117   1,118
  warrants    108   83
  restricted stock    193   126
  stock options    1,856   1,501
  employee stock purchase plan    3   4

    

Adjusted weighted average shares for diluted EPS    46,768   46,686
    

Basic EPS   $ 0.35  $ 0.29
    

Diluted EPS   $ 0.31  $ 0.27
    

Assumed exercises or conversions have been excluded in computing the diluted EPS when their inclusion would be anti-dilutive.

3. Comprehensive Income
Comprehensive income is comprised of net income and all changes to stockholders’ equity, except those changes resulting from investments by owners (changes in paid

in capital) and distributions to owners (dividends).
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KORN/FERRY INTERNATIONAL AND SUBSIDIARIES
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS -

(Continued)
(in thousands, except per share amounts)

 
Total comprehensive income is as follows:

 
   Three Months Ended July 31,  
   2006   2005  
Net income   $ 13,663  $ 11,613 
Foreign currency translation adjustment    1,230   (3,759)
Unrealized gain (loss) on marketable securities, net of taxes    (474)  188 
Reclassification adjustment for gains realized in net income, net of taxes    —     (191)

  

Comprehensive income   $ 14,419  $ 7,851 
  

The accumulated other comprehensive income at July 31, 2006 includes foreign currency translation adjustments and gains on marketable securities, net of taxes, of
$11,358 and $308, respectively.

4. Deferred Compensation, Pension Plan and Executive Capital Accumulation Plan
The Company has several deferred compensation plans for vice-presidents that provide defined benefit payments to participants based on the deferral of current

compensation subject to vesting and retirement or termination provisions. The components of net periodic benefit cost are as follows:
 

   Three Months Ended July 31,
Components of net periodic benefit costs:   2006   2005
Service cost   $ 303  $ 419
Interest cost    752   786
Amortization of actuarial gain    13   104
Amortization of net transition obligation    53   —  

    

Net periodic benefit cost   $ 1,121  $ 1,309
    

In fiscal 2005, the Company implemented the Executive Capital Accumulation Plan (“ECAP”). ECAP is intended to provide certain employees an opportunity to defer
salary and/or bonus on a pre-tax basis, or make an after-tax contribution. The Company made a $6,607 ECAP contribution in the three months ended July 31, 2006. The
Company contribution vests and is expensed ratably over a four year vesting period.

5. Mandatorily Redeemable Convertible Securities
In June 2002, the Company issued 7.5% Convertible Subordinated Notes in an aggregate principal amount of $40,000 and 10 shares of 7.5% Convertible Series A

Preferred Stock at an aggregate purchase price of $10.0 million. The notes and preferred stock have priority over common stockholders. The notes and preferred stock are
convertible into shares of the Company’s common stock at $10.19 per share. The Company also issued warrants to purchase 274 shares of its common stock at an exercise price
of $11.94. The warrants expire in 2012. The warrants were recorded at fair value resulting in discounts on the notes and preferred stock (together “the securities”) of $1,200 and
$300, respectively, and are amortized over the life of the securities.

The securities may be redeemed at the option of the purchasers after June 13, 2008, the sixth anniversary of the closing date, at a price equal to 101% of the issuance
price plus all accrued interest and dividends. The securities are mandatorily redeemable if still outstanding on June 13, 2010, at a price equal to 101% of the issuance price plus
accrued interest and dividends. From the third to the sixth year, the securities are subject to optional redemption by the Company at 200% to 250% of the then outstanding
principal balance.
 

12



Table of Contents

KORN/FERRY INTERNATIONAL AND SUBSIDIARIES
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS -
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Interest and dividends are payable semi-annually in either additional securities or cash at the option of the Company. The Company also incurred issuance costs of

$4,300 that have been deferred and are being amortized over the life of the securities as interest expense with $3,400 allocated to the notes and $900 allocated to the preferred
stock.

As of July 31, 2006, the Convertible Subordinated Notes had a value of $45,197 while the Convertible Series A Preferred Stock had a value of $11,039.

6. Business Segments
The Company operates in two global business segments: executive recruitment and Futurestep. These segments are distinguished primarily by the candidates’ level of

compensation. The executive recruitment business segment is managed by geographic regional leaders. Revenue from leadership development solutions and other consulting
engagements is included in executive recruitment. Futurestep’s worldwide operations are managed by the Chief Executive Officer of Futurestep. The executive recruitment
geographic regional leaders and the Chief Executive Officer of Futurestep report directly to the Chief Executive Officer of the Company. The Company also operates a
Corporate segment to record global expenses of the Company.

A summary of the Company’s results of operations by business segment are as follows:
 
   Three Months Ended July 31,  
   2006   2005  
Fee revenue:    
Executive recruitment:    

North America   $ 75,484  $ 61,727 
Europe    34,187   27,021 
Asia Pacific    18,264   13,319 
South America    4,479   3,371 

  

Total executive recruitment    132,414   105,438 
Futurestep    20,349   16,763 

  

Total fee revenue   $ 152,763  $ 122,201 
  

   Three Months Ended July 31,  
   2006   2005  
Total revenue:    
Executive Recruitment:    

North America   $ 80,764  $ 65,648 
Europe    35,357   27,988 
Asia Pacific    18,539   13,707 
South America    4,677   3,547 

  

Total executive recruitment    139,337   110,890 
Futurestep    21,809   18,205 

  

Total revenue   $ 161,146  $ 129,095 
  

   Three Months Ended July 31,  
   2006   2005  
Operating income (loss):    
Executive recruitment:    

North America   $ 17,080  $ 14,313 
Europe    5,204   5,087 
Asia Pacific    3,690   2,691 
South America    738   666 

  

Total executive recruitment    26,712   22,757 
Futurestep    1,044   1,931 
Corporate    (7,408)  (5,944)

  

Total operating income   $ 20,348  $ 18,744 
  

 
13



Table of Contents

KORN/FERRY INTERNATIONAL AND SUBSIDIARIES
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS -

(Continued)
(in thousands, except per share amounts)

 
7. Subsequent Event

On August 8, 2006, the Company acquired all of the outstanding capital stock of Lominger Limited, Inc., a Minnesota corporation and Lominger Consulting, Inc., a
Minnesota corporation (Lominger Consulting, Inc. and Lominger Limited, Inc. are together referred to herein as the “Lominger Entities”, as well as all of the intellectual
property rights of Drs. Robert W. Eichinger and Michael M. Lombardo (the co-founders of the Lominger Entities). The Lominger Entities and the related intellectual property
were acquired pursuant to a Stock and Asset Purchase Agreement (the “Agreement”) dated as of August 8, 2006 by and among the Company, and the Lominger Entities,
Dr. Eichinger and Dr. Lombardo. The Company paid an aggregate of approximately $24,000, subject to adjustment, $20,000 of which was paid in cash at the closing and the
balance of which is deferred and to be paid out over two years. In connection with the Agreement, the Company also entered into an Employment and Consulting Agreement
with Robert W. Eichinger.
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 Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations
Forward-looking Statements

This quarterly report on Form 10-Q may contain certain statements that we believe are, or may be considered to be, “forward-looking” statements, within the meaning
of Section 27A of the Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1934. These forward-looking statements generally can be identified by use of
statements that include phrases such as “believe”, “expect”, “anticipate”, “intend”, “plan”, “foresee”, “may”, “will”, “estimates”, “potential”, “continue” or other similar words
or phrases. Similarly, statements that describe our objectives, plans or goals also are forward-looking statements. All of these forward-looking statements are subject to risks
and uncertainties that could cause our actual results to differ materially from those contemplated by the relevant forward-looking statement. The principal risk factors that
could cause actual performance and future actions to differ materially from the forward-looking statements include, but are not limited to, dependence on attracting and
retaining qualified and experienced consultants, portability of client relationships, local political or economic developments in or affecting countries where we have operations,
ability to manage growth, restrictions imposed by off-limits agreements, competition, risks related to the growth and results of Futurestep, reliance on information processing
systems, and employment liability risk. Readers are urged to consider these factors carefully in evaluating the forward-looking statements. The forward-looking statements
included in this Form 10-Q are made only as of the date of this report and we undertake no obligation to publicly update these forward-looking statements to reflect subsequent
events or circumstances.

The following presentation of management’s discussion and analysis of our financial condition and results of operations should be read together with our consolidated
financial statements included in this Form 10-Q.

Executive Summary
We are a leading provider of executive search, outsourced recruiting and leadership development solutions with the broadest global presence in the recruitment industry.

Our services include executive recruitment, middle-management and outsourced recruitment through Futurestep, leadership development solutions and executive coaching.
Over half of the executive recruitment searches we performed in fiscal 2006 were for board level, chief executive and other senior executive positions. Our 4,373 clients in fiscal
2006 included approximately 44% of the Fortune 500 companies. We have established strong client loyalty; more than 83% of the executive recruitment assignments we
performed in fiscal 2006 were on behalf of clients for whom we had conducted assignments in the previous three fiscal years.

In an effort to achieve our long-term vision of being the leading provider of executive search, outsourced recruiting and leadership development solutions, our strategic
focus for fiscal 2007 is centered upon increasing market share and further increasing the cross-selling and utilization of our multi-product strategy. We continue to explore new
products and services, enhance our technology and aggressively leverage our brand through thought leadership and intellectual capital projects as a means of delivering world-
class service to our clients.

Fee revenue increased 25% in the first quarter of fiscal 2007 to $152.8 million compared to prior year first quarter primarily due to an 16% increase in the number of
engagements billed in the executive search segment, resulting from an increase in the number of engagements opened as well as higher average fees on engagements billed. The
North American region experienced the largest dollar increase in fee revenue in executive recruitment, as revenue increased $13.8 million, or 22%, due to an 8% increase in the
number of engagements billed in the quarter combined with a 14% increase in average fees per engagement. Futurestep experienced a 21% increase in fee revenue over the prior
year’s quarter as engagements billed in the period increased versus the prior year quarter. In the first quarter of fiscal 2007, we earned operating income of $20.3 million, with
operating income of $26.7 million and $1.0 million from executive recruitment and Futurestep, respectively, offset by corporate expenses of $7.4 million.
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Our total long-term debt at July 31, 2006 was $45.2 million. Our working capital increased $2.0 million to $220.2 million at July 31, 2006 compared to $218.2 million at
April 30, 2006.

Critical Accounting Policies
The following discussion and analysis of our financial condition and operating results are based on our unaudited condensed consolidated financial statements.

Preparation of this Form 10-Q requires us to make estimates and assumptions that affect the reported amount of assets and liabilities, disclosure of contingent assets and
liabilities at the date of our financial statements, and the reported amounts of revenue and expenses during the reporting periods. Actual results may differ from those estimates
and assumptions. In preparing our interim financial statements and accounting for the underlying transactions and balances, we apply our accounting policies as disclosed in our
Notes to Unaudited Condensed Consolidated Financial Statements. We consider the policies related to revenue recognition, deferred compensation and the carrying values of
goodwill and deferred income taxes as critical to an understanding of our interim consolidated financial statements because their application places the most significant
demands on management’s judgment. Specific risks for these critical accounting policies are described in our Fiscal 2006 Annual Report on Form 10-K.

Results of Operations
The following table summarizes the results of our operations for the three month periods ended July 31, 2006 and 2005 as a percentage of fee revenue:

 
   Three Months Ended July 31,  
   2006   2005  
Fee revenue   100%  100%
Reimbursed out-of-pocket engagement expenses   5  6 

  

Total revenue   105  106 
Compensation and benefits   68  64 
General and administrative expenses   16  19 
Out-of-pocket engagement expenses   6  6 
Depreciation and amortization   1  2 

  

Operating income   13  15 
  

Net income   9%  9%
  

The following tables summarize the results of our operations by business segment. Operating income (loss) is calculated as a percentage of fee revenue of the respective
segment (dollars in thousands).
 
   Three Months Ended July 31,  
   2006   2005  
   Dollars   %   Dollars   %  
Fee revenue        
Executive recruitment:        

North America   $ 75,484  50% $ 61,727  51%
Europe    34,187  22   27,021  22 
Asia Pacific    18,264  12   13,319  11 
South America    4,479  3   3,371  3 

      

Total executive recruitment    132,414  87   105,438  87 
Futurestep    20,349  13   16,763  13 

      

Total fee revenue    152,763  100%  122,201  100%
Reimbursed out-of-pocket engagement expenses    8,383    6,894  

      

Total revenue   $161,146   $129,095  
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   Three Months Ended July 31,  
   2006   2005  
   Dollars   %   Dollars   %  
Operating income (loss)      
Executive recruitment:      

North America   $17,080  23% $14,313  23%
Europe    5,204  15   5,087  19 
Asia Pacific    3,690  20   2,691  20 
South America    738  17   666  20 

  

Total executive recruitment    26,712  20   22,757  22 
Futurestep    1,044  5   1,931  12 
Corporate    (7,408)   (5,944) 

  

Total operating income   $20,348  13% $18,744  15%
  

Three Months Ended July 31, 2006 Compared to Three Months Ended July 31, 2005
Fee Revenue. Fee revenue increased $30.6 million, or 25%, to $152.8 million in the three months ended July 31, 2006 compared to $122.2 million in the three months

ended July 31, 2005. Globally, engagements billed increased as did the average fees in engagements billed. Strong performances in all segments were noted along with
continued revenues derived from the Company’s newer offices, opened in the latter part of last fiscal year.

Executive Recruitment – Executive Recruitment fee revenue increased $27.0 million, or 26%, to $132.4 million due to a 16% increase in the number of engagements
billed in the period, and a 10% increase in the average fee in engagements billed. Emerging economies as well as expanding industries in various regions also factored in the
overall growth in fee revenue.

North America fee revenue increased $13.8 million, or 22%, to $75.5 million in the current quarter primarily due to an 8% increase in the number of engagements billed
combined with a 14% increase in average fees per engagement billed. Growth in all sectors was noted, with more significant increases derived from the financial services and
not-for-profit sectors, along with the continued strong performance obtained from the industrial sector.

Europe reported an increase in revenue of $7.2 million or 27%, to $34.2 million from $27.0 million in the same period last year, primarily due to a 21% increase in
engagements billed along with a 4% increase in average fees billed. Business in the European market continues to expand in the newer offices established and office relocations
occurring in the latter part of the prior fiscal year, including in the Czech Republic and in Germany. Continued growth was noted in the Middle East, along with several other
European countries. Leadership Development Solutions (“LDS”) revenues continue to grow in the current year, resulting from the Company’s continued efforts in recent
quarters to invest in consultants, as demand for these types of services continues to grow in the region. Exchange rates favorably impacted European fee revenue by $0.4 million
in the current quarter as compared to last year.

Asia Pacific fee revenue increased $4.9 million, or 37%, to $18.3 million compared to the same period last year due to a 27% increase in the number of engagements
billed as well as an 8% increase in average fees billed. The Company’s offices in China and Hong Kong continue to grow amid the emerging markets present in the region and
account for almost half the total increase in the Asia Pacific’s fee revenue as compared to the same quarter last year. Exchange rates unfavorably impacted Asia Pacific fee
revenue by $0.1 million in the current quarter.

South America reported fee revenue of $4.5 million, an increase of $1.1 million, or 33%, compared to last year due to a 15% increase in the number of engagements
billed, as well as a 16% increase in the average fee on engagements billed. The majority of the increase in the current quarter is attributed to the continued growth of business in
Brazil, where fee revenues increased by 45%, also representing over half the total increase in the entire region’s fee revenue in the current quarter. Exchange rates favorably
impacted fee revenue by $0.1 million in the current quarter.

Futurestep - Fee revenue increased $3.6 million, or 21%, to $20.3 million in the three months ended July 31, 2006 compared to $16.8 million in the three months ended
July 31, 2005. The improvement in fee revenue, reflected across
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all regions, is due to an increase in the number of new engagements billed, which increased by 23%. Of the total increase in fee revenue, both Europe and Asia experienced the
largest increases of $1.5 million each, resulting from continued increasing revenues from specific revenue streams such as Recruitment Process Outsourcing (“RPO”) and
Interim Solutions along with continued movement towards performance of larger engagements.

Compensation and Benefits. Compensation and benefits expense increased $26.5 million, or 34%, to $104.4 million in the three months ended July 31, 2006 compared to
$78.0 million in the three months ended July 31, 2005. The increase in compensation and benefits expense reflects the hiring of new consultants globally along with
performance increases and internal promotions effective at the beginning of this fiscal year, as well as the continued development of internal resources in response to increasing
demand for the Company’s services. Additionally, a $1.9 million increase was noted due to the stock-based compensation expense recorded in the current quarter in relation to
the adoption of SFAS 123(R). The Company’s average consultant count on July 31, 2006 was 522 globally, which was an increase of 62 consultants or 13% versus July 31,
2005.

Executive recruitment compensation and benefits expenses of $85.6 million increased by 33%, or $21.3 million, as compared to $64.3 million recorded in same period
last year due to increased profitability based rewards as well as new consultants joining the firm, especially in the LDS sector. Additionally, stock-based compensation expense
accounted for an additional $1.5 million in total expense in the current quarter, which was not present last year. Executive recruitment compensation and benefits expense, as a
percentage of fee revenue increased to 65%, as compared to 61% in the prior year quarter due to increased profitability and SFAS 123(R) stock-based compensation expense.
The average number of consultants in executive recruitment increased to 453, a 11% increase or 44 consultants over the prior year quarter. Exchange rates impacted
compensation and benefits expense by $0.2 million in the current year.

Futurestep compensation and benefits expense increased $3.6 million, or 34%, to $14.1 million from $10.5 million in the prior year due to internal resource development
as well as continuing investment in our people. Increased variable compensation expenses as well as additional external contractors’ expense arising from increased business
have also been major factors in expense fluctuations over the same period last year. Stock-based compensation expense recorded in the regions totaled $0.1 million in the
current year. Average Futurestep consultant headcount increased to 74 at July 31, 2006, a 47% increase over the past year. Futurestep compensation and benefits expense, as a
percentage of fee revenue, increased to 69% from 63% in the prior year.

Corporate compensation and benefits expense increased $1.5 million to $4.7 million in the current quarter, reflective of the increased obligations under the Company’s
ECAP plan. Compensation expense also increased $1.8 million related to the Company Owned Life Insurance (“COLI”) policies, resulting from decreased performance on
certain policies as compared to the same period last year. Increases also reflect additional expense derived from additional restricted stock grants from the first quarter as well as
from added amortization arising from the Company’s prior year contribution to deferred compensation plans.

General and Administrative Expenses. General and administrative expenses increased $1.6 million, or 7%, to $24.4 million in the three months ended July 31, 2006
compared to $22.7 million in the same period last year. Increases to general and administrative expenses related to a $1.4 million increase in premise and office expense along
with a $0.4 million increase in other types of general expenses including meeting and travel expense. Increased office expense is consistent with the office openings and
relocations in the latter part of the previous fiscal year. Exchange rates impacted general and administrative expenses favorably by $0.1 million in the current quarter.

In executive recruitment, general and administrative expenses increased $1.1 million using constant exchange rates. The majority of the fluctuation related to a $0.8
million increase in premise and office expense, which increased across all four regions at $0.2 million each. The remaining increases related mainly to a $0.5 million increase in
business development expense as the business continues to grow and expand as well as a $0.2 million increase related mainly to miscellaneous general expenses specifically
related to meeting and travel expense. This was offset by a $0.4 million decrease to bad debt expense, due to an overall trend towards an improvement on collections. As a
percentage of fee revenue, general and administrative expenses remained constant at 16% in both years.

Futurestep general and administrative expense increased $0.6 million, or 16%, to $4.0 million, primarily due to increased premise and office expense of $0.5 million. Bad
debt expense increased by $0.4 million since the same quarter last year, which is consistent with the increase in revenue across the regions, as opposed to a deterioration in
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collection activity. Other general and business development expense decreased by $0.3 million as compared to the same period last year. Futurestep general and administrative
expenses, as a percentage of fee revenue, declined to 20% from 21% in the prior year.

Corporate general and administrative expenses decreased $0.1 million, or 2%, over the prior year due to decreased business development expense of $0.2 million offset
by a slight increase in administrative expenses of $0.1 million, mainly related to increased professional fees.

Out-of-Pocket Engagement Expenses. Out-of-pocket engagement expenses are comprised of expenses incurred by candidates and our consultants that are generally billed
to clients. Out-of-pocket engagement expenses of $9.7 million increased $2.2 million, or 30%, over the prior year as a result of a 25% increase in executive recruitment
engagements in the period. As a percentage of fee revenue, out-of-pocket engagement expense was 6% in both periods.

Depreciation and Amortization Expenses. Depreciation and amortization expense was $2.3 million in the three months ended July 31, 2006, an increase of $0.1 million
as compared to $2.2 million last year. Expense relates mainly to depreciation on computer equipment and software, furniture and fixtures, as well as leasehold improvements.
The primary reason for the slight increase in depreciation expense over last year is due to the additional expense derived from computer software and hardware added at various
times last year.

Operating Income. Operating income increased $1.6 million, or 9%, to $20.3 million in the current quarter compared to $18.7 million in the prior year, resulting from
increased total revenue of $32.1 million offset by a $30.5 million increase in operating expenses, primarily related to compensation and benefits expense. Expenses of $1.9
million related to SFAS 123(R) stock compensation expense contributed to increased compensation and benefit expense in the current quarter. Operating income as a percentage
of fee revenue was 13% in the current period, compared to 15% in the same period last year.

Executive recruitment operating income increased $3.9 million, or 17%, to $26.7 million in the three months ended July 31, 2006 compared to $22.8 million in the three
months ended July 31, 2005. The improvement in executive recruitment operating income is primarily a result of increased revenue offset by additional compensation expense
arising from increased headcount and stock-based compensation expense along with increased general expenses, specifically derived from increased premise and office expense.
Executive recruitment operating income, as a percentage of fee revenue, decreased to 20% from 22% last year primarily as a result of the implementation of SFAS 123(R).

Futurestep operating income was $1.0 million versus $1.9 million in the three months ended July 31, 2006 and 2005, respectively. The decrease in Futurestep operating
income is due to increased compensation and benefits costs arising from increased headcount as well as additional expenses arising from external contractors and premise
expense. Futurestep operating income, as a percentage of fee revenue, declined to 5% from 12% in the prior year period as a result.

Corporate expenses for the three months ended July 31, 2006 were $7.4 million, an increase of $1.5 million, as compared to $5.9 million in the same quarter last year.
Corporate expenses in the current period increased due to additional amortization on the Company’s ECAP contribution as well as decreased performance on the investments
underlying certain COLI polices.

Interest Income and Other Income, Net. Interest income and other income, net includes interest income and income resulting from the Company’s various interest
bearing accounts. Interest income, net totaled $2.4 million for the three months ended July 31, 2006, which was a $1.4 million increase as compared to $1.0 million in the same
period in 2005, due to interest and dividend income resulting from various accounts and our ECAP plan of $0.7 million. The remaining $0.7 million variance is disbursed
throughout the remaining regions.

Interest Expense. Interest expense was $2.5 million in the current quarter, versus $2.5 million in the same period last year. Interest expense of $2.3 million related to
borrowings under our convertible securities and COLI policies in our Corporate segment, with the remaining $0.2 million distributed throughout the remaining segments.

Provision for Income Taxes. The provision for income taxes was $7.6 million for the three months ended July 31, 2006 compared to $6.4 million for the same period last
year. The provision for income taxes reflects a 38% effective tax rate for the current quarter. The provision for income taxes for the same period last year reflects a 37%
effective tax rate.
 

19



Table of Contents

Equity in Earnings of Unconsolidated Subsidiaries. Equity in earnings of unconsolidated subsidiaries is comprised of our less than 50% shareholder interest in our
Mexican subsidiaries. We report our interest in earnings or loss of the Mexican subsidiaries on the equity basis as a one line adjustment to net income, net of taxes. Equity in
earnings was $1.0 million in the current quarter versus $0.4 million in the same quarter last year, reflecting increased profitability from our Mexican subsidiaries.

Liquidity and Capital Resources
Cash used by operating activities was $47.1 million for the three months ended July 31, 2006 compared to $47.9 million last year. As revenue has continued to increase,

receivables also have increased. Accounts payable and accrued liabilities balances in both years reflect increased business activity and expense along with fiscal year bonuses.
These items were offset by increases in net income, stock-based compensation and deferred compensation expense. As the Company continues to move away from stock option
grants and towards offering alternative employee incentives such as ECAP contributions, the related amortization also increased with current year cash flow activity reflecting
additional contributions made in the last year. Current year restricted stock grants and ECAP contributions are subject to a 4 year vesting period.

Cash used in investing activities was $8.2 million in the three months ended July 31, 2006, compared to $11.0 million in the prior year, a decrease in cash used of $2.8
million. In the three months ended July 31, 2006 we invested $5.6 million in marketable securities in conjunction with our ECAP program, a decrease of $2.0 million over the
prior year period, mainly due to the timing and amounts of the ECAP employer contribution in the previous fiscal year. Capital expenditures for the three months ended July 31,
2006 and July 31, 2005 totaled $2.7 million and $2.8 million, respectively, a slight decrease of $0.1 million. Capital expenditures in both periods were incurred in relation to
continuing expansion of our Futurestep business as well as continuing expansion globally especially in North America, where capital expenditures related to providing
computer hardware to new hires in the executive recruitment segment.

Cash used in financing activities was $18.6 million in the three months ended July 31, 2006 compared to $6.5 million provided by financing activities last year. In the
three months ended July 31, 2006, treasury stock repurchases made in relation to our stock buyback programs totaled $24.5 million. This was offset by $6.0 million in proceeds
received from exercises of employee stock options and in conjunction with the semi-annual offerings under our ESPP the first of which occurred in July 2006.

Total outstanding borrowings under our COLI policies were $58.7 million and $57.0 million as of July 31, 2006 and 2005, respectively. Generally, we borrow under our
COLI policies to pay related premiums. Such borrowings do not require principal payments, bear interest at primarily variable rates and are secured by the cash surrender value
of the life insurance policies of $129.4 million and $124.1 million as of July 31, 2006 and 2005, respectively. Borrowings under our COLI policies are netted against the cash
surrender value of the life insurance policies in our consolidated balance sheets.

As of July 31, 2006, we had approximately $45.2 million outstanding in aggregate principal amount of 7.5% Convertible Subordinated Notes due in June 2010 and 7.5%
Convertible Series A Preferred Stock with an aggregate liquidation preference of $11.4 million.

We have a Senior Secured Revolving Credit Facility with a $50 million borrowing capacity and no borrowing base restrictions. The credit facility is secured by
substantially all of our assets including certain accounts receivable balances and guarantees by and pledges a portion of the capital stock of our significant subsidiaries. We are
required to meet certain financial condition covenants on a quarterly basis. As of July 31, 2006, we had no outstanding borrowings on our credit facility.

We believe that cash on hand, borrowings available under our credit facility and funds from operations will be sufficient to meet our anticipated working capital, debt
service requirements, capital expenditures and general
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corporate requirements. However, adverse changes in our revenue could require us to cut costs or obtain financing to meet our cash needs.

Off-Balance Sheet Arrangements
We have no off-balance sheet arrangements and have not entered into any transactions involving unconsolidated, limited purpose entities.

 
 Item 3. Quantitative and Qualitative Disclosures About Market Risk

As a result of our global operating activities, we are exposed to certain market risks, including foreign currency exchange fluctuations and fluctuations in interest rates.
We manage our exposure to these risks in the normal course of our business as described below. We have not utilized financial instruments for trading or other speculative
purposes, nor do we trade in derivative financial instruments.

Foreign Currency Risk
Substantially all our foreign subsidiaries’ operations are measured in their local currencies. Assets and liabilities are translated into U.S. dollars at the rates of exchange

in effect at the end of each reporting period and revenue and expenses are translated at average rates of exchange during the year. Resulting translation adjustments are reported
as a component of comprehensive income in our Statement of Stockholders’ Equity.

Transactions denominated in a currency other than the reporting entity’s functional currency may give rise to transaction gains and losses that impact our results of
operations. In the three months ended July 31, 2006, we recognized foreign currency gains of $0.1 million globally.

Our primary exposure to exchange losses is based on outstanding inter-company loan balances denominated in U.S. dollars. If the U.S. dollar strengthened 15%, 25% and
35% against Pounds Sterling, the Euro, the Canadian dollar, the Australian dollar and the Yen, the Company’s exchange loss would have been $1.1 million, $1.8 million and
$2.5 million, respectively, based on outstanding balances at July 31, 2006. If the U.S. dollar weakened by the same increments against Pounds Sterling, the Euro, the Canadian
dollar, the Australian dollar and the Yen, the Company’s exchange gain would have been $1.1 million, $1.8 million and $2.5 million, respectively, based on outstanding
balances at July 31, 2006.

Interest Rate Risk
As of July 31, 2006, we had no outstanding balance on our credit facility. We have $58.7 million of borrowings against the cash surrender value of COLI contracts as of

July 31, 2006 bearing interest primarily at variable rates. The risk of fluctuations in these variable rates is minimized by the fact that we receive a corresponding adjustment to
our borrowed funds crediting rate on the cash surrender value on our COLI contracts.

As of July 31, 2006, we have approximately $45.2 million of 7.5% Convertible Debt and $11.4 million liquidation value of 7.5% Convertible Preferred Stock that is
mandatorily redeemable by us if still outstanding on June 13, 2010.
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 Item 4. Controls and Procedures
 

(a) Evaluation of Disclosure Controls and Procedures.
Based on their evaluation of our disclosure controls and procedures conducted as of the end of the period covered by this quarterly report on Form 10-Q, our Chief

Executive Officer and Chief Financial Officer have concluded that our disclosure controls and procedures (as defined in Rules 13a-15(e) and 15d-15(e) promulgated under the
Exchange Act) are effective.
 
(b) Changes in Internal Control over Financial Reporting.

During the fiscal quarter ended July 31, 2006, there were no changes in our internal control over financial reporting that have materially affected, or are reasonably likely
to materially affect, our internal control over financial reporting, including any corrective actions with regard to significant deficiencies and material weaknesses.
 

22



Table of Contents

PART II. OTHER INFORMATION
 

 Item 1. Legal Proceedings
From time to time, we are involved in litigation both as plaintiff and defendant, relating to claims arising out of our operations. As of the date of this report, we are not

engaged in any legal proceedings that are expected, individually or in the aggregate, to have a material adverse effect on our business, financial condition or results of
operations.
 
 Item 1A. Risk Factors

In the Annual Report Form 10-K for the period ended April 30, 2006, the Company described material risk factors facing the business. Additional risks not presently
known to us or that we currently deem immaterial may also impair our business operations. As of the date of this report, there have been no material changes to risk factors
described in our Annual Report Form 10-K for fiscal 2006.
 
 Item 2. Unregistered Sales of Equity Securities, Use of Proceeds and Issuer Purchases of Equity Securities
Issuer Purchases of Equity Securities

During the three months ended July 31, 2006, the Company repurchased common stock under the common stock repurchase programs approved by the Board of
Directors in December 2005 and June 2006. Pursuant to these programs, shares can be repurchased in open market transactions or privately negotiated transactions at the
Company’s discretion.
 

   
Shares

Purchased   

Average
Price

Paid Per
Share   

Shares Purchased
as Part of a

Publicly-
Announced

Program
(1)   

Approximate
Dollar Value of

Shares that
May Yet Be
Purchased
Under the
Program
(1), (2)

May 1, 2006-May 31, 2006   466,300  $ 19.83  466,300  $ 22.2 million
June 1, 2006-June 30, 2006   120,356  $ 19.59  84,200  $ 20.6 million
July 1, 2006-July 31, 2006   756,641  $ 18.84  724,700  $ 7.0 million

        

Total   1,343,297    1,275,200  
        

 

(1) On December 7, 2005, the Board of Directors approved the repurchase of up to $50 million of the Company’s common stock in a common stock repurchase program (the
“2005 program”). The shares can be repurchased in open market transactions or privately negotiated transactions at the Company’s discretion. In the last three months of
the current fiscal year, all 1,275,200 shares were repurchased under the 2005 program.

 

(2) On June 8, 2006 the Board of Directors approved the repurchase of a further $25 million of the Company’s common stock in a common stock repurchase program.
 
 Item 4. Submission of Matters to a Vote of Security Holders

No matters were submitted to a vote of security holders during the first quarter of fiscal 2007.
 
 Item 5. Other Information

Not applicable.
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 Item 6. Exhibits
 

Exhibit
Number  Description of Exhibit

3.1
  

Certificate of Incorporation of the Company, filed as Exhibit 3.1 to the Company’s Quarterly Report on Form 10-Q, dated
December 15, 1999, and incorporated herein by reference.

3.2
  

Certificate of Designations of 7.5% Convertible Preferred Stock, filed as Exhibit 3.1 to the Company’s Current Report on Form 8-
K, dated June 18, 2002, and incorporated herein by reference.

3.3
  

Amended and Restated Bylaws of the Company, filed as Exhibit 3.3 to the Company’s Annual Report on Form 10-K, dated July
29, 2002, and incorporated herein by reference.

10.1
  

Stock and Asset Purchase Agreement dated as of August 8, 2006 by and among Lominger Limited, Inc., Lominger Consulting Inc.,
Michael M. Lombardo, Robert W. Eichinger and Korn/Ferry International.

31.1
  

Chief Executive Officer Certification pursuant to Rule 13a-14(a) under the Exchange Act, as adopted pursuant to Section 302 of the
Sarbanes-Oxley Act of 2002.

31.2
  

Chief Financial Officer Certification pursuant to Rule 13a-14(a) under the Exchange Act, as adopted pursuant to Section 302 of the
Sarbanes-Oxley Act of 2002.

32.1   Chief Executive Officer and Chief Financial Officer Certification pursuant to 18 U.S.C. Section 1350.
 

24



Table of Contents

 SIGNATURE

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the undersigned thereunto duly
authorized.
 

  KORN/FERRY INTERNATIONAL
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STOCK AND ASSET PURCHASE AGREEMENT

This STOCK AND ASSET PURCHASE AGREEMENT (this “Agreement”) dated as of August 8, 2006 is by and among Lominger Limited, Inc., a Minnesota
corporation (“Limited”), Lominger Consulting, Inc., a Minnesota corporation (“Consulting,” each of Limited and Consulting being a “Company” and together being the
“Companies”), Dr. Michael M. Lombardo and Dr. Robert W. Eichinger (each, a “Shareholder” and collectively the “Shareholders”), on the one hand, and Korn/Ferry
International, a Delaware corporation (the “Buyer”), on the other hand.

R E C I T A L S

WHEREAS, the Companies are engaged in the business of publishing books, manuals and software products used in the field of human resource management,
(including, without limitation, management assessment, training and development) and providing consulting services related thereto (the “Business”).

WHEREAS, each Shareholder owns 50% of the issued and outstanding (collectively, the “Shares”) 100,000 shares of common stock, par value $0.01 per share of
Limited (the “Limited Stock”) and 1,000 shares of common stock, par value $1.00 per share of Consulting (the “Consulting Stock”, and together with the Limited Stock, the
“Common Stock”).

WHEREAS, the Shares owned by each Shareholder are set forth opposite such Shareholder’s name on Exhibit B attached hereto;

WHEREAS, the Shareholders also own certain intellectual property rights referred to in this Agreement as the Assets.

WHEREAS, Buyer desires to acquire the Shares and the Assets from the Shareholders, and the Shareholders desire to sell the Shares and the Assets to Buyer, all upon
the terms and subject to the conditions set forth in this Agreement.

A G R E E M E N T

NOW, THEREFORE, in consideration of the foregoing and the mutual covenants contained in this Agreement and for other valuable consideration the receipt and
sufficiency which are hereby acknowledged, the Buyer and the Shareholders agree as follows:

ARTICLE I

DEFINITIONS

1.01 Certain Definitions. The terms contained in Exhibit A, as used in this Agreement or in any exhibit or schedule hereto, shall have the meanings set forth in Exhibit A.
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1.02 Index of Other Defined Terms. In addition to the terms defined in Exhibit A, the following terms shall have the respective meanings given thereto in the sections
indicated below:

Table of Defined Terms
 
2005 Balance Sheet   Section 4.07(a)   12
2005 Statements   Section 4.07(a)   12
AAA   Section 10.10(a)   47
Agreement   Preamble   1
Annual Statements   Section 4.07(a)   12
Asset Allocation   Section 7.05(b)   34
Assets   Section 4.17(b)   21
Business   Preamble   1
Buyer Indemnitees   Section 9.01(a)   40
Buyer   Preamble   1
Closing Date Adjustment   Section 2.02(b)   5
Closing Date   Section 2.03(a)   5
Closing   Section 2.03(a)   5
Common Stock   Preamble   1
Companies   Preamble   1
Company Intellectual Property   Section 4.17(a)   21
Company Persons   Section 7.04   34
Company   Preamble   1
Consulting Stock   Preamble   1
Consulting   Preamble   1
Contest   Section 7.05(g)   36
Deductible   Section 9.01(d)   41
Deferred Payments   Section 2.02(e)   5
Disputing Parties   Section 10.10(a)   47
Disputing Party   Section 10.10(a)   47
Employee Plans   Section 4.15(a)   19
Employment and Consulting Agreement   Section 8.01(c)   37
Encumbrances   Section 4.09(a)   14
Equity Securities   Section 4.03(b)   11
ERISA Affiliate   Section 4.15(a)   19
Estimated Net Working Capital   Section 2.02(a)   4
Final Net Working Capital   Section 2.04   7
Financial Statements   Section 4.07(a)   12
First Choice   Section 2.04   7
First Ulrich Agreement   Section 7.06   37
Form 8023   Section 7.05(a)   34
Fundamental Representations   Section 9.01(d)   41
Intellectual Property Agreements   Section 4.17(g)   23
Interim Statements   Section 4.07(a)   12
Leased Real Property   Section 4.09(d)   14
Limited Stock   Preamble   1
Limited

  Preamble   1
Noncompetition Agreements

  
Section 8.01(d)

  38
OTS Software   Section 4.17(g)   23
Owned Intellectual Property   Section 4.17(b)   21
Owned Real Property   Section 4.09(c)   14
Pearman Agreement   Section 7.06   37
Permits   Section 4.13(a)   18
Privacy Statement   Section 4.17(m)   25
Proceedings   Section 4.11   16
Proposed Net Working Capital Calculation   Section 2.04   6
Purchase Price   Section 2.01(a)   4
Raymond Employment Agreement   Section 2.05(b)   8
Real Property Leases   Section 4.09(d)   14
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Real Property   Section 4.09(d)   14
Related Party   Section 4.10(a)   15
Required Consents   Section 4.13(b)   18
Required Governmental Approval   Section 4.13(b)   18
Rules   Section 10.10(a)   47
S Corporation Return   Section 7.05(c)   35
Scheduled Contracts   Section 4.12(a)   16
SDNs   Section 4.26   30
Second Ulrich Agreement   Section 7.06   37
Section 338 Allocation   Section 7.05(b)   34
Section 338(h)(10) Election   Section 7.05(a)   34
Selected Firm   Section 2.04   7
Settlement Agreement   Section 8.01(m)   39
Share Encumbrances   Section 3.01   8
Shareholder Indemnitees   Section 9.01(b)   40
Shareholder Intellectual Property Agreement   Section 4.17(g)   23
Shareholder   Preamble   1
Shareholders   Preamble   1
Shares   Preamble   1
Target Working Capital   Section 2.02(b)   4
Trade Secrets   Section 4.17(c)   21
Trademarks   Section 4.17(d)   22
True-Up Amount   Section 2.05(a)   7
Ulrich   Section 7.06   37
USRPHC   Section 4.21(d)   27

ARTICLE II

PURCHASE OF STOCK AND ASSETS

2.01 Purchase and Sale of Shares and Assets.
(a) The Buyer and the Shareholders hereby severally agree that concurrently herewith, upon the terms hereof, each of the Shareholders shall sell, transfer and

deliver to the Buyer, and the Buyer shall purchase from each of the Shareholders, all the Shares owned by such Shareholder free and clear of all Share Encumbrances, and
each of the Shareholders shall sell, transfer and deliver to the Buyer, and the Buyer shall purchase from each of the Shareholders, all the Assets owned by such Shareholder
free and clear of all Encumbrances. The aggregate “Purchase Price” shall be equal to (A) Twenty-Five Million Dollars ($25,000,000), (B) minus the Closing Date Debt,
(C) minus the amount of any Company Transaction Expenses that have not been paid prior to the determination of the Closing Date Cash Balance and (D) minus the
Employee Payment. The Purchase Price shall be subject to further adjustment at and following the Closing as set forth herein. The Cash Purchase Price shall be allocated
amongst the Shareholders in accordance with their Pro Rata Portions. The Purchaser shall have no obligation to consummate the Subject Transactions unless all of the
Shares and Assets to be sold by the Shareholders are transferred and delivered to the Buyer on the Closing Date free and clear of all Share Encumbrances and
Encumbrances, respectively.

2.02 Calculation of Purchase Price; Payment for Shares and Assets. The Purchase Price shall be calculated and Buyer shall pay the Purchase Price as follows:
(a) At least two (2) Business Days prior to the Closing Date, the Companies shall have prepared and delivered to the Buyer a statement setting forth a reasonably

detailed calculation of the estimated Closing Net Working Capital (the “Estimated Net Working Capital”). The Companies shall have granted Buyer and its Affiliates
and representatives (including advisors and accountants) reasonable access to all books, records and employees of the Companies (in each case, only those portions or
aspects as they relate
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solely to the Companies) in connection with the Companies’ preparation of Estimated Closing Net Working Capital. The Estimated Net Working Capital shall be prepared
in accordance with GAAP, except for such deviations from GAAP as provided on Schedule 2.04.

(b) If the Estimated Closing Net Working Capital is less than One Million Nine Hundred Fifty Thousand Dollars ($1,950,000) (the “Target Working Capital
Amount”), then the Deferred Payment shall be reduced by such shortfall; provided, however, that (a) in no event shall the amount of the Deferred Payment be reduced
below $3,500,000 and (b) to the extent such shortfall is greater than $1,500,000, the Purchase Price payable at the Closing shall be reduced by such amount. If the
Estimated Closing Net Working Capital is greater than the Target Working Capital Amount, then the Deferred Payment shall be increased by such excess. The adjustment
pursuant to this Section 2.02(b) shall be referred to as the “Closing Date Adjustment.”

(c) One (1) Business Day prior to the Closing Date, the Companies and the Buyer shall have prepared a schedule of (i) the Closing Date Cash Balance, (ii) the
Closing Date Debt, and (iii) a reasonably detailed reconciliation of all Company Transaction Expenses that have not been paid prior to the determination of the Closing
Date Cash Balance (including any Company Transaction Expenses that will become payable on the Closing Date). The Companies shall have provided the Buyer with
such documents, certificates and other information and evidence as the Buyer may reasonably request for purposes of determining and preparing the same.

(d) At Closing, Buyer shall pay to the Shareholders, in accordance with their Pro Rata Portions, an amount equal to (A) Twenty Million Dollars ($20,000,000),
(B) minus the Closing Date Debt, and (C) minus the amount of any Company Transaction Expenses that have not been paid prior to the determination of the Closing Date
Cash Balance.

(e) As additional payment for the Shares and the Assets, subject to the terms and conditions hereof, Buyer shall pay to the Shareholders an aggregate of
(A) $5,000,000 (B) minus the Employee Payment, plus or minus, as the case may be, the Closing Date Adjustment, to be paid in two equal installments on each of the first
two anniversaries of the Closing Date (collectively, the “Deferred Payments”).

(f) Interest shall accrue on the outstanding amount of the Deferred Payment until paid in full at an interest rate equal to the LIBOR Rate for the Interest Period then
in effect. Interest shall be payable on the last day of each Interest Period. Subject to adjustment of the Deferred Payment hereunder, one-half of the Deferred Payment,
together with any accrued and unpaid interest on such portion of the Deferred Payment, shall be due and payable in full on the first anniversary of the date hereof, and one-
half of the Deferred Payment, together with any remaining accrued and unpaid interest thereon, shall be due and payable in full on the second anniversary of the date
hereof.

2.03 Closing.
(a) The closing (the “Closing”) of the Subject Transactions shall take place on the date hereof, at the offices of Gibson, Dunn & Crutcher LLP, 2029 Century Park

East, Suite 4000, Los Angeles, California 90036, or via e-mail, conference call and facsimile, effective concurrently with the execution of this Agreement (the “Closing
Date”).

(b) At the Closing, each Shareholder shall:
(i) deliver to the Buyer stock certificate(s) with appropriate transfer stamps, if any, affixed thereto, representing the Shares owned by such Shareholder with

appropriate stock powers duly endorsed in blank or accompanied by other duly executed instruments of transfer;
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(ii) deliver to the Buyer customary transfer documentation, including bills of sale, in order to vest in Buyer all of the Shareholders’ right, title and interest in
and to the Assets;

(iii) deliver all other documents required to be delivered by such Shareholder on or prior to the Closing Date pursuant to this Agreement or any Ancillary
Agreement to which such Shareholder is or is required to be a party pursuant to the terms of this Agreement.
(c) At the Closing, the Companies shall deliver to the Buyer all documents required to be delivered by the Companies at the Closing pursuant to this Agreement or

any Ancillary Agreement to which any Company is or is required to be a party pursuant to the terms of this Agreement.
(d) At the Closing, the Buyer shall

(i) deliver to each Shareholder the amount to be paid to each Shareholder as determined in accordance with Section 2.02(d), but in each such case subject to
the satisfaction of the conditions specified therein;

(ii) deliver to any holder of Closing Date Debt by wire transfer to the bank account designated in the related payoff letter delivered pursuant to
Section 8.01(p) hereto immediately available funds in an amount indicated in such payoff letter as required to satisfy in full such Closing Date Debt; and

(iii) deliver all other documents required to be delivered by the Buyer on or prior to the Closing Date pursuant to this Agreement or any Ancillary Agreement
to which the Buyer is or is required to be a party pursuant to the terms of this Agreement.
(e) All payments to be made by the Buyer pursuant to Section 2.03(d)(ii) shall be made by wire transfer of immediately available funds to such bank account or

bank accounts as designated by the Shareholders at least three (3) Business Days prior to the Closing Date.

2.04 Calculation of Closing Net Working Capital. Within sixty (60) days after the Closing Date, Buyer, with the assistance of its representatives, will prepare and present
to the Shareholders a calculation of the Closing Net Working Capital (the “Proposed Net Working Capital Calculation”). Upon delivery of such calculation, Buyer shall make
available to Shareholders and their representatives to the extent reasonably requested all books, records, work papers and personnel of the Company; provided, however, that
Shareholders and their representatives will conduct their work in a manner that does not unreasonably interfere with or disrupt the conduct of the Business by the Company after
the Closing. The parties agree that the Proposed Net Working Capital Calculation shall be prepared so that it presents fairly the Closing Net Working Capital, in accordance
with GAAP, except for such deviations from GAAP as set forth on Schedule 2.04. The Proposed Net Working Capital Calculation shall be binding upon the parties to this
Agreement unless the Shareholders give written notice of disagreement with any of the values or amounts contained therein to Buyer within twenty (20) Business Days after
their receipt of the Proposed Net Working Capital Calculation, specifying in reasonable detail the nature and extent of such disagreement. If Buyer and the Shareholders
mutually agree upon the Proposed Net Working Capital Calculation, within twenty (20) Business Days after Buyer’s delivery of such applicable notice, such agreement shall be
binding upon the parties to this Agreement. If Buyer and the Shareholders are unable to resolve any such disagreement within such period, the disputed amount shall be referred
for final determination to Deloitte & Touche USA LLP (the “First Choice”) or, if such firm is not available, such other independent accounting firm selected by the mutual
agreement of Buyer and the Shareholders (the “Selected Firm”). If Buyer and the Shareholders cannot agree on the Selected Firm, it shall be chosen by the First Choice. If
issues are submitted to the First Choice or Selected Firm, as applicable, for resolution, (i) the First Choice or Selected Firm, as applicable, shall use GAAP, except for such
deviations from GAAP as set forth on Schedule 2.04; (ii) Buyer, the Company and the Shareholders will furnish or cause to be furnished to the First Choice or Selected Firm, as
applicable, such work papers and other documents and information relating to the disputed issues as the First Choice or Selected Firm, as
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applicable, may request and are available to that party or its agents and will be afforded the opportunity to present to the First Choice or Selected Firm, as applicable, any
material relating to the disputed issues and to discuss the issues with the First Choice or Selected Firm, as applicable; (iii) the determination by the First Choice or Selected Firm,
as applicable, as set forth in a notice to be delivered to the Buyer, the Company and the Shareholders within thirty (30) Business Days of the submission to the First Choice or
Selected Firm, as applicable, of the issues remaining in dispute, will be final, binding and conclusive on the parties, will be used in the calculation of the Closing Net Working
Capital, and will be accompanied by a certificate of the First Choice or Selected Firm, as applicable, that it reached such determination in accordance with the provisions of this
Section 2.04; (iv) such First Choice or Selected Firm, as applicable, shall be authorized to resolve only those items remaining in dispute between the parties in accordance with
the provisions of this Section 2.04 within the range of the difference between Buyer’s position with respect thereto and the Shareholders position with respect thereto; and
(v) the costs of any dispute resolution pursuant to this Section 2.04, including the fees and expenses of the First Choice or Selected Firm, as applicable, and of any enforcement
of the determination thereof, shall be divided evenly among the Buyer, on the one hand, and the Shareholders, on the other hand. The fees and disbursements of the
representatives of each party incurred in connection with their preparation or review of the Proposed Net Working Capital Calculation and the preparation or review of any
notice of objection, as applicable, shall be borne by such party. The Proposed Net Working Capital Calculation as finally determined is referred to herein as the “Final Net
Working Capital.”

2.05 Post-Closing Purchase Price Adjustments.
(a) Upon determination of Final Net Working Capital, the Closing Date Adjustment shall be recalculated using the Final Net Working Capital instead of the

Estimated Net Working Capital, and the amount of the Deferred Payment shall be likewise recalculated using the recalculated Closing Date Adjustment. Any such
recalculation under this Section 2.05 shall be deemed the “True-Up Amount”. Notwithstanding anything to the contrary contained herein, if the calculation of the True-
Up Amount would result in an offset to the Deferred Payment such that the principal amount due under the Deferred Payment would be less than $3,500,000, then the
principal amount due under the Deferred Payment shall be reduced to $3,500,000, and the Shareholders shall pay to the Buyer, within five Business Days of the calculation
of the Final Net Working Capital, the difference between (a) the amount by which the Estimated Net Working Capital exceeds the Final Net Working Capital and (b) the
reduction of the Deferred Payment pursuant to this Section 2.05.

(b) Concurrently herewith, Buyer and Cara Capretta Raymond (“Raymond”) are entering into an employment agreement (the “Raymond Employment
Agreement”). The Shareholders acknowledge and agree that in the event the Raymond Employment Agreement is terminated and all or a portion of the Employee
Payment is not paid to Raymond, if such termination occurs (i) prior to the second anniversary of the date hereof, that portion of the Employee Payment not paid or to be
paid to Raymond shall be added to the Deferred Purchase Price and (ii) on or after the second anniversary of the date hereof, that portion of the Employee Payment not
paid or to be paid to Raymond shall be paid to the Shareholders in accordance with the Pro Rata Portions.

ARTICLE III

REPRESENTATIONS REGARDING SHARES AND ASSETS

As an inducement to Buyer to enter into this Agreement and to consummate the Subject Transactions, each Shareholder hereby represents and warrants, severally and not
jointly, as of the date hereof, to Buyer as follows with respect to itself and the Shares indicated on Exhibit B as being owned by him:

3.01 Title. Such Shareholder is the sole owner of record and beneficial owner of the Shares indicated in Exhibit B as being owned by such Shareholder; such Shares are
free and clear of all Liens,
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charges, claims, options, pledges, rights of other parties, voting trusts, proxies, stockholder or similar agreements, encumbrances or restrictions of any nature whatsoever
(collectively “Share Encumbrances”); and such Shareholder has the full and unrestricted right, power and authority to sell and transfer such Shares to Buyer. Upon delivery of
such Shares to Buyer and payment by Buyer to the Shareholders of the consideration therefor, Buyer will acquire good and marketable title to and complete ownership of such
Shares, free and clear of any Share Encumbrance of any nature whatsoever.

3.02 Authorization. Such Stockholder has full right, power and authority and has taken all action necessary to execute and deliver this Agreement and the Ancillary
Agreements to which such Stockholder is a party, to perform its obligations hereunder and thereunder and to consummate the Subject Transactions. This Agreement and each
Ancillary Agreement to which such Stockholder is to be a party has been duly executed and delivered by such Stockholder, and, subject to due authorization, execution and
delivery by the other parties, this Agreement and each such Ancillary Agreement to which such Stockholder is to be a party is the legal, valid and binding obligation of such
Stockholder, enforceable against such Stockholder in accordance with its terms, subject to bankruptcy, insolvency, fraudulent transfer, reorganization, moratorium and similar
laws of general applicability relating to or affecting creditors’ rights generally, and to general principles of equity (whether considered in a proceeding at law or in equity).

3.03 Non-Contravention. The execution, delivery and performance by such Shareholder of this Agreement and any Ancillary Agreements to which he or she is a party,
the performance by such Shareholder of his or her obligations hereunder and thereunder and the consummation by such Shareholder of the Subject Transactions in accordance
with the terms hereof (x) do not require the consent, waiver, approval, license or other authorization of any Person, except those which have been duly obtained and which are
listed on Schedule 3.03 with respect to such Shareholder, (y) do not violate, with or without the giving of notice or the passage of time or both, any Applicable Law which
violation would in any way adversely affect such Shareholder’s conveyance to Buyer pursuant hereto of good and marketable title to the Shares, free and clear of any Share
Encumbrance and the Assets, free and clear of any Encumbrance or would have a Material Adverse Effect, and (z) do not conflict with, result in the termination of any
provisions of, or constitute a default under, or accelerate any obligations arising under, or result in the creation of any Share Encumbrance or Encumbrance on the Assets
pursuant to, or otherwise adversely affect, any lease, mortgage, deed of trust, indenture or other agreement or instrument, or any order, judgment, decree, statute, regulation or
any other restriction of any kind or character to which such Shareholder is a party or by which such Shareholder or any of his assets is bound, which conflict, termination,
default, acceleration, Share Encumbrance, Encumbrance or other event would in any way adversely affect such Shareholder’s conveyance to Buyer pursuant hereto of good and
marketable title to such Shares and Assets, free and clear of any Share Encumbrance or Encumbrance, or would have a Material Adverse Effect.

3.04 Shareholder Governmental Authorization. The execution, delivery and performance by such Shareholder of this Agreement and any Ancillary Agreement to which
he or she is a party, the performance by such Shareholder of his or her obligations hereunder and thereunder and the consummation by such Shareholder of the Subject
Transactions in accordance with the terms hereof require no action by, consent or approval of, or filing with, any Governmental Authority.

3.05 Compliance with Applicable Laws. Except for those violations, if any, which would not, individually or in the aggregate, have a Material Adverse Effect on such
Shareholder’s ability to consummate the Subject Transactions or to perform his obligations hereunder, such Shareholder is not in violation of any Applicable Law or any other
requirement of any Government Authority. Such Shareholder has not received any written notice from any Government Authority alleging any violation of any such Applicable
Law or directing such Shareholder to take any remedial action with respect to such law, ordinance or regulation, in either case which would have a Material Adverse Effect.
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3.06 Obligations of the Companies to the Shareholders. Except as set forth on Schedule 3.06, (a) neither such Shareholder nor any of his or her Affiliates (other than the
Companies) is a party to any contract, agreement or arrangement with the Companies, and (b) neither Company has had or may hereafter have, any obligation or liability,
contingent or otherwise, owing to such Shareholder or any of his or her Affiliates (including pursuant to any claim, demand, proceeding, cause of action or order), in each case,
other than (i) any obligation of a Company arising under any Ancillary Agreement after the Closing or in connection with employment of such Shareholder after the Closing,
(ii) any claim arising under this Agreement or (iii) any claim for indemnification arising under the charter, bylaws or other organizational documents of either Company or
Applicable Law.

ARTICLE IV

REPRESENTATIONS AND WARRANTIES REGARDING THE COMPANY

As an inducement to Buyer to enter into this Agreement and to consummate the Subject Transactions, the Shareholders and each Company represents and warrants as of
the date hereof, to Buyer as follows:

4.01 Existence and Power. Each Company is a corporation duly organized, validly existing and in good standing under the laws of the state set forth after each
Company’s name on Schedule 4.01 hereto and has all corporate power and all governmental licenses, governmental authorizations, governmental consents and governmental
approvals required to own and carry on the Business as now conducted by it. Neither Company is required to be qualified to conduct business in any state other than: (a) the
states set forth with respect to each Company in Schedule 4.01, in which states such Company is duly qualified to do business and in good standing, and (b) such states where
the failure to be so qualified, whether singly or in the aggregate, could not reasonably be expected to have a Material Adverse Effect. Each Company has delivered to the Buyer
a true and complete copy of the certificate of incorporation (or similar organizational documents) and all amendments thereto of such Company and a true and complete copy of
each such Person’s by-laws (or similar organizational documents) and all amendments thereto, each as in effect on the date hereof.

4.02 Authorization. The execution, delivery and performance by each Company of this Agreement and any Ancillary Agreement to which it is a party, the performance
of its obligations hereunder and thereunder and the consummation of the Subject Transactions in accordance with the terms hereof are within each such Company’s powers and
have been duly authorized by all necessary corporate action on its part, including all necessary shareholder action on the part of the Shareholders. This Agreement and each
Ancillary Agreement to which either Company is to be a party has been, duly and validly executed by each Company and constitutes the legal, valid and binding agreement of
each Company enforceable against it in accordance with its terms, subject to bankruptcy, insolvency, fraudulent transfer, reorganization, moratorium and similar laws of general
applicability relating to or affecting creditors’ rights and to general equity principles (whether considered in proceedings at law or in equity).

4.03 Capital Stock.
(a) All of the authorized, issued and outstanding capital stock of each Company is as set forth in Schedule 4.03(a).
(b) All such issued and outstanding shares of capital stock of each Company have been duly authorized and validly issued and are fully paid and nonassessable and

were not issued in violation of any preemptive rights or rights of any third parties. Each Company does not hold any of its issued and outstanding shares of capital stock in
its treasury, and there are not, outstanding (i) any options, warrants, rights of first refusal or other rights to purchase from either Company or any of the Shareholders any
capital stock of either Company, (ii) any securities convertible into or exchangeable for shares of such stock or (iii) any
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other commitments of any kind for the issuance of additional shares of capital stock or options, warrants or other securities of either Company (such options, warrants,
rights of first refusal or other rights, convertible securities, exchangeable securities or other commitments are referred to herein collectively as “Equity Securities”). There
is no contract, right or option outstanding to require either Company to redeem, purchase or otherwise reacquire any Equity Securities of either Company, and there are no
preemptive rights with respect to any Equity Securities of either Company.

4.04 Subsidiaries. Neither Company has any Subsidiaries and neither Company have ever had any Subsidiaries.

4.05 Governmental Authorization. The execution, delivery and performance by each Company of this Agreement and any Ancillary Agreement to which it is a party, the
performance of its obligations hereunder and thereunder and the consummation of the Subject Transactions in accordance with the terms hereof require no action by, consent or
approval of, or filing with, any Governmental Authority other than the actions, consents, approvals or filings, if any, set forth on Schedule 4.05 hereto. To the Knowledge of the
Companies, there are no facts relating to the identity or circumstances of the Companies that would prevent or materially delay obtaining any of the Required Consents.

4.06 Non-Contravention. Except as set forth on Schedule 4.06, the execution, delivery and performance by each Company of this Agreement and any Ancillary
Agreement to which it is a party, the performance of its obligations hereunder and thereunder and the consummation of the Subject Transactions in accordance with the terms
hereof do not and will not (a) contravene or conflict with the certificate of incorporation or Bylaws of each such Company; (b) contravene or conflict with or constitute a
material violation of any provision of any Applicable Law binding upon or applicable to each such Company, the Business or the Shares; (c) result in the creation or imposition
of any Lien on any of the assets of each such Company; or (d) conflict with, result in the termination of any provision of, constitute a default under, accelerate or increase any
obligations under, result in the creation of any Share Encumbrances upon any of the Shares or any Encumbrances upon any of the assets of each such Company pursuant to, or
otherwise adversely affect, any order, judgment, decree, statute, deed of trust, indenture or other agreement or instrument or any other restriction of any kind or character to
which each such Company or any Shareholder is a party or by which the Shares, each such Company or any of its assets are bound or by which any Shareholder is bound.

4.07 Financial Statements; Undisclosed Liabilities.
(a) Attached hereto as Exhibit C are true and complete copies of the statement of assets, liabilities and stockholders’ equity- income tax basis, and related statements

of revenues and expenses and retained earnings, and cash flows – all on the income tax basis, for each Company for the fiscal years ended December 31, 2003, 2004 and
2005 (the “Annual Statements”), and the balance sheets and related statements of assets, liabilities and stockholders’ equity - income tax basis, and related statements of
revenues and expenses and retained earnings, and cash flows – all on the income tax basis for each Company for the five (5) months ended May 31, 2006 (collectively, the
“Interim Statements” and, together with the Annual Statements, the “Financial Statements”). The December 31, 2005 Annual Statements are referred to herein as the
“2005 Statements” and the December 31, 2005 statement of assets, liabilities and stockholders’ equity – income tax basis is referred to herein as the “2005 Balance
Sheet.”

(b) Each of the Financial Statements (i) has been prepared based on the books and records of each Company and each such Company’s normal accounting practices,
consistent with past practice and with each other, and present fairly the financial condition, results of operations and cash flow of each such Company as of the dates
indicated or the periods indicated; and (ii) has been prepared in accordance with the income tax basis of accounting, applied consistently throughout and among the period
covered thereby; provided, however, that the Interim Statements are subject to normal year-end adjustments, and do not contain all footnotes required by the income tax
basis of accounting.
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(c) Except as set forth on Schedule 4.07(c), neither Company has any Liability of a type that would be required under GAAP to be disclosed on a balance sheet or
in the footnotes thereto, except for (i) Liabilities reflected or reserved against in the applicable 2005 Balance Sheet and (ii) Liabilities incurred in the ordinary course of
business of each such Company since the date of the 2005 Balance Sheet.

(d) Schedule 4.07(d) reflects all of the Closing Date Debt of each Company that will be outstanding as of the Closing Date.

4.08 Absence of Certain Changes. Except as set forth on Schedule 4.08 or as otherwise disclosed in this Agreement, since January 1, 2006, the Business has been
conducted in the ordinary course, and there has not been:

(a) any event, occurrence, state of circumstances or facts or change in either Company or in the Business that has had or that may be reasonably expected to have,
either alone or together, a Material Adverse Effect;

(b) any incurrence, assumption or guarantee of any indebtedness for borrowed money by either Company in connection with the Business or otherwise;
(c) any (i) payments by either Company in respect of Debt of such Company or in satisfaction of any Liabilities of such Company related to the Business, other than

in the ordinary course of business consistent with past practice or (ii) creation, assumption or sufferance of the existence of (whether by action or omission) any Lien on any
assets reflected on the applicable 2005 Balance Sheet, other than Permitted Liens;

(d) any (i) commitment made, or any Contract entered into, by either Company, including any capital expenditures or commitments for additions to property, plant,
equipment or intangible capital assets which exceed Seventy-Five Thousand Dollars ($75,000) individually or Five Hundred Thousand Dollars ($500,000) in the
aggregate, (ii) waiver, amendment, termination or cancellation of any material Contract by either Company or (iii) any relinquishment of any material rights thereunder by
either Company or of any other right or debt owed to either Company, other than, in each such case, actions taken in the ordinary course of business consistent with past
practice;

(e) any material change in any compensation arrangement or agreement or the entering into of any compensation arrangement or agreement with any director,
officer, stockholder or employee of either Company;

(f) any change by either Company in its accounting principles, methods or practices or in the manner it keeps its books and records or any change by either
Company of its current practices with regards to sales, receivables, payables or accrued expenses;

(g) any sale, assignment, transfer, lease or other disposition of or agreement to sell, assign, transfer, lease or otherwise dispose of any asset or property other than in
the ordinary course of business consistent with past practices;

(h) any loan to or guarantee or assumption of any loan or obligation on behalf of any director, officer, stockholder or employee of either Company except travel
advances occurring in the ordinary course of business consistent with past practices; or

(i) any distribution, dividend, bonus or other payment (other than payments of base salary to either Company’s employees in the ordinary course of business,
consistent with past practices and distributions to the Shareholders to pay for Taxes made consistent with past practices) by such Company to any officer, director,
stockholder or Affiliate of such Company.
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4.09 Properties; Material Leases; Tangible Assets.
(a) Each Company has a good and valid title to or, in the case of leased properties or properties held under license, a good and valid leasehold or license interest in,

all of the tangible properties and assets reflected as being owned by such Company on the applicable 2005 Balance Sheet, and collectively the Companies have good and
valid title to or, in the case of leased properties or properties held under license, good and valid leasehold or license interest in, all of the tangible properties and assets used
in the Business except for such assets as have been sold, transferred or otherwise disposed of in the ordinary course of business consistent with past practice since
January 1, 2006. Except as disclosed in Schedule 4.09(a) , each Company holds title to each such property and asset free and clear of all Liens, adverse claims, or any other
rights of others or other adverse interests of any kind (collectively, “Encumbrances”), except Permitted Liens.

(b) All tangible properties and assets reflected on the 2005 Balance Sheet or used in the Business that have an estimated fair market value in excess of $15,000 are
in all material respects in reasonably serviceable operating condition and repair and the tangible properties and the assets reflected on the 2005 Balance Sheet and the
Assets are adequate for the conduct of the Business in substantially the same manner as the Business has heretofore been conducted.

(c) Neither Company owns or has owned any real property (“Owned Real Property”).
(d) Schedule 4.09(d) contains a complete and correct list of all leases of real property, occupancy agreements or similar agreements (the “Real Property Leases”)

under which either Company is a lessee, sub-lessee, tenant, licensee or assignee of any real property owned by any third Person (the “Leased Real Property” and
collectively with the Owned Real Property, the “Real Property”). The Companies haves delivered to the Buyer true, correct and complete copies of each Real Property
Lease. Except as set forth on Schedule 4.09(d), with respect to the Real Property Leases, (i) there exist no material defaults under the Real Property Leases by either
Company and neither Company has received written notice of any such defaults; and (ii) to the Knowledge of the Companies, there exists no default by any third party
thereunder. Except as set forth on Schedule 4.09(d), each Real Property Lease is a legal, valid and binding obligation of the Company party thereto, and, to the Knowledge
of the Companies, each other party thereto, enforceable against each such other party thereto in accordance with its terms, except as may be limited by applicable
bankruptcy, insolvency, reorganization, moratorium or similar laws affecting creditors’ rights generally and subject to general principles of equity. Except as set forth on
Schedule 4.09(d) hereto, the consummation of the Subject Transactions will not result in any default, penalty, right to terminate, increase in the amounts payable under or
modification to any Real Property Lease. To the Knowledge of the Companies, the Companies collectively hold good and valid leasehold estates in the Leased Real
Property that is necessary for the conduct of business of the Companies as currently conducted, free and clear of all Encumbrances.

(e) Except as set forth on Schedule 4.09(e), (i) none of the Real Property is subject to any right or option granted by either Company in favor of any Person to
purchase or otherwise obtain title to such property, (ii) there is no pending or, to the Knowledge of the Companies, threatened condemnation (or similar proceedings) of any
part of the Owned Real Property or the Leased Real Property, (iii) neither Company has assigned its interest under any Real Property Lease to any third party, (iv) no
option has been exercised under any Real Property Lease, except options the exercise of which have been evidenced by a written document set forth on Schedule 4.09(d),
(v) neither Company has received written notice within the last three (3) years asserting that the utilities, access or parking for any parcel of Real Property are inadequate
for the current use and operation of such parcel, nor do the Companies have any Knowledge of any fact or condition which could reasonably be expected to result in such
utilities, access or parking for any parcel of Real Property becoming inadequate for the current use and operation of such parcel, which inadequacy, individually or in the
aggregate, would have a Material Adverse Effect, (vi) to the Knowledge of the Companies, there are no zoning, building code, occupancy restriction or other land-use
regulation proceedings or any proposed change in any Applicable Laws that could, individually or in the aggregate, result in a
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Material Adverse Effect, nor has either Company received any written notice of any special assessment proceedings affecting any Real Property, or applied for any change
to the zoning or land use status of any Real Property, (viii) the Companies have no Knowledge that the landlord named on any of the Real Property Leases set forth on
Schedule 4.09(d) hereto does not have good and valid fee simple title in each such parcel of real property subject to any applicable Real Property Lease or that such title is
subject to any exceptions that materially affect the current use or operation thereof or that such title is subject to any monetary encumbrances, except where the
encumbrance has granted non-disturbance protection to the lessee under the applicable Real Property Lease and (ix) the Companies have no Knowledge that there are any
material defects, structural or otherwise, with respect to any of the Real Property (or any improvements located thereon), which could reasonably be anticipated to have a
material adverse impact on the value of the Real Property.

4.10 Affiliated Transactions; Indemnification Agreement; Other Activities.
(a) Except as set forth on Schedule 4.10(a), to the Knowledge of the Companies, no Related Party of either Company, either currently or at any time since

January 1, 2003: (i) has or has had any interest in any property (real or personal, tangible or intangible) that either Company uses or has used in or pertaining to the
business of the Companies; or (ii) has or has had any business dealings or a financial interest in any transaction with either Company or involving any assets or property of
either Company, other than business dealings or transactions conducted in the ordinary course of business at prevailing market prices and on prevailing market terms. For
purposes of this Agreement, the term “Related Party” shall mean as of any time: an executive officer or director, 10% stockholder (including any executive officers or
directors thereof) or Affiliate of either Company at such time, any present or former known spouse of any such executive officer, director or Affiliate of either Company or
any trust or other similar entity for the benefit of any of the foregoing Persons.

(b) Schedule 4.10(b) sets forth a true and correct list of all contracts, agreements or arrangements between either Company, on the one hand, and any of their
respective officers, directors, employees or agents or any Shareholder, on the other hand, pursuant to which either Company has agreed to indemnify or hold harmless any
of such Persons.

(c) Except as set forth in Schedule 4.10(c), none of the Shareholders nor any of their respective Affiliates, or any officer or director of any such Shareholder or any
Affiliate of such Shareholder, nor either Company owns, directly or indirectly, any interest or has any investment or profit participation in a corporation or other entity
which is a competitor of or which otherwise, directly or indirectly, does business with either Company, except ownership of up to (but not more than) five percent (5%) of
any class of the securities of any Person (but may not otherwise participate in the activities of such Person) if such securities are listed on any national or regional securities
exchange or have been registered under Section 12(g) of the Securities Exchange Act of 1934, as amended, is permitted.

4.11 Litigation. Except as disclosed on Schedule 4.11, (i) there are no actions, suits, claims, hearings, arbitrations, proceedings (public or private) or governmental
investigations that have been brought by or against any Governmental Authority or any other Person (collectively, “Proceedings”) pending or, to the Knowledge of the
Companies, threatened, against or by either Company, any Affiliate of either Company, the Business or the Shares or which seeks to enjoin or rescind the Subject Transactions
or that would be reasonably likely to have a Material Adverse Effect; and (ii) there are no existing orders, judgments or decrees of any Governmental Authority naming either
Company or any Shareholder as an affected party or otherwise affecting the Business or the Shares nor, to the Knowledge of the Companies, has any such order, judgment or
decree been threatened.

4.12 Material Contracts.
(a) Schedule 4.12(a) sets forth a complete and correct list of all contracts to which either Company is a party or by which either Company or any of its properties or

assets or the Shares
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are bound (collectively with the Employment Agreements (as defined in Section 4.15(a), the “Scheduled Contracts”), and which:
(i) require or permit the other party thereto to require the payment or incurrence of Liabilities by either Company subsequent to the date of this Agreement of

more than $75,000 individually;
(ii) relate to, are evidences of, or guarantees of, or provide security for, Debt (whether incurred, assumed, guaranteed or secured by any asset);
(iii) are a license, sale, distribution, sales representative, commission, marketing, agent, franchise, technical assistance or similar agreement relating to or

providing for the marketing and/or sale of products or services to which either Company is a party or by which either of them are otherwise bound, except any
contract, agreement or understanding that is terminable by either Company upon 120 days’ notice or less without the payment of any material penalty or material
termination fee;

(iv) are partnership, joint venture, teaming arrangements or similar contracts, arrangements or agreements entered into by either Company that are currently
in effect;

(v) are agreements, arrangements, contracts or obligations of either Company restricting the ability of either Company to compete with the Business;
(vi) are licenses or other agreements relating to the use of any material Company Intellectual Property, except any of the foregoing related to the use of

computer software not specially designed for either Company;
(vii) are forms of all warranty agreements or product guarantees currently in effect with respect to products sold or services rendered by either Company;
(viii) are leases providing for annual rentals of personal property of more than $75,000, except for any lease that is terminable by either Company upon 120

days’ notice or less without the payment of any material penalty or material termination fee;
(ix) evidence arrangements for the purchase of materials, supplies, goods, services, equipment or other assets and provide for aggregate payments by either

Company of $75,000 or more, except for any arrangement that is terminable by either Company upon 120 days’ notice or less without the payment of any material
penalty or material termination fee and any purchase orders for goods and services entered into in the ordinary course of business;

(x) are employment contracts, agreements or understandings with an annual Liability to either Company in excess of $75,000 or any indemnification
agreement or any other agreement, policy or plan relating to the terms and conditions of employment, compensation, benefits, retention, severance, severance pay,
termination, termination pay or any other employment obligation with respect to any employees; or

(xi) material to the operation of the Business or are not otherwise covered by clauses (i) through (x) above, but the premature termination of which could
reasonably be expected to result in a Material Adverse Effect.
(b) The Companies have delivered or made available to the Buyer copies of all written Contracts listed on Schedule 4.12(a). Neither of the Companies nor, to the

Knowledge of the Companies, any other party thereto, is in breach thereof or default thereunder, or has given written notice of breach or default to any other party
thereunder, except for such breaches or defaults as would not, individually or in the aggregate, have a Material Adverse Effect. Each such Contract is in full force and
effect and
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constitutes a legal, valid and binding obligation of the Company party thereto (and, to the Knowledge of the Companies, each other party thereto), subject to bankruptcy,
insolvency, fraudulent transfer, reorganization, moratorium and similar laws of general applicability relating to or affecting creditors’ rights and to general equity
principles. Except as would not, individually or in the aggregate, have a Material Adverse Effect, neither Company has received any written notice, whether written or oral,
of termination or intention to terminate from any other party to any such Contract. Except to the extent that any Required Contractual Consents are not obtained, the
consummation of the Subject Transactions will not result in any Contract failing to continue in full force and effect after the consummation of the Subject Transactions
without material penalty or other material adverse consequence.

4.13 Permits; Required Consents.
(a) Schedule 4.13(a) sets forth all material approvals, authorizations, certificates, consents, licenses, orders and permits and other similar authorizations of all

Governmental Authorities (and all other Persons) necessary for the operation of the Business in substantially the same manner as currently operated or affecting or relating
in any way to the Business (the “Permits”). Except as set forth in Schedule 4.13(a), each Permit is valid and in full force and effect in all material respects, and none of the
Permits will be terminated or become terminable or impaired in any material respect as a direct result of the Subject Transactions. Each Company is in compliance in all
material respects with all terms required for the continued effectiveness of each such Permits, and there is no pending or, to the Knowledge of the Companies, threatened,
revocation or involuntary non-renewal of any such Permit.

(b) Schedule 4.13(b) lists each governmental or other registration, filing, application, notice, transfer, consent, approval, order, qualification and waiver Known to
the Companies to be required under Applicable Law to be obtained by either Company or the Shareholders by virtue of the execution and delivery of this Agreement, any
Ancillary Agreement or the consummation of the Subject Transactions to avoid the loss of any material Permit or otherwise (each, a “Required Governmental
Approval” and collectively with the Required Contractual Consents, the “Required Consents”).

(c) All Required Governmental Approvals and Required Contractual Consents have been obtained without condition and are in full force and in effect. No
Proceedings have been instituted or threatened by any Governmental Authority with respect to any Required Governmental Approval as to which there is a material risk of
a determination that would terminate the effectiveness of, or otherwise materially and adversely modify the terms of, any such Required Governmental Approval. All
conditions and requirements prescribed by Applicable Law, any Required Contractual Consent or any Required Governmental Approval to be satisfied on or prior to the
Closing Date have been satisfied to the extent necessary such that all such Required Contractual Consents and Required Governmental Approvals are, and will remain, in
full force and effect assuming continued compliance with the terms thereof after the Closing.

4.14 Compliance with Applicable Laws. Except as set forth in Schedule 4.14, neither Company has violated or infringed, or is in violation or infringement of, any
Applicable Law or any order, writ, injunction or decree of any Governmental Authority. Except as set forth on Schedule 4.14, (i) neither Company has received any outstanding
or uncured written notice alleging any violation of any such Applicable Law or directing either Company to take any remedial action with respect to any such Applicable Law
and (ii) to the Knowledge of the Companies, there are no facts, events or conditions that may constitute potential defaults or violations of any Applicable Law.

4.15 Employment Agreements; Change in Control; and Employee Benefits.
(a) Schedule 4.15(a) sets forth a complete and accurate list of all “employee benefit plans” (as defined in Section 3(3) of ERISA), whether or not subject to ERISA,

and all other employment, bonus, stock option, stock purchase or other equity-based, benefit, incentive compensation, profit sharing, savings, retirement (including early
retirement and supplemental retirement), disability, insurance, vacation, incentive,
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deferred compensation, supplemental retirement (including termination indemnities and seniority payments), severance, termination, retention, change of control and other
similar fringe, welfare or other employee benefit plans, programs, agreement, contracts, policies or arrangements (whether or not in writing) maintained or contributed to
for the benefit of or relating to any current or former employee or director of either Company or any other trade or business (whether or not incorporated) which would be
treated as a single employer with either Company under Section 414 of the Code (an “ERISA Affiliate”), or with respect to which either Company has any liability
(together the “Employee Plans”). With respect to each Employee Plan (as applicable), the Companies have made available to the Buyer complete and accurate copies of
(i) the most recent two years’ annual reports on Form 5500, including all schedules thereto; (ii) the most recent determination letter from the IRS for any Employee Plan
that is intended to qualify under Section 401(a) of the Code; (iii) the plan documents and summary plan descriptions, or a written description of the terms of any Employee
Plan that is not in writing; (iv) any related trust agreements, insurance contracts, insurance policies or other documents of any funding arrangements; and (v) any written
notices to or from the IRS or any office or representative of the Department of Labor or any similar Governmental Authority relating to any compliance issues in respect of
any such Employee Plan. No Employee Plan is (i) a “defined benefit plan” (as defined in Section 414 of the Code), (ii) a “multiemployer plan” (as defined in Section 3(37)
of ERISA), (iii) a “multiple employer plan” (as defined in Section 4063 or 4064 of ERISA) (in each case under clause (i), (ii) or (iii) whether or not subject to ERISA) or
(iv) subject to Section 302 of ERISA, Section 412 of the Code or Title IV of ERISA.

(b) Except as set forth on Schedule 4.15(b), each Employee Plan has been maintained, operated and administered in compliance with its terms and with all
applicable laws. All contributions, premiums and other payments required to be made with respect to any Employee Plan have been timely made or accrued for under
applicable law and the terms of such Plan.

(c) No Employee Plan that is a non-qualified deferred compensation plan or arrangement subject to Section 409A of the Code has been materially modified (as
defined under Section 409A of the Code) since October 3, 2004 and all such non-qualified deferred compensation plans or arrangements have been operated and
administered in good faith compliance with Section 409A of the Code from the period beginning January 1, 2005 through the date hereof.

(d) There are no legal proceedings pending or, to the Knowledge of the Companies, threatened on behalf of or against any Employee Plan, the assets of any trust
under any Employee Plan, or the plan sponsor, plan administrator or any fiduciary of any Employee Plan. To the Knowledge of the Shareholders, no event has occurred
and there currently exists no condition or set of circumstances in connection with which either Company could be subject to any liability (other than routine claims for
benefits) under the terms of any Employee Plan, ERISA, the Code or any other applicable law.

(e) No fiduciary or party in interest of any Employee Plan has participated in, engaged in or been a party to any transaction that is prohibited under Section 4975 of
the Code or Section 406 of ERISA and not exempt under Section 4975 of the Code or Section 408 of ERISA, respectively. With respect to any Employee Plan, (i) neither
Company nor any of their ERISA Affiliates has had asserted against it any claim for Taxes under Chapter 43 of Subtitle D of the Code and Section 5000 of the Code, or for
penalties under ERISA Section 502(c), 502(i) or 502 (l), nor, to the Knowledge of the Companies, is there a basis for any such claim, and (ii) no officer, director or
employee of either Company has committed a breach of any fiduciary responsibility or obligation imposed by Title I of ERISA.

(f) No Employee Plan that is a “welfare benefit plan” within the meaning of Section 3(1) of ERISA provides benefits to former employees of either Company or
their ERISA Affiliates, other than pursuant to Section 4980B of the Code or any similar state Law. Each Company and their ERISA Affiliates have complied in all
material respects with the provisions of Part 6 of Title I of ERISA and Sections 4980B, 9801, 9802, 9811 and 9812 of the Code.

(g) Each Employee Plan intended to be qualified under Section 401(a) of the Code, and each trust intended to be exempt under Section 501(a) of the Code, has been
determined to be so qualified or
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exempt by the IRS, and since the date of each most recent determination, there has been no event, condition or circumstance that has adversely affected or is reasonably
likely to adversely affect such qualified status.

(h) Neither the execution or delivery of this Agreement nor the consummation of the Subject Transactions will, either alone or in conjunction with any other event,
(i) result in any payment or benefit becoming due or payable, or required to be provided, to any director, employee or independent contractor of either Company,
(ii) increase the amount or value of any benefit or compensation otherwise payable or required to be provided to any such director, employee or independent contractor,
(iii) result in the acceleration of the time of payment, vesting or funding of any such benefit or compensation or (iv) result in any “excess parachute payment” within the
meaning of Section 280G of the Code. Each Company has taken all necessary steps to ensure that the receipt of any compensation, benefit or amounts that may be deemed
to result in an “excess parachute payment” (within the meaning of Section 280G(b) of the Code) to each person who is a “disqualified individual” with respect to each such
Company, within the meaning of Section 280G(c) of the Code, has been approved by stockholders in accordance with Section 280G(b)(5)(A)(ii) of the Code, or that such
approval is not required because of the exemption under Section 280G(b)(5)(A)(i) of the Code.

(i) In accordance with Applicable Law, each Employee Plan can be amended or terminated at any time, without consent from any other party and without liability
other than for benefits accrued as of the date of such amendment or termination (other than charges incurred as a result of such termination).

4.16 Labor and Employment Matters.
(a) Except as set forth on Schedule 4.16(a), no collective bargaining agreement exists that is binding on either Company and, except as described on Schedule

4.16(a), no petition has been filed or proceedings instituted by an employee or group of employees with any labor relations board seeking recognition of a bargaining
representative. Schedule 4.16(a) describes any organizational effort that, to the Knowledge of the Companies, is currently being made or threatened or has been made since
January 1, 2003 by or on behalf of any labor union to organize any employees of either Company.

(b) Except as set forth on Schedule 4.16(b), (i) there is no labor strike, slow down or stoppage pending or, to the Knowledge of the Companies, threatened, against
or directly affecting either Company, (ii) no grievance or arbitration proceeding arising out of or under any collective bargaining agreement is pending, and, to the
Knowledge of the Companies, no claims therefor exist, and (iii) neither Company nor any of their Affiliates has received any written notice or has any Knowledge of any
threatened labor or employment dispute, controversy or grievance or any other unfair labor practice proceeding or breach of contract claim or action with respect to claims
of, or obligations to, any employee or group of employees of either Company.

4.17 Intellectual Property.
(a) “Company Intellectual Property” means all United States and foreign patents (including without limitation, continuations, continuations-in-part, reissues and

extensions thereof), applications for patent (including without limitation divisional thereof), copyrights (including without limitation all renewals and extensions thereof),
registrations and applications for registration of copyright, registered and unregistered designs, Trademarks, registrations and applications for registration of Trademarks,
Trade Secrets, works of authorship, inventions, software, domain names and all other intellectual property or similar rights or materials that are owned or used by or
licensed to one or both of Consulting or Limited or any Affiliate thereof including, but not limited to, either Shareholder, or that relate to the business of one or both of
Consulting or Limited or any Affiliate thereof, including the Business; provided, however, that “Company Intellectual Property” does not include intellectual property or
similar rights or materials that are owned by either or both of the Shareholders and that otherwise (i) are not licensed to either Consulting or Limited or any Affiliate
thereof and (ii) are not used or held for use in, and do not otherwise relate to, the Business.
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(b) “Owned Intellectual Property” means all Company Intellectual Property that is owned by one or both of Consulting or Limited or either of the Shareholders
and used in the Business; provided, however, that “Owned Intellectual Property” does not include those portions of the rights in certain works of authorship that are owned
by co-authors of the Shareholders and specified in Schedule 4.17(e). The “Assets” means all Company Intellectual Property that is owned (in whole or in part) by one or
both of the Shareholders or in which one or both of the Shareholders have any rights including without limitation all Company Intellectual Property that is licensed by one
or both Shareholders, from a third party, together with any right to receive royalties, fees or other payment in respect of any use or exploitation thereof.

(c) “Trade Secrets” means all trade secrets, know-how, and other confidential or proprietary information or materials, including, without limitation, designs,
concepts, drawings, ideas, specifications, techniques, discoveries, models, data, source code, object code, documentation, diagrams, flow charts, research, development,
processes, procedures, new product or new technology information, marketing techniques and materials, marketing plans, timetables, strategies and development plans
(including prospective trade names or trademarks), customer names and other information related to customers, employee information, pricing policies, and financial
information, in each case that derives economic value (actual or potential) from not being generally known to other Persons who can obtain economic value from its
disclosure or use.

(d) “Trademarks” means trademarks, trade names, service marks, logos, brands, and other designations of source, origin, endorsement, certification or
sponsorship.

(e) Schedule 4.17(e) sets forth a complete and correct list of all patents, applications for patents, material unregistered Trademarks, Trademark registrations,
applications for any such registrations, registered copyrights, applications for any such registrations, and material unregistered copyrights that are included in the Owned
Intellectual Property. Except for the right, title and interest owned by the Shareholders’ co-authors to certain Owned Intellectual Property as specified in Schedule 4.17(e),
the Companies and the Shareholders own all right, title and interest in and to the Company Intellectual Property designated as “Owned Intellectual Property” on such
Schedule and all other material Company Intellectual Property other than Company Intellectual Property licensed to either Company under an Intellectual Property
Agreement free and clear of any claims, liens or encumbrances, and neither Company nor either Shareholder nor any Affiliate thereof has received any notice or claim
asserting that any third party holds title or that exist any claims, liens or encumbrances with respect to a Company’s or Shareholder’s title to the Company Intellectual
Property, except for any oral claim that could not reasonably be expected to result in the assertion of a material claim with respect to the Company Intellectual Property and
the claims of the Shareholders’ co-authors to certain Owned Intellectual Property as specified in Schedule 4.17(e). The Companies have the perpetual, irrevocable right to
use and otherwise exploit all of the Company Intellectual Property to conduct the Business as it has been conducted, as it is now being conducted, and as it is reasonably
anticipated to be conducted, free and clear of any right, claim or encumbrance of any third party (subject, in the case of Company Intellectual Property that is licensed to
either Company, to termination or expiration of licenses thereof in accordance with the terms of the applicable license agreement including, without limitation, those
agreements among Limited, the Shareholders and co-authors of the Shareholders set forth in Schedule 4.17(e)). Without limiting the generality of the foregoing, no
Company Intellectual Property is subject to any outstanding order, judgment, decree or stipulation restricting the use or other exploitation thereof. The Company
Intellectual Property is sufficient for the conduct of the Business as it is currently conducted and as it is currently anticipated to be conducted. All employees, contractors
and others involved in the development or creation of any material Company Intellectual Property have executed valid and enforceable written agreements assigning all
rights in such Company Intellectual Property to one or both of the Companies or to the Shareholders.

(f) All of the Owned Intellectual Property is valid and enforceable; there exist no facts or circumstances that could reasonably be expected to render any of the
Owned Intellectual Property invalid or unenforceable; to the Company’s and Shareholders’ best Knowledge, except as specified in Schedule 4.17(f), no third party has
made any assertion, claim or allegation that any of the Owned Intellectual Property is invalid or unenforceable or contesting the ownership thereof and of all rights therein;
and no action or
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omission of either Company or either Shareholder or any Affiliate or any of their respective predecessors-in-interest with respect to any of the Owned Intellectual Property
(including, without limitation, any failure to use and enforce any Owned Intellectual Property appropriately or any misuse thereof) could reasonably support any such
assertion, claim or allegation. Neither Company nor the Shareholders nor any Affiliate nor any of their respective predecessors-in-interest with respect to any of the Owned
Intellectual Property has failed to file on a timely basis any documents with or pay any fee to any Governmental Authority (including the United States Patent and
Trademark Office and the United States Copyright Office) necessary to maintain or protect the Owned Intellectual Property.

(g) Schedule 4.17(g) describes all currently effective agreements pursuant to which either Company or either Shareholder or any Affiliate thereof (i) granted or
received any right, claim or interest relating to any Company Intellectual Property (other than agreements pursuant to which either Company is the licensee of off-the-
shelf, commercially available software for use on personal computers that has been licensed for an aggregate license fee that does not and will not exceed Five Thousand
Dollars ($5,000) (“OTS Software”)) or (ii) provided or received (or agreed to provide or receive) services relating to any Company Intellectual Property other than
standard maintenance and support arrangements relating to OTS Software licensed to either Company (collectively, the “Intellectual Property Agreements”). All of the
Intellectual Property Agreements are valid and enforceable in accordance with their terms; no rights or obligations under any of the Intellectual Property Agreements shall
be affected by the transactions contemplated hereunder; none of the transactions contemplated hereunder shall give rise to any breach of or otherwise conflict with any
Intellectual Property Agreement; except as specified in Schedule 4.17(g), all of the Intellectual Property Agreements to which either Shareholder is a party (a
“Shareholder Intellectual Property Agreement”) may be assigned by such Shareholder in connection with and as contemplated under this Agreement; and no third party
has made any claims, assertions or allegations that any Intellectual Property Agreement is not valid and enforceable in accordance with its terms, that any rights or
obligations thereunder would or might be affected by the transactions contemplated hereunder, that the transactions contemplated hereunder shall give rise to any breach of
or otherwise conflict with any Intellectual Property Agreement, or, except as specified in Schedule 4.17(g), that any of the Shareholder Intellectual Property Agreements
may not be assigned in connection with and as contemplated under this Agreement. Neither Company nor either Shareholder has at any time committed any, and is not
currently in, material breach or violation of any Intellectual Property Agreement and, to the Companies’ and the Shareholders’ Knowledge, no other party to any
Intellectual Property Agreement has at any time committed any, or is currently in, breach or violation thereof. There are no disputes, allegations or claims made or, to the
Companies’ and the Shareholders’ Knowledge, threatened with respect to any of the Intellectual Property Agreements. None of the software products sold or distributed by
either Company incorporates or is shipped with any software that is licensed under any “open source” agreement (as that term is defined by the Open Source Initiative) or
other agreement that includes any provisions that would require either Company to distribute or make reasonably available source code for such software or derivative
works based on such software as a condition to the distribution of object code copies thereof or that require that licensees of such software be provided the right to modify
such software and further distribute such software and modifications. Neither Company nor any Affiliate nor either Shareholder has received written notice or has any
Knowledge that any party to any Intellectual Property Agreement intends to cancel, terminate or refuse to renew such Intellectual Property Agreement or to exercise or
decline to exercise any option or right thereunder.

(h) Each Company and the Shareholders have each taken all reasonable steps to protect the confidentiality of information that constituted or constitutes a Trade
Secret of such Company or such Shareholder. Without limiting the generality of the foregoing, except as provided in Schedule 4.17(h), no source code for any software
owned, distributed or otherwise marketed by either Company or the Shareholders or used by either Company to provide products or services to its customers has been
disclosed to any third party or placed in any escrow or similar arrangement. Schedule 4.17(h) sets forth all known bugs or errors with respect to any such software (other
than routine bugs and errors that will be timely corrected in the ordinary course of either Company’s maintenance and support activities without breach of any warranty or
support obligation of such Company), including any failure of any such software substantially to conform to any specifications or documentation therefor. No software
owned, distributed or otherwise marketed by either Company includes any viruses, Trojan Horses, worms or other malicious code or any disabling code or device

 
19



and, to the Companies’ and the Shareholders’ Knowledge, based on the regular use of current versions (and updates thereto) of commercially available software designed
to detect viruses, Trojan Horses, worms, malicious code, or disabling code or devices no software used by either Company includes any viruses, Trojan Horses, worms or
other malicious code or disabling code or device.

(i) To the Companies’ and the Shareholders’ Knowledge, no third party has infringed, violated or misappropriated or is currently infringing, violating or
misappropriating any of the Owned Intellectual Property. Neither Company nor the Business of the Companies nor any of the Companies’ products or services has
infringed, violated or misappropriated or is currently infringing, violating or misappropriating any copyright, patent, Trademark, Trade Secret, right of privacy, right of
publicity or other proprietary right of any third party. No third party has filed any action or made any claim, threat, offer of license, or other communication alleging any
such infringement. Further, neither Company has agreed to indemnify any third party against claims of infringement or misappropriation except pursuant to the Intellectual
Property Agreements disclosed hereunder. No (i) product, technology, service or publication of the Company, (ii) material published or distributed by the Company or
(iii) conduct or statement of the Company, in each case, defames any person, constitutes false advertising or otherwise violates any law or regulation in any material
respect.

(j) All products marketed by either Company or any Affiliate include all patent, trademark and copyright notices required by federal law.
(k) Except as set forth in Schedule 4.17(k), all assignments to or purchases by either Company, either Shareholder or any Affiliate of any registered copyright,

patent or registered Trademark and all exclusive licenses to either Company or either Shareholder or any Affiliate under any registered copyright or registered Trademark
have been duly and validly recorded by recordation with the Unites States Patent and Trademark Office, United States Copyright Office, or the corresponding foreign
agency or entity, as appropriate, and all registered copyrights relating to any such recordation have been duly and validly registered, such that no purported subsequent
transferee or exclusive licensee of the assignor or the licensor of such registered copyright, patent or registered Trademark (other than a transferee receiving rights from
either Company or its Affiliates or their respective successors-in-interest) would have any rights therein.

(l) No Trademark registration or application for registration of Trademark included in the Owned Intellectual Property has been or is now involved in any
opposition or cancellation proceeding in the United States or any corresponding foreign proceeding and, to the best knowledge of the Companies and the Shareholders, no
such proceeding is or has been threatened with respect to any of such Trademark registration or application. There are no patents or patent applications included in the
Owned Intellectual Property.

(m) A privacy statement (the “Privacy Statement”) regarding the collection, retention, use and distribution of the personal information of individuals, including,
without limitation, from visitors to any website of either Company is posted and is accessible to individuals at all times on each such website. Schedule 4.17(m) sets forth
all versions of the Privacy Statement and the dates during which such versions were posted on such website. Except as set forth on Schedule 4.17(m), such Privacy
Statement is materially accurate and consistent with the Companies’ actual practices with respect to the security, collection, retention, use and disclosure of individuals’
personal information. Each Company complies with the Privacy Statements as applicable to any given set of personal information collected from individuals in all material
respects. Each Company has technological and procedural measures in place to protect personal information collected from individuals against loss, theft and unauthorized
access or disclosure and there have been no security breaches or instances of compromised personal information collected from individuals. Neither Company knowingly
collects information from or targets children under the age of thirteen. Neither Company sells, rents or otherwise makes available to third parties any personal information
submitted by individuals. Other than as constrained by the Privacy Statement and by applicable laws and regulations, neither Company is restricted in its use and/or
distribution of personal information collected thereby.
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(n) No funding, facilities or resources of any Governmental Authority or university or other third party was used in the development or creation of any Company
Intellectual Property that is owned, in whole or in party, by either Company or other Shareholder. No current or former director, officer, employee, consultant or contractor
of either Company who was involved in, or who contributed to, the creation or development of any Company Intellectual Property has performed services for any
Governmental Authority, university, college or other educational institution or research center during a period of time during which such director, officer, employee,
consultant or contractor was also performing services for either Company.

(o) The books and records of the Companies and any other embodiments and documentation of the Company Intellectual Property are accurate and are sufficient to
enable the Companies to fully exercise and exploit the Company Intellectual Property.

(p) The Companies’ technology systems and infrastructure, including without limitation middleware, servers, workstations, routers, and all other information
technology software or equipment used by or for either Company, are adequate for the conduct of the respective businesses of each Company as currently conducted and
contemplated to be conducted.

4.18 Advisory Fees. Except as set forth on Schedule 4.18, there is no investment banker, broker, finder or other intermediary or advisor that has been retained by or is
authorized to act on behalf of either Company or any Shareholder who is entitled to any fee, commission or reimbursement of expenses from either Company or the Buyer or
any of their respective Affiliates upon consummation of the Subject Transactions or otherwise.

4.19 Environmental Compliance.
(a) Except as disclosed in Schedule 4.19(a), each Company has obtained all approvals, authorizations, certificates, consents, licenses and permits or other similar

authorizations of all Governmental Authorities, or from any other Person, that are required under any Environmental Law. Schedule 4.19(a) sets forth all material permits,
licenses and other authorizations issued under any Environmental Law relating to such Company or the Business.

(b) Except as set forth in Schedule 4.19(b), each Company is and, for the last ten years, has been in material compliance with all Environmental Laws, including all
limitations, restrictions, conditions, standards, requirements, schedules, permits and timetables required or imposed under all Environmental Laws.

(c) Neither Company has received any written or, to the Knowledge of the Companies, oral notice, claim, subpoena, information request, or summons, or been
threatened orally or in writing with any notice, claim, subpoena, information request, or summons, from any Person alleging: (a) any Environmental Liability relating to
either Company; or (b) any violation by either Company of any Environmental Law.

(d) Except as set forth on Schedule 4.19(d), neither Company nor any of their respective predecessors in interest: (i) have ever manufactured, produced, repaired,
installed, sold, conveyed or otherwise put into the stream of commerce any product, merchandise, manufactured good, part, component or other item comprised of or
containing asbestos; or (ii) have been the subject of any claims or litigation arising out the alleged exposure to any Hazardous Substances.

(e) The Companies have delivered to Buyer all environmental documents, studies and reports, if any, relating to: (i) any facilities or real property ever owned,
operated or leased by either Company; or (ii) any Environmental Liability of either Company.
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4.20 Insurance. Schedule 4.20 sets forth a complete and correct list of all policies of fire, liability, product liability, workmen’s compensation and other insurance held
by or on behalf of either Company. Such policies are in full force and effect and all premiums due and payable thereon have been paid. Such policies insure each Company
against all risks of a character and in such amounts as are usually insured against by similarly situated companies in the same or similar businesses. Neither Company has
received any written notice of cancellation or non-renewal of, or, since January 1, 2003, any material increase of premiums with respect to, any of such insurance policies. To
the Knowledge of the Companies, there are no material claims by either Company under any of such policies relating to the Business, assets or properties of the Companies as
to which any insurance company is denying liability or defending under a reservation of rights or similar clause.

4.21 Tax Matters.
(a) Except as set forth on Schedule 4.21(a), each Company in a timely manner has filed all Tax Returns required to be filed. All such Tax Returns are true, correct,

and complete. Each Company is and has been in compliance in all material respects with all applicable laws pertaining to Taxes, including all Applicable Laws relating to
record retention.

(b) Each Company has timely paid all Taxes required to have been paid and has adequately provided in the applicable 2005 Balance Sheet for all Taxes (whether or
not shown on any Tax Return) that have accrued but are not yet due or payable as of the date of the 2005 Balance Sheet. The provisions for Taxes currently payable on the
date of the 2005 Balance Sheet are at least equal, as of the date thereof, to all unpaid Taxes of each Company whether or not disputed. Neither Company has, and neither
Company will have, accrued liability for Taxes in respect of taxable periods or portions thereof following the date of the 2005 Balance Sheet and ending on or before the
Closing Date other than Taxes incurred in the ordinary course of business.

(c) Except as set forth on Schedule 4.21(c), neither Company is a party to any action by any taxing authority, nor has it received any written notice of any pending
or threatened action by any taxing authority. To the Knowledge of the Companies, no such action is being contemplated by any taxing authority. No claim has been made
by any taxing authority in any jurisdiction where either Company does not file Tax Returns that it is or may be subject to Tax by that jurisdiction. No extensions or waivers
of statutes of limitations with respect to any Tax Returns have been given by or requested from either Company. There are no liens for Taxes upon the assets of either
Company, other than Taxes for the current period that are not yet due or payable.

(d) Neither Shareholder is a “foreign person” as that term is used in § 1.1445-2 of the United States Treasury Regulations promulgated under the Code. Neither
Company is, and neither Company has at any time been, a United States real property holding corporation (a “USRPHC”) within the meaning of Section 897 of the Code.

(e) Neither Company is a party to or bound by any tax indemnity, tax sharing or tax allocation agreement, or any closing agreement pursuant to Section 7121 of the
Code or any predecessor provision thereof, or any similar provision of state or local law or offer in compromise with any taxing authority.

(f) Neither Company has been a member of an affiliated group of corporations, within the meaning of Section 1504 of the Code, or a member of a combined,
consolidated or unitary group for state, local or foreign Tax purposes. Neither Company has any liability for Taxes of any Person other than either Company as a result of
(i) transferee liability, (ii) being a member of an affiliated, consolidated, combined or unitary group for any period or otherwise through operation of law or (iii) any tax
sharing, tax indemnity or tax allocation agreement or any other express or implied agreement.
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(g) Neither Company will be required to include for federal or state Income Tax purposes any item of income in, or exclude any item of deduction from, taxable
income for any taxable period ending after the Closing Date as a result of any (A) change in method of tax accounting for a taxable period ending on or prior to the Closing
Date, (B) closing agreement as described in Section 7121 of the Code (or any corresponding or similar provision of state, local, or foreign Income Tax law) executed on or
prior to the Closing Date, (C) installment sale or open transaction disposition made on or prior to the Closing Date, or (D) prepaid amount received on or prior to the
Closing Date.

(h) Neither Company has (i) consented at any time under former Section 341(f)(1) of the Code to have the provisions of former Section 341(f)(2) of the Code apply
to any disposition of any assets; (ii) agreed, or is required, to make any adjustment under Section 481(a) of the Code by reason of a change in accounting method; (iii) made
an election, or is required, to treat any asset as owned by another person pursuant to the provisions of former Section 168(f) of the Code or as tax-exempt bond financed
property or tax-exempt use property within the meaning of Section 168 of the Code; (iv) acquired or owns any assets that directly or indirectly secure any debt the interest
on which is tax exempt under Section 103(a) of the Code; (v) distributed the stock of any corporation or had its stock distributed by another person in a transaction
satisfying or intending to satisfy the requirements of Section 355 of the Code; or (vii) made any of the foregoing elections or is required to apply any of the foregoing rules
under any comparable foreign, state or local Tax provision.

(i) Each Company has filed a valid election under Section 1362 of the Code to be treated as an “S corporation” within the meaning of Section 1361 of the Code and
also timely filed (or otherwise have in effect) a corresponding valid election for all applicable state Income Tax purposes. Such elections have been, and have remained, in
effect at all times since July 1, 1999, with respect to Limited, and at all times during the existence of Consulting (i.e. since February 3, 1999), until the Closing Date, and
will remain in full force and effect for such purposes as of the Closing. Except for actions in connection with this Agreement, neither Company nor any other person has
taken or failed to take any action, nor has any event occurred, that could result in the revocation or termination of any of such elections at any time. Consulting has not
been, and will not be, subject to any Tax under Section 1374 of the Code. Limited has not incurred any Tax under Section 1374 of the Code, and will not be subject to any
Tax under Section 1374 of the Code by virtue of the transactions contemplated by this Agreement so long as a 338(h)(10) election is not made. Neither Company has, in
the past 10 years, (A) acquired assets from another corporation in a transaction in which the tax basis for the acquired assets was determined, in whole or in part, by
reference to the tax basis of the acquired assets in the hands of the transferor or (B) acquired the stock of any corporation which is a qualified Subchapter S subsidiary.

(j) Except as set forth on Schedule 4.21(c), to the extent a breach or inaccuracy of any of the following could result in a liability of the Buyer to any person or
Governmental Authority, whether as a result of applicable law, contract or otherwise: (a) all Tax Returns required to be filed by the Shareholders or relating to the Assets
have been timely filed, and there have been paid all Taxes due with respect to such Tax Returns; and (b) the Shareholders have received no written notice of any
examinations or audits pending or any unresolved examinations or audit issues with respect to Shareholders’ Tax Returns. There are no liens for Taxes upon the Assets.

4.22 Customers. Since January 1, 2004, there has not been any Material Adverse Effect in the business relationship of either Company with any of either Company’s top
ten (10) customers (ranked by dollar volume of sales) for the year ended December 31, 2005. Schedule 4.22 sets forth a complete and correct list of each such customer and the
approximate dollar volume of sales to each such customer. Since January 1, 2004, neither Company has received any written notice from any customer listed on Schedule 4.22
that it intends to terminate, cancel or materially alter its contract or business relationship with such Company, and, to the Knowledge of the Companies, no such customer
currently intends such termination, cancellation or alteration.

4.23 Suppliers. Since January 1, 2004, there has not been any Material Adverse Effect in the business relationship of either Company with any of such Company’s top
ten (10) suppliers (ranked by
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dollar volume of purchases) for the year ended December 31, 2005. Schedule 4.23 sets forth a complete and correct list of each such supplier and the dollar volume of purchases
from each such supplier. Since January 1, 2005, neither Company has received any written notice from any supplier listed on Schedule 4.23 that it intends to terminate, cancel
or materially alter its contract or business relationship with such Company, and, to the Knowledge of the Companies, no such supplier currently intends such termination,
cancellation or alteration.

4.24 Warranties. Except as set forth on Schedule 4.24, there are no material claims pending or, to the Knowledge of the Companies, threatened against either Company
with respect to any product alleged to have been manufactured, distributed or sold by either Company or any of its Subsidiaries to others, and alleged to have been defective or
improperly designed or manufactured or in breach of any express or implied product warranty, except to the extent reflected or reserved for in the Financial Statements, and, to
the Knowledge of the Companies, there is no reasonable basis for any such suit, inquiry, action, proceeding, investigation or claim. To the Knowledge of the Companies, there
exists no latent defect in the design or manufacture of any of the products of either Company. The Companies have heretofore delivered to the Buyer copies of the Contracts and
other documents describing terms and conditions of sale or lease of the products and services of the Companies (containing applicable guaranty, warranty and indemnity
provisions) and other than such terms and conditions, there are no express product or service warranties relating to the businesses of either Company enforceable against such
Company.

4.25 Bank Accounts. Schedule 4.25 sets forth a complete and correct list of (a) each bank, deposit, lock-box or cash collection, management or other account, of each
Company, including the title and number of the account and the financial or other institution at which such account is located and (b) the names of all persons authorized to
draw on each such account or to have access to any such safe deposit or lock-box facility.

4.26 Prohibited Lists. Neither Company nor, to the Knowledge of the Companies, any director, officer, employee or Shareholder of either Company is identified on any
of the following documents: (i) the Office of Foreign Assets Control of the United States Department of the Treasury list of “Specially Designated Nationals and Blocked
Persons” (“SDNs”); (ii) the Bureau of Industry and Security of the United States Department of Commerce “Denied Persons List,” “Entity List” or “Unverified List”; (iii) the
Office of Defense Trade Controls of the United States Department of State “List of Debarred Parties”; (iv) the Financial Sanctions Unit of the Bank of England “Consolidated
List”; (v) the Solicitor General of Canada’s “Anti-Terrorism Act Listed Entities”; (vi) the Australian Department of Foreign Affairs and Trade “Charter of the United Nations
(Anti-terrorism – Persons and Entities) List”; (vii) the United Nations Security Council Counter-Terrorism Committee “Consolidated List”; or (viii) European Union
Commission Regulation No. 1996/2001 of October 11, 2001.

4.27 Representations Complete. To the Knowledge of the Shareholders, none of the representations or warranties made by either Company or the Shareholders in this
Agreement or any of the Ancillary Agreements, and none of the statements made in any Schedules or certificates required to be furnished by either Company or the
Shareholders pursuant to this Agreement or any Ancillary Agreement, contains, or will contain at the Closing Date, any untrue statement of a material fact.
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ARTICLE V

BUYER’S REPRESENTATIONS AND WARRANTIES

As an inducement to each Company and Shareholders to enter into this Agreement and to consummate the Subject Transactions, Buyer represents and warrants as of the
date of this Agreement and as of the Closing Date, to the Companies and Shareholders as follows:

5.01 Organization and Existence. Buyer is a corporation duly incorporated, validly existing and in good standing under the laws of the State of Delaware and has all
corporate power and authority to enter into this Agreement and consummate the Subject Transactions. Buyer is duly qualified to do business as a foreign corporation in each
jurisdiction where the character of the property owned or leased by it or the nature of its activities makes such qualification necessary to carry on its business as now conducted,
except for those jurisdictions where in the aggregate the failure to be so qualified is not, and is not reasonably expected to become, material.

5.02 Corporate Authorization. The execution, delivery and performance by Buyer of this Agreement, any Ancillary Agreement to which it will be a party as of the
Closing, the performance of its obligations hereunder and thereunder and the consummation the Subject Transactions in accordance with the terms hereof are within the
corporate powers of Buyer and have been duly authorized by all necessary corporate action on the part of Buyer. This Agreement constitutes a legal, valid and binding
agreement of Buyer, enforceable in accordance with its terms, subject to bankruptcy, insolvency, fraudulent transfer, reorganization, moratorium and similar laws of general
applicability relating to or affecting creditors’ rights and to general equity principles (whether considered in proceedings at law or in equity).

5.03 Buyer Governmental Authorization. The execution, delivery and performance by the Buyer of this Agreement and any Ancillary Agreement to which it will be a
party as of the Closing Date, the performance of its obligations hereunder and thereunder and the consummation of the Subject Transactions in accordance with the terms hereof
require no action by, consent or approval of, or filing with, any Governmental Authority other than the actions, consents, approvals or filings, if any, set forth on Schedule 5.03
hereto and any actions, consents, approvals or filings otherwise expressly referred to in this Agreement.

5.04 Non-Contravention. The execution, delivery and performance by the Buyer of this Agreement and any Ancillary Agreement to which it will be a party as of the
Closing Date, the performance of its obligations hereunder and thereunder and the consummation of the Subject Transactions in accordance with the terms hereof does not and
will not (a) contravene or conflict with the Buyer’s Certificate of Incorporation or Bylaws, (b) contravene or constitute a default under any material agreement to which Buyer is
a party, or (c) assuming compliance with the matters referred to in Section 5.03, contravene or conflict with or constitute a violation of any provision of any Applicable Law
binding upon or applicable to the Buyer.

5.05 Litigation. There is no Proceeding pending against, or to the knowledge of the Buyer, threatened against or affecting, the Buyer before any court or arbitrator or any
governmental body, agency or official that challenges or seeks to prevent, enjoin, alter or materially delay the Subject Transactions.

5.06 Private Placement; State of Residence; Investment Intent. The Buyer acknowledges that the Shareholders and the Companies have made available to the Buyer prior
to the execution of this Agreement the opportunity to ask questions and receive answers concerning the terms and conditions of the sale of securities contemplated by this
Agreement and to obtain any additional information as may be necessary to verify the accuracy of information furnished to Buyer, and that the Buyer has such knowledge and
experience in financial and business matters that Buyer is capable of evaluating the merits and risks of the investment to be made pursuant to this Agreement. The Shares being
acquired by Buyer for the account of Buyer, and not with the view to, or for resale in connection with, any distribution or public offering thereof. The Buyer acknowledges that
the Shares have not been registered under the Securities Act or any state securities laws by reason of their contemplated transfer in a transaction exempt from the registration
and prospectus delivery requirements of the Act and applicable state securities laws, and that the reliance of the Shareholders upon these exemptions is predicated in part upon
the representations by the Buyer in this Agreement.

5.07 Independent Investigation. The Buyer acknowledges that (a) it has had access to the officers, employees, assets, operations, books, records, and files of the
Shareholders and Companies to evaluate
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its investment in, and purchase of, the Shares and Assets and (b) in making the decision to enter into this Agreement and consummate the transactions contemplated hereby,
Buyer has relied generally on its independent investigation and specifically upon the express representations, warranties, covenants and agreements set forth in, or permitted by,
this Agreement. Accordingly, Buyer acknowledges that, except as expressly set forth herein, Shareholders have not made, and hereby expressly disclaim, any projections,
representation or warranty, express, implied, at common law, by statute, or otherwise relating to the Companies, Shares, Assets and the Business, including any representation
or warranty regarding any information, data, or other materials (written or oral) furnished to Buyer by or on behalf of Shareholders or the Companies, and that all interpretations
to the contrary shall have no force or effect.

ARTICLE VI

COVENANTS OF SHAREHOLDERS AND THE COMPANIES

6.01 Compliance with Terms of Required Governmental Approvals and Required Contractual Consents. On and after the Closing Date, each Company and each
Shareholder shall comply at their own expense with all conditions and requirements applicable to any of them set forth in (a) each Required Governmental Approval to the
extent necessary such that all such Required Governmental Approvals will remain in full force and effect assuming continued compliance with the terms thereof by Buyer and
(b) each Required Contractual Consent to the extent necessary such that all such Required Contractual Consents will remain effective and enforceable against the Persons giving
such Required Contractual Consents assuming continued compliance with the terms thereof by Buyer.

6.02 Transaction Expenses.
(a) Except as otherwise specifically provided in this Agreement, (i) the Companies shall bear all Company Transaction Expenses, (ii) the Buyer shall bear all Buyer

Transaction Expenses and (iii) each Shareholder shall bear its respective fees, costs and expenses incurred by such Shareholder relating to the Subject Transactions
(whether incurred prior to or after the date hereof), including fees and disbursements of counsel, financial advisors, consultants, accountants, actuaries and other advisors.
Each Shareholder shall indemnify and hold harmless the Buyer and the Companies for any and all such fees, costs and expenses incurred by such Shareholder relating to
the Subject Transactions (whether incurred prior to or after the date hereof) to the extent that such do not constitute Company Transaction Expenses.

(b) The Shareholders and the Companies shall have caused all of the Company Transaction Expenses to be paid on or prior to the Closing Date, and the
Shareholders shall, severally in proportion to their respective Pro Rata Portions, indemnify the Buyer and the Companies for any Company Transaction Expenses that
remain unpaid after the Closing.
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ARTICLE VII

COVENANTS OF ALL PARTIES

The parties hereto agree that:

7.01 Further Assurances. The Buyer, the Companies and Shareholders shall execute and deliver such other documents, certificates, agreements and other writings and
shall take such other actions as may be reasonably necessary or desirable (including, without limitation, obtaining the Required Consents and making necessary filings with all
Governmental Authorities), in order to consummate or implement expeditiously the Subject Transactions. Notwithstanding the foregoing, no party hereto shall have any
obligation to expend any funds or to incur any other obligation in connection with the consummation of the Subject Transactions other than normal out-of-pocket expenses
(such as fees and expenses of counsel and accountants) reasonably necessary to consummate such transactions.

7.02 Confidentiality; Public Announcements. The parties hereto shall use their best efforts to keep this Agreement and the execution and terms hereof confidential, and
shall consult with each other before issuing any press release or making any public statement with respect to this Agreement or the Subject Transactions. Either party may,
however, disclose such matters to its directors, officers, executive employees and professional advisors and those of prospective financing sources to such extent as may be
reasonable for the negotiation, execution and consummation of this Agreement. Each party shall keep confidential all information concerning the other obtained pursuant to this
Agreement and shall not use such information except in connection with the Subject Transactions. The foregoing obligations of confidentiality in this Section 7.02 do not
pertain to the disclosure of information which is generally available to the public, is required to be disclosed by any court or either party discloses, upon advice of counsel, in
order to comply with Applicable Law. The parties hereto recognize and agree that in the event of a breach by a party of this Section 7.02, money damages would not be an
adequate remedy to the injured party for such breach and, even if money damages were adequate, it would be impossible to ascertain or measure with any degree of accuracy the
damages sustained by such injured party therefrom. Accordingly, if there should be a breach or threatened breach by a party of the provisions of this Section 7.02, the injured
party shall be entitled to an injunction restraining the breaching party from any breach without showing or proving actual damage sustained by the injured party. Nothing in the
preceding sentence shall limit or otherwise affect any remedies that a party may otherwise have under Applicable Law.

7.03 Administration of Accounts. All payments and reimbursements received by any Shareholder or any Affiliate thereof after the Closing Date from any third party in
the name of or to either Company in connection with or arising out of any business of the Companies, including without limitation the Business, shall be held by such
Shareholder or such Affiliate in trust for the benefit of the Companies, and, immediately upon receipt by such Shareholder or Affiliate of any such payment or reimbursement,
such Shareholder shall pay, or cause to be paid, over to the Companies, the amount of such payment or reimbursement without right of set off.

7.04 Certain Employee Issues. Buyer shall provide salary and pension, welfare, retirement, and fringe benefits to all Persons employed by the Companies as of the
Closing Date (and their eligible dependents as of the Closing Date) (collectively, the “Company Persons”) that are comparable to the benefits provided to similarly situated
employees of the Buyer under benefit plans of the Buyer. For purposes of this Section 7.04, the benefits that the Company Persons are entitled to receive under the Employee
Plans as of the Closing Date shall be deemed to be comparable to the benefits provided to similarly situated employees of the Buyer under benefit plans of the Buyer.
Notwithstanding the foregoing, no provision of this Section 7.04 shall cause any Company Person to be a third-party beneficiary to, or to have any right or claim under, this
Agreement.

7.05 Certain Tax Matters.
(a) Section 338(h)(10) Election. The Buyer shall have the right, in its sole discretion, to make, and if the Buyer so elects the Shareholders shall cooperate in making,

an election under Section 338(h)(10) of the Code (and any comparable election under state or local law) with respect to the purchase of the Consulting Shares pursuant to
this Agreement (each such election, a “Section 338(h)(10)
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Election”). If the Buyer so requests, the Shareholders shall execute at Closing (or on such later date requested by the Buyer), the forms provided by the Buyer for the
purpose of effectuating one or more Section 338(h)(10) Elections, including without limitation an Internal Revenue Service Form 8023 and comparable forms for any state
or local jurisdiction (“Form 8023”), and the Shareholders hereby authorize the Buyer to file such forms on behalf of the Shareholders. The parties agree that, except as
required by a final determination with any Tax authority, they will report the transfer of Consulting Shares under this Agreement consistent with any Section 338(h)(10)
Election and the related forms prepared by the Buyer and will not take, or cause to be taken, any action that would be inconsistent with or prejudice any Section 338(h)(10)
Election or related forms.

(b) Purchase Price Allocation. The parties agree that the within 60 days after the Closing Date, the parties shall agree upon an allocation of the Purchase Price for
federal Income Tax purposes between the Shares and the Assets, provided that the amount allocated to the Assets shall not be in excess of the amount set forth on
Schedule 7.05(b)(i). The portion of the Purchase Price allocated to the Assets pursuant to the foregoing sentence shall be allocated for federal Income Tax purposes among
the Assets in accordance with such agreement (“Asset Allocation”). The “aggregate deemed sale price” within the meaning of the U.S. Treasury Regulations under
Section 338(h)(10) shall be allocated among the assets of Consulting in accordance with Schedule 7.05(b)(ii) (the “Section 338 Allocation”). The Asset Allocation and the
Section 338 Allocation determined in accordance with the procedures set forth in this Section 7.05(b) shall be conclusive and binding upon the Buyer and the relevant
Shareholders. The Section 338 Allocation shall be used in preparing IRS Form 8883 (and any similar forms required under state or local Law). The parties agree to file and
agree to cause the Company to file all federal, state, local and foreign Tax Returns in accordance with the Asset Allocation and Section 338 Allocation (as originally
proposed or as revised in accordance with this Agreement, as the case may be) and, except as required pursuant to a final determination (as defined in Section 1313(a) of
the Code or corresponding provisions of state or local Law), not to take, or cause to be taken, any action that would be inconsistent with such Section 338 Allocation or
Asset Allocation in any Tax Return, audit, litigation or otherwise. Any payment treated as an adjustment to purchase price of the Shares or the Assets shall be reflected as
an adjustment to the price allocated to a specific asset, if any, giving rise to the adjustment and if any such adjustment does not relate to a specific asset, such adjustment
shall be allocated among the Shares and the Assets in accordance with the price allocation methodology provided in this Section 7.05(b).

(c) Tax Returns. The Shareholders shall prepare or cause to be prepared all S Corporation Returns (other than the Section 338(h)(10) Election) and shall provide the
Buyer with a copy of each S Corporation Return within 15 days prior to filing of such Tax Return for the Buyer’s review and approval. Except to the extent otherwise
required by law, such Tax Returns shall be prepared on a basis consistent with the past practices of such entities. The Buyer shall prepare, or cause to be prepared, and shall
file, or cause to be filed, all Tax Returns of the Companies required to be filed after the Closing Date, other than the Tax Returns that are to be prepared by the
Shareholders pursuant to the first sentence of this paragraph. “S Corporation Return” means Form 1120S and such forms and attachments that are required to be filed
therewith, and any corresponding form (and related forms and attachments required to be filed therewith) for applicable state or local income tax purposes.

(d) Shareholders’ Obligations. The Shareholders shall be responsible for and pay and shall indemnify and hold harmless the Buyer and the Companies with respect
to: (i) any and all Taxes imposed on either Company, or for which either Company is liable, with respect to any periods ending on or before the Closing Date or with
respect to a period that commences before and ends after the Closing Date to the extent attributable to the period prior to Closing pursuant to Section 7.05(e), (ii) any Taxes
that are due with respect to any period for which either Company has filed or is required to file an S Corporation Tax Return, (iii) all taxes arising out of a breach of the
representations, warranties or covenants relating to tax matters contained in this Agreement, without regard to any disclosure set forth in the Schedules hereto, (iv) any
Taxes of the Shareholders, including Taxes relating to the Assets for the period before Closing, and (v) any costs or expenses with respect to Taxes indemnified hereunder.
Any indemnity required to be made by the Shareholders pursuant to this Section 7.05(d) shall be made within 30 days of written notice from the Buyer. Notwithstanding
anything to the contrary in this Agreement, the obligations of the Shareholders and the Shareholders under this Section 7.05(d) shall not be subject to a deductible,
threshold or similar concept and shall not be limited in amount.
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(e) Apportionment. For the sole purpose of appropriately apportioning any Taxes relating to a period that includes (but that does not end on) the Closing Date, the
portion of such Tax that is attributable to either Company for the part of such taxable period that ends on the Closing Date shall be (i) in the case of a tax that is not based
on net income, the total amount of such tax for the full taxable period that includes the Closing Date multiplied by a fraction, the numerator of which is the number of days
from the beginning of such taxable period to and including the Closing Date and the denominator of which is the total number of days in such full taxable period, and (ii) in
the case of a tax that is based on net income, the tax that would be due with respect to such partial period, if such partial period were a full taxable period, apportioning
income, gain, expenses, loss, deductions and credits equitably based on an interim closing of the books.

(f) Cooperation on Tax Matters. The parties shall reasonably cooperate, and shall cause their respective Affiliates and their respective directors, officers, employees,
agents, auditors and representatives reasonably to cooperate, in preparing and filing all Tax returns and in resolving all disputes and audits with respect to all taxable
periods or relating to Taxes, including maintaining and making available to each other all records necessary in connection with Taxes. The Shareholders shall cooperate
with the Companies and Buyer in continuing the process of voluntary disclosure and amnesty with respect to any Taxes (including sales, use, franchise and income Taxes)
of the Company for periods prior to Closing and Sellers shall be liable for any such tax liability pursuant to Section 7.05(d) hereof and such process shall be conducted in a
manner so as to not adversely impact the liability of Buyer or the Companies for Taxes for any period after the Closing Date.

(g) Contests. For purposes of this Agreement, a “Contest” is any audit, court proceeding or other dispute with respect to any Tax matter that affects either
Company. Unless the Buyer has previously received written notice from the Shareholders of the existence of such Contest, the Buyer shall promptly give notice to the
Shareholders of the existence of any Contest relating to a Tax matter that is the Shareholders’ responsibility under Section 7.05(d), but no failure to give such notice shall
relieve the Shareholders of any liability hereunder, unless the Shareholders are prejudiced by such failure to give notice. The Buyer, on the one hand, and the Shareholders,
on the other, agree, in each case at no cost to the other party, to cooperate with the other and the other’s representatives in a prompt and timely manner in connection with
any Contest. Such cooperation shall include, but not be limited to, making available to the other party, during normal business hours, all books, records, returns,
documents, files, other information (including, without limitation working papers and schedules), officers or employees (without substantial interruption of employment)
or other relevant information necessary or useful in connection with any Contest requiring any such books, records and files. The Shareholders shall, at their election, have
the right to represent the Companies’ interests in any Contest relating to a Tax matter arising in a period ending on or before the Closing Date, to employ counsel of their
choice at their expense and to control the conduct of such Contest, including settlement or other disposition thereof; provided, however, that the Buyer shall have the right
to consult with the Shareholders regarding any such Contest that may affect either Company for any periods ending after the Closing Date at the Buyer’s own expense;
and provided, further, that any settlement or other disposition of any such Contest may only be with the consent of the Buyer, which consent will not be unreasonably
withheld. The Buyer shall have the right to control the conduct of any Contest with respect to any tax matter arising in a period ending after the Closing Date.

(h) Price Adjustment. All amounts paid pursuant to this Agreement by one party to another party (other than interest payments) shall be treated by such parties as an
adjustment to the purchase price of the stock of the Companies, to the extent permitted by Applicable Law.

(i) Survival. All obligations under this Section 7.05 shall survive the Closing hereunder and continue until 30 days following the expiration of the period of
limitations applicable to the related Tax.

(j) Exclusive Remedy. In the event of any conflict between the provisions of this Section 7.05 and any provisions of Article IX, this Section 7.05 shall be controlling
with respect to any claim for indemnification for taxes.
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7.06 Certain Consents. After the date hereof, each of the Shareholders agree that in the event Buyer or Limited determines to make or cause to be made any derivative or
revision of any work subject to that certain Agreement (as amended, the “First Ulrich Agreement”) dated as of December 15, 2003 by and among Eichinger, Lombardo,
Limited and David O. Ulrich (“Ulrich”), that certain Author and License Agreement (as amended, the “Second Ulrich Agreement”) dated as of August 31, 2004 by and among
Eichinger, Lombardo, Limited and Ulrich or that certain Agreement (as amended, the “Pearman Agreement”) dated as of November 18, 2004 by and among Eichinger,
Lombardo, Limited and Pearman, the Shareholders shall use their reasonable best efforts to expeditiously obtain the approval of Ulrich or Pearman, as applicable, pursuant to
Section 3 of the First Ulrich Agreement, Section 2(b) of the Second Ulrich Agreement and Section 2(b) of the Pearman Agreement, as applicable.

ARTICLE VIII

CLOSING OBLIGATIONS

8.01 Obligations of the Shareholders. The obligations of the Buyer to consummate the Closing are subject to the satisfaction of each of the following conditions unless
waived by the Buyer to the extent permitted by law:

(a) Concurrently herewith, Buyer shall have received (i) certificates, with appropriate transfer stamps, if any, affixed thereto, evidencing all of the Shares duly
endorsed for transfer to the Buyer with appropriate stock powers duly endorsed in blank or accompanied by other duly executed instruments of transfer, in each case
transferring title to such Shares to the Buyer free and clear of all Share Encumbrances, and (ii) counterparts of each of the Ancillary Agreements executed by each of the
Shareholders and such other Persons party thereto (other than the Buyer).

(b) Concurrently herewith, Buyer shall have received bills of sale and other appropriate transfer documentation in order to vest in Buyer all of the Shareholders’
right, title and interest in and to the Assets free and clear of all Encumbrances.

(c) Concurrently herewith, Buyer and Eichinger shall have entered into an employment and consulting agreement in substantially the form set forth on Exhibit D
(the “Employment and Consulting Agreement”) for Eichinger to render marketing and sales consulting services for the Business.

(d) Concurrently herewith, all of the Shareholders shall have executed and delivered to Buyer a noncompetition agreement (collectively, the “Noncompetition
Agreements”) substantially in the form of Exhibit E hereto.

(e) Concurrently herewith, Buyer shall have received an opinion of counsel from counsel to the Companies, dated as of the Closing Date, in the form attached
hereto as Exhibit F which opinion shall state, if Buyer so requests, that Buyer’s lenders or other financing sources may rely on such opinion as if it were addressed directly
to such parties.

(f) Concurrently herewith, Buyer shall have received a copy of (i) the certificates of incorporation, as amended (or similar organizational documents), of the
Companies, certified by the secretary of state (or other relevant authority) of the relevant jurisdiction, as of a date not unreasonably prior to the Closing Date and
accompanied by a certificate of the Secretary or Assistant Secretary of each such entity, dated as of the Closing Date, stating that no amendments have been made to such
certificate of incorporation (or similar document) since such date, and (ii) the by-laws (or similar organizational documents) of the Companies, certified by the Secretary or
Assistant Secretary of such entity.

(g) Concurrently herewith, Buyer shall have received good standing certificates or other evidence satisfactory to the Buyer for the Companies from the secretary of
state (or other relevant authority) of the jurisdiction in which such entity is incorporated or organized and from the secretary of state
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in each other jurisdiction in which the Companies are qualified to do business as a foreign corporation, in each case dated as of a date not unreasonably prior to the Closing
Date.

(h) Concurrently herewith, all of the Shareholders and their respective Affiliates shall have executed and delivered to Buyer terminations of any agreements
between such Persons and the Companies, including with respect to the Owned Intellectual Property, and all costs, fees and expenses of the Companies incurred in
connection therewith and not paid prior to the determination of the Closing Date Cash Balance shall be included in the determination of Company Transaction Expenses to
be deducted from the Purchase Price on the Closing Date.

(i) Concurrently herewith, all of the Shareholders shall have provided to Buyer a release, in form and substance reasonably acceptable to the Buyer, releasing the
Buyer, the Companies and any of their respective Affiliates from any moneys, liabilities or obligations, contingent or otherwise, (including pursuant to any claim, demand,
proceeding, cause of action or order) owing to such Shareholder by the Buyer, the Companies or any of their respective Affiliates, in each case, other than (i) any
obligation of the Companies arising under any Ancillary Agreement after the Closing or in connection with employment or engagement of such Shareholder after the
Closing, (ii) any claim arising under this Agreement or (iii) any claim for indemnification arising under the charter, bylaws or other organizational documents of the
Companies or Applicable Law.

(j) Concurrently herewith, the Companies shall have delivered to the Buyer evidence reasonably satisfactory to the Buyer demonstrating that all Company
Transaction Expenses have been paid (or arrangements for the payment thereof reasonably satisfactory to the Buyer shall have been made) and that each of the Persons to
whom Company Transaction Expenses are to be paid shall have delivered to the Companies written confirmation (in form and substance reasonably satisfactory to the
Buyer) that all amounts owed to such Persons for Company Transaction Expenses have been paid in full or can be paid concurrent with the Closing and confirming that
neither the Companies nor the Buyer will have any further liability to such Person for any Company Transaction Expenses (including any such Company Transactions
Expenses that may be incurred after the Closing) other than for services rendered after the Closing at the request of the Buyer or the Companies made at any time after the
Closing.

(k) Concurrently herewith, the Buyer shall have received executed payoff letters with respect to the Closing Date Debt, which payoff letters shall be in form and
substance reasonably acceptable to the Buyer.

(l) Concurrently herewith, all of the directors and officers of the Companies shall have resigned, if so requested by the Buyer from their respective offices effective
as of the Closing Date, and the Buyer shall have been provided with evidence of such resignations in form reasonable satisfactory to the Buyer.

(m) Prior to the Closing, Limited and Raymond shall have entered into a “Settlement Agreement and Release for Phantom Stock Benefits” in a form mutually
agreeable to the parties hereto (the “Settlement Agreement”).
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ARTICLE IX

INDEMNIFICATION

9.01 Agreement to Indemnify.
(a) Buyer and its Affiliates (including the Companies) and their respective officers, directors, employees, attorneys and agents and the successors and assigns of

each of the foregoing (collectively, the “Buyer Indemnitees”) shall each be indemnified and held harmless to the extent set forth in this Article IX by each Shareholder in
respect of any and all Damages reasonably and proximately incurred by any Buyer Indemnitee as a result of or arising out of any inaccuracy or misrepresentation in or
breach of any representation, warranty, covenant or agreement made in this Agreement, the Ancillary Agreements or any certificate or other document delivered pursuant
hereto or thereto or in connection with the Subject Transactions by the Companies or any Shareholder at any time, or, in the event Raymond takes action to rescind the
Settlement Agreement, in respect of any and all Damages relating to that certain letter agreement dated as of January 18, 2006 (relating to phantom stock obligations) by
and between Limited and Raymond .

Each Shareholder’s indemnification obligations hereunder shall be several and not joint, in accordance with their respective Pro Rata Portions, except, with respect
to any inaccuracy or misrepresentation in or breach of any representation, warranty, covenant or agreement set forth in Article III hereof made by a particular Shareholder,
such Shareholder shall be fully liable for any Damages in respect thereof and the Pro Rata Portion of the aggregate amount of indemnification to be paid by such
Shareholder as a result of or arising out of such Shareholder’s inaccuracy or misrepresentation in or breach of any representation, warranty, covenant or agreement set
forth in Article III hereof will equal 100% and each of the other Shareholder’s Pro Rata Portion of such amount of indemnification will equal zero.

(b) The Shareholders and their respective Affiliates and their respective attorneys, agents, personal representatives and heirs and the assigns of each of the foregoing
(collectively, the “Shareholder Indemnitees”) shall each be indemnified and held harmless to the extent set forth in this Article IX by Buyer in respect of any and all
Damages reasonably and proximately incurred by any Shareholder Indemnitee as a result of or arising out of any inaccuracy or misrepresentation in or breach of any
representation, warranty, covenant or agreement made by the Buyer in this Agreement, the Ancillary Agreements or any certificate or other document delivered pursuant
hereto or thereto or in connection with the Subject Transactions.

(c) Except to the extent of confidentiality provisions in Section 7.02 in this Agreement, no Person shall have any claim or cause of action as a result of any
inaccuracy or misrepresentation in or breach of or failure to perform any representation, warranty, covenant, agreement or obligation of any Indemnifying Party referred to
in this Section 9.01 against any Affiliate, member, stockholder, director, officer, employee, consultant or agent of such Indemnifying Party. Nothing set forth in this
Article IX shall be deemed to prohibit or limit any Buyer Indemnitee’s or Shareholder Indemnitee’s right at any time before, on or after the Closing Date, to seek
injunctive or other equitable relief for the failure of any Indemnifying Party to perform any covenant or agreement contained herein.

(d) The Shareholders shall have no obligation to pay any amount of indemnity pursuant to Section 9.01(a) unless and until the aggregate amount of Damages
incurred in respect of all claims for which indemnity would be payable by the Shareholders pursuant to Section 9.01(a) but for this Section 9.01(d) exceeds Two Hundred
Fifty Thousand Dollars ($250,000) (the “Deductible”), whereupon the Shareholders shall be liable pursuant to Section 9.01(a), to indemnify the Buyer Indemnitees in an
amount equal to each Shareholder’s Pro Rata Portion of all amounts of such Damages over the Deductible; provided, however, that the limitation in this Section 9.01(d)
shall not apply with respect to any claim based upon a breach of any of the representations, warranties, covenants, agreements and obligations set forth in Sections 3.01,
3.02, 3.03, 3.04, 3.06, 4.01, 4.02, 4.03, 4.17 (solely to the extent of representations with respect to the
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ownership of the Company Intellectual Property), 4.18, 4.21 and 6.05 of this Agreement (the “Fundamental Representations”).
(e) The aggregate amount of indemnification to be paid by each Shareholder pursuant to Section 9.01(a) of this Agreement shall not exceed such Shareholder’s Pro

Rata Portion of Three Million Five Hundred Thousand Dollars 3,500,000; provided, however, the limitation in this Section 9.01(e) shall not apply with respect to any claim
based upon a breach of any of the Fundamental Representations.

(f) Notwithstanding anything herein to the contrary, the obligation of each Shareholder to indemnify the Buyer Indemnitees under this Article IX in the event of
Damages reasonably and proximately incurred by any Buyer Indemnitee as a result of such Shareholder’s fraud or willful misconduct shall not be subject to any
Deductible set forth in Section 9.01(d) of this Agreement or to any maximum limitations set forth in Section 9.01(e) of this Agreement.

(g) Any indemnification of any Buyer Indemnitee is first required to be effected by one or more offsets of Buyer’s obligation to make any payment described in
Sections 2.05 hereof; provided, however, that the remedies available to any Buyer Indemnitee pursuant to this Article IX shall in no way be limited to such rights of offset.

(h) Any claim for indemnification shall be reduced by any insurance payment received by the Buyer Indemnitee and any tax benefit actually realized by the Buyer
Indemnitee. Shareholder Indemnitees shall not be required to indemnify Buyer Indemnitees for punitive, special, exemplary, incidental or consequential damages and
Buyer Indemnitees waives all rights of recovery with respect thereto.

9.02 Survival of Representations, Warranties and Covenants.
(a) All representations, warranties, covenants, agreements and obligations of each Indemnifying Party contained herein, the Ancillary Agreements or any certificate

or other document delivered pursuant hereto or thereto or in connection with the Subject Transactions and all claims of any Buyer Indemnitee or Shareholder Indemnitee in
respect of any breach of any such representation, warranty, covenant, agreement or obligation of any Indemnifying Party, shall survive the Closing and shall expire on the
second anniversary of the Closing Date, except that:

(1) the covenants, agreements and obligations contained in this Agreement, the Ancillary Agreements or any certificate or other document delivered pursuant
hereto or thereto or in connection with the Subject Transactions which by their terms shall be performed after the Closing shall survive the Closing and not expire
unless otherwise provided in this Agreement, including, without limitation, in this Section 9.02(a); and

(2) each of the following representations, warranties, covenants, agreements and obligations shall survive the Closing Date and shall expire thirty (30) days
after the expiration of all applicable statutes of limitations, including extensions thereof:

(A) the Fundamental Representations, and all claims of any Buyer Indemnitee in respect of any breach of inaccuracy or misrepresentation in any such
representation, warranty, covenant, agreement or obligation against the Shareholders as Indemnifying Parties, regardless of whether such breach,
inaccuracy or misrepresentation arises out of fraud or willful misconduct;
(B) all claims of any Buyer Indemnitee in respect of any breach of any inaccuracy or misrepresentation in or the breach of any representation, warranty,
covenant, agreement or obligation made by the Company or any Shareholder in this Agreement, the
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Ancillary Agreements or any certificate or other document delivered pursuant hereto or thereto or in connection with the Subject Transactions arising out
of fraud or willful misconduct;
(C) the representations, warranties, covenants, agreements and obligations set forth in Sections 5.01, 5.02 and 5.03 of this Agreement and all claims of any
Shareholder Indemnitee in respect of any breach of or inaccuracy or misrepresentation in any such representation, warranty, covenant, agreement or
obligation against the Buyer as Indemnifying Party, regardless of whether such breach, inaccuracy or misrepresentation arises out of fraud or willful
misconduct; and
(D) all claims of any Shareholder Indemnitee in respect of any inaccuracy or misrepresentation in or breach of any representation, warranty, covenant,
agreement or obligation made by Buyer in this Agreement, the Ancillary Agreements or any certificate or other document delivered pursuant hereto or
thereto or in connection with the Subject Transactions arising out of fraud or willful misconduct.

(b) Notwithstanding anything herein to the contrary, indemnification for claims for which written notice as provided in Section 9.03 has been timely given prior to
the expiration of the representation, warranty, covenant, agreement or obligation upon which such claim is based as provided herein shall not expire, and claims for
indemnification may be pursued, until the final resolution of such claim in accordance with Sections 9.03 and 11.10.

9.03 Claims for Indemnification. If any Indemnitee shall believe that such Indemnitee is entitled to indemnification pursuant to this Article IX, such Indemnitee shall
give the appropriate Indemnifying Parties prompt written notice thereof. Any such notice shall set forth in reasonable detail and to the extent then known the basis for such
claim for indemnification. The failure of such Indemnitee to give notice of any claim for indemnification promptly, but within the periods specified by Section 9.02, shall not
adversely affect such Indemnitee’s right to indemnity hereunder except to the extent that such failure adversely affects the right of the Indemnifying Parties to assert any
reasonable defense to such claim. Each such claim for indemnity shall expressly state that the Indemnifying Parties shall have only the twenty (20) Business Day period referred
to in the next sentence to dispute or deny such claim. The Indemnifying Parties shall have twenty (20) Business Days following its receipt of such notice either (y) to acquiesce
in such claim and their respective responsibilities to indemnify the Indemnitee in respect thereof in accordance with the terms of this Article IX by giving such Indemnitee
written notice of such acquiescence or (z) to object to the claim by giving such Indemnitee written notice of the objection. If the Indemnifying Parties do not object thereto
within such twenty (20) Business Day period, such Indemnifying Parties shall be deemed to acquiesced in such claim and their respective responsibilities to indemnify the
Indemnitee in respect thereof in accordance with the terms of this Article IX. If the Indemnifying Parties object to the claim within such twenty (20) Business Day period, the
Indemnitee and the Indemnifying Parties shall resolve such dispute raised by the notice of such objection in accordance with the procedures set forth in Section 11.10.

9.04 Defense of Claims. In connection with any claim which may give rise to indemnity under this Article IX resulting from or arising out of any claim or Proceeding
against an Indemnitee by a Person that is not a party hereto, the Indemnifying Parties may (unless such Indemnitee elects not to seek indemnity hereunder for such claim), upon
written notice sent at any time to the relevant Indemnitee, assume the defense of any such claim or Proceeding if all Indemnifying Parties with respect to such claim or
Proceeding jointly acknowledge to the Indemnitee the Indemnitee’s right to indemnity pursuant hereto in respect of the entirety of such claim (as such claim may have been
modified through written agreement of the parties or arbitration hereunder) and provide assurances, reasonably satisfactory to such Indemnitee, that the
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Indemnifying Parties will be financially able to satisfy their respective Pro Rata Portions of such claim in full if such claim or Proceeding is decided adversely. If the
Indemnifying Parties assume the defense of any such claim or Proceeding, the Indemnifying Parties shall select counsel reasonably acceptable to such Indemnitee to conduct the
defense of such claim or Proceeding, shall take all steps reasonably necessary in the defense or settlement thereof and shall at all times diligently and promptly pursue the
resolution thereof. If the Indemnifying Parties shall have assumed the defense of any claim or Proceeding in accordance with this Section 9.04, the Indemnifying Parties shall be
authorized to consent to a settlement of, or the entry of any judgment arising from, any such claim or Proceeding, without the prior written consent of such Indemnitee;
provided, however, that the Indemnifying Parties shall pay or cause to be paid all amounts arising out of such settlement or judgment either concurrently with the effectiveness
thereof or shall obtain and deliver to such Indemnitees prior to the execution of such settlement a general release executed by the Person not a party hereto, which general
release shall release such Indemnitee from any liability in such matter; provided, further, that the Indemnifying Parties shall not be authorized to encumber any of the assets of
any Indemnitee or to agree to any restriction that would apply to any Indemnitee or to its conduct of business; and provided, further, that a condition to any such settlement shall
be a complete release of such Indemnitee and its Affiliates, officers, employees, consultants and agents with respect to such claim. Such Indemnitee shall be entitled to
participate in (but not control) the defense of any such action, with its own counsel and at its own expense. Each Indemnitee shall, and shall cause each of its Affiliates, officers,
employees, consultants and agents to, cooperate fully with the Indemnifying Parties in the defense of any claim or Proceeding being defended by the Indemnifying Parties
pursuant to this Section 9.04. If the Indemnifying Parties do not assume the defense of any claim or Proceeding resulting therefrom in accordance with the terms of this
Section 9.04, such Indemnitee may defend against such claim or Proceeding in such manner as it may deem appropriate, including settling such claim or Proceeding after giving
notice of the same to the Indemnifying Parties, on such terms as such Indemnitee may deem appropriate. If the Indemnifying Parties seek to question the manner in which such
Indemnitee defended such claim or Proceeding or the amount of or nature of any such settlement, the Indemnifying Parties shall have the burden to prove by a preponderance of
the evidence that such Indemnitee did not defend such claim or Proceeding in a reasonably prudent manner.

9.05 Sole and Exclusive Remedy. Other than with respect to fraud or willful misconduct, the rights set forth in this Article IX shall be Buyer’s sole and exclusive remedy
against the Shareholders for any breach of representation, warranty, covenant or agreement contained in this Agreement and the Ancillary Agreements or in connection with the
transactions contemplated herein.

ARTICLE X

MISCELLANEOUS

10.01 Notices. All notices, requests, demands, claims and other communications hereunder shall be in writing. Any notice, request, demand, claim, or other
communication hereunder shall be deemed duly given (i) if personally delivered, when so delivered, (ii) if mailed, two (2) Business Days after having been sent by registered or
certified mail, return receipt requested, postage prepaid and addressed to the intended recipient as set forth below, (iii) if given by telecopier, once such notice or other
communication is transmitted to the telecopier number specified below and the appropriate telephonic confirmation is received, provided that such notice or other
communication is promptly thereafter mailed in accordance with the provisions of clause (ii) above or (iv) if sent through an overnight delivery service in circumstances to
which such service guarantees next day delivery, the day following being so sent:

If to any Shareholder:
 

 •  To the address of such Shareholder set forth in Exhibit B.

with copies to:
Leonard, Street and Deinard
150 South Fifth Street, Suite 2300
Minneapolis, Minnesota 55402
Attention: James Bertrand
Telephone: (612) 335-1651
Telecopier: (612) 335-1657

 
35



If to Buyer or the Company after the Closing Date:
Korn/Ferry International
1900 Avenue of the Stars, Suite 2600
Los Angeles, California 90067
Attention: Gary Burnison
Telephone: (310) 226-2613
Telecopier: (310) 553-8640

with copies to:
Gibson, Dunn & Crutcher LLP
2029 Century Park East, Suite 4000
Los Angeles, California 90067
Attention: Timothy J. Hart
Telephone: (310) 552-8619
Telecopier: (310) 552-7036

Any party may give any notice, request, demand, claim or other communication hereunder using any other means (including ordinary mail or electronic mail), but no such
notice, request, demand, claim or other communication shall be deemed to have been duly given unless and until it actually is received by the individual for whom it is intended.
Any party may change the address to which notices, requests, demands, claims and other communications hereunder are to be delivered by giving the other parties notice in the
manner herein set forth.

10.02 Amendments; No Waivers.
(a) Any provision of this Agreement may be amended or waived if, and only if, such amendment or waiver is in writing and signed, in the case of an amendment, by

all parties hereto, or in the case of a waiver, by the party against whom the waiver is to be effective.
(b) No waiver by a party of any default, misrepresentation or breach of warranty or covenant hereunder, whether intentional or not, shall be deemed to extend to any

prior or subsequent default, misrepresentation or breach of warranty or covenant hereunder or affect in any way any rights arising by virtue of any prior or subsequent
occurrence. No failure or delay by a party in exercising any right, power or privilege hereunder shall operate as a waiver thereof nor shall any single or partial exercise
thereof preclude any other or further exercise thereof or the exercise of any other right, power or privilege. The rights and remedies herein provided shall be cumulative
and not exclusive of any rights or remedies provided by law.

10.03 Successors and Assigns. This Agreement shall be binding upon and inure to the benefit of the parties hereto and their respective successors and permitted assigns.
No party hereto may assign either this Agreement or any of its rights, interests or obligations hereunder without the prior written approval of each other party, except that Buyer
may, if requested by its lenders or other financing sources, assign its rights hereunder to such parties without the prior written approval of either Company or any Shareholder.
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10.04 Governing Law. This Agreement shall be governed by and construed in accordance with the laws of the State of New York, without regard to principles of conflict
of laws. The parties hereto hereby declare that it is their intention that this Agreement shall be regarded as made under the laws of the State of New York and that the laws of
said State shall be applied in interpreting its provisions in all cases where legal interpretation shall be required. Each of the parties hereto hereby irrevocably and
unconditionally agrees (a) to be subject to the jurisdiction of the courts of the State of New York and of the federal courts sitting in the State of New York, and (b) (1) to the
extent such party is not otherwise subject to service of process in the State of New York, to appoint and maintain an agent in the State of New York as such party’s agent for
acceptance of legal process, and (2) that, to the fullest extent permitted by applicable law, service of process may also be made on such party by prepaid certified mail with a
proof of mailing receipt validated by the United States Postal Service constituting evidence of valid service, and that service made pursuant to (b) (1) or (2) above shall, to the
fullest extent permitted by applicable law, have the same legal force and effect as if served upon such party personally within the State of New York.

10.05 Counterparts; Effectiveness. This Agreement may be signed in any number of counterparts and the signatures delivered by telecopy, each of which shall be an
original, with the same effect as if the signatures thereto and hereto were upon the same instrument and delivered in person. This Agreement shall become effective when each
party hereto shall have received a counterpart hereof signed by the other parties hereto.

10.06 Entire Agreement. This Agreement (including the Schedules and Exhibits referred to herein and the Ancillary Agreements which are hereby incorporated by
reference and the other agreements executed simultaneously herewith) constitutes the entire agreement between the parties with respect to the subject matter hereof and
supersedes all prior agreements, understandings and negotiations, both written and oral, between the parties with respect to the subject matter of this Agreement.

10.07 Captions. The captions herein are included for convenience of reference only and shall be ignored in the construction or interpretation hereof. All references to an
Article or Section include all subparts thereof.

10.08 Severability. If any provision of this Agreement, or the application thereof to any Person, place or circumstance, shall be held by a court of competent jurisdiction
to be invalid, unenforceable or void, the remainder of this Agreement and such provisions as applied to other Persons, places and circumstances shall remain in full force and
effect only if, after excluding the portion deemed to be unenforceable, the remaining terms shall provide for the consummation of the Subject Transactions in substantially the
same manner as originally set forth at the later of the date this Agreement was executed or last amended.

10.09 Construction. The parties hereto intend that each representation, warranty, and covenant contained herein shall have independent significance. If any party has
breached any representation, warranty or covenant contained herein in any respect, the fact that there exists another representation, warranty or covenant relating to the same
subject matter (regardless of the relative levels of specificity) that the party has not breached shall not detract from or mitigate the fact that the party is in breach of the first
representation, warranty or covenant.

10.10 Arbitration.

(a) The parties (such parties being referred to individually as a “Disputing Party,” and, together, as the “Disputing Parties”) agree that any controversy, claim or
dispute arising out of or relating to this Agreement, the Ancillary Agreement or the Subject Transactions, including without limitation the breach, validity or termination
thereof, and any dispute between an Indemnitee and any Indemnifying
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Party under Article IX, shall be finally settled by arbitration before a single arbitrator to be held in the city of New York in accordance with the Commercial Arbitration
Rules of the American Arbitration Association (“AAA”) then in effect (“Rules”). If the parties do not agree upon an arbitrator within 15 days after a party’s receipt of a
demand for arbitration then, upon the written request of either party, the arbitrator shall be appointed in accordance with Rule 11 of the Rules. The arbitration and this
Section 10.10 shall be governed by the Federal Arbitration Act, 9 U.S.C. § 1 et seq., as amended. Judgment may be entered on the Arbitrator’s award in any court having
jurisdiction.

(b) The arbitrator shall consider the dispute at issue in New York, at a mutually agreed upon time within one hundred twenty (120) days (or such other period as
may be acceptable to the Disputing Parties or as directed by the arbitrator) of the designation of the arbitrator. The arbitration proceeding shall be held in accordance with
the rules for commercial arbitration of the AAA in effect on the date of the initial request by the Disputing Party that gave rise to the dispute to be arbitrated (as such rules
are modified by the terms of this Agreement or may be further modified by mutual agreement of the Disputing Parties) and shall include an opportunity for the parties to
conduct discovery in advance of the proceeding using all of the authorized methods of discovery allowed by the Federal Rules of Civil Procedure in effect on the date of
the initial request by the Disputing Party. Notwithstanding the foregoing, the Disputing Parties shall agree that they will attempt, and they intend that they and the
arbitrator should use its best efforts in that attempt, to conclude the arbitration proceeding and have a final decision from the arbitrator within one hundred twenty
(120) days from the date of selection of the arbitrator; provided, however, that the arbitrator shall be entitled to extend such one hundred twenty (120) day period for a total
of two one hundred twenty (120) day periods. The arbitrator shall be bound to follow the laws of the State of New York decisional and statutory, in reaching any decision
and making any award and shall deliver a written award, including written findings of fact and conclusions of law, with respect to the dispute to each of the parties, who
shall promptly act in accordance therewith. Each Disputing Party to such arbitration agrees that any award of the arbitrator shall be final, conclusive and binding and that
they will not contest any action by any other party thereto in accordance with an award of the arbitrator; provided, however that any party may appeal based on statutory
grounds. It is specifically understood and agreed that any party may enforce any award rendered pursuant to the arbitration provisions of this Section 10.10 by bringing suit
in any court of competent jurisdiction.

(c) In the event that arbitrable disputes or claims arise between the Shareholders, on the one hand, and the Buyer, on the other hand, under this Agreement and one
or more additional agreements to which any of the Shareholders, on the one hand, and any one or more of the Buyer or the Companies, on the other hand, are parties, the
parties hereto hereby consent to the consolidating and determination of all such disputes and/or claims in a single arbitration to be held in New York, New York,
notwithstanding any different location designated by another agreement under which one or more of the disputes or claims to be arbitrated has arisen.

(d) All costs and expenses attributable to the arbitrator shall be allocated among the parties to the arbitration in such manner as the arbitrator shall determine to be
appropriate under the circumstances.

10.11 Cumulative Remedies. The rights, remedies, powers and privileges herein provided are cumulative and not exclusive of any rights, remedies, powers and privileges
provided by law.

10.12 Third Party Beneficiaries. Except as specifically provided in Article IX with respect to indemnification provided to the Indemnitees identified therein, no provision
of this Agreement shall create any third party beneficiary rights in any Person, including any employee or former employee of the Companies, Buyer or any Affiliate thereof
(including any beneficiary or dependent thereof).

[signature page follows]
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IN WITNESS WHEREOF, the parties hereto caused this Agreement to be duly executed as of the day and year first above written.
 

SHAREHOLDERS

/s/ MICHAEL M. LOMBARDO
Michael M. Lombardo

/s/ ROBERT W. EICHINGER
Robert W. Eichinger

THE COMPANY

LOMINGER LIMITED, INC.,
a Minnesota corporation

By:  /s/ CARA CAPRETTA RAYMOND
Name: Cara Capretta Raymond
Title:  President

LOMINGER CONSULTING, INC.,
a Minnesota corporation

By:  /s/ ROBERT W. EICHINGER
Name: Robert W. Eichinger
Title:  President

BUYER

KORN/FERRY INTERNATIONAL,
a Delaware corporation

By:  /s/ GARY D. BURNISON
Name: Gary D. Burnison
Title:

 
Chief Operating Officer and
Chief Financial Officer
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EXHIBIT A
CERTAIN DEFINITIONS

The following terms, as used in the Agreement or in any Exhibit or Schedule thereto, have the following meanings:

“Affiliate” means, with respect to any Person, any Person directly or indirectly Controlling, Controlled by or under direct or indirect common Control with such other
Person, through the ownership of all or part of any Person.

“Ancillary Agreements” means the each of the Noncompetition Agreements and the Employment and Consulting Agreement.

“Applicable Law” means, with respect to any Person, any domestic or foreign, federal, state or local statute, law, ordinance, policy, guidance, rule, administrative
interpretation, regulation, order, writ, injunction, directive, judgment, decree or other requirement, of any Governmental Authority (including any Environmental Law)
applicable to such Person or any of its Affiliates or Plan Affiliates or any of their respective properties, assets, officers, directors, employees, consultants or agents (in
connection with such officer’s, director’s, employee’s, consultant’s or agent’s activities on behalf of such Person or any of its Affiliates or Plan Affiliates).

“Business Day” means a day other than a Saturday, Sunday or other day on which commercial banks in Los Angeles, California are authorized or required by law to
close.

“Buyer Transaction Expenses” means any fees, costs and expenses incurred by the Buyer relating to the Subject Transactions (whether incurred prior to or after the
date hereof), including fees and disbursements of counsel, financial advisors, consultants, accountants, actuaries and other advisors.

“Closing Date Cash Balance” means the sum of all cash and cash equivalents as defined by GAAP held by the Companies as of the close of business, Los Angeles,
California time, one Business Day prior to the Closing Date.

“Closing Date Debt” means, as of the close of business, Los Angeles, California time, one Business Day prior to the Closing Date, the Debt of the Companies identified
on Schedule 4.07(d) and calculated in accordance with the payoff letters to delivered pursuant to Section 8.01(p).

“Closing Net Working Capital” means, as of the Closing Date, the amount by which (a) the current assets of the Companies (net of appropriate reserves) on such date
are greater than (b) the current liabilities (excluding Debt, but including phantom stock obligations) of the Companies on such date, in each such case as determined in
accordance with GAAP, except as noted on Schedule 2.04.

“Code” means the Internal Revenue Code of 1986, as amended.

“Company Transaction Expenses” means any fees, costs and expenses incurred by the Companies, or by the Companies on behalf of any Shareholder, in each case
relating to the Subject Transactions (whether incurred prior to or after the date hereof), including fees and disbursements of counsel, financial advisors, consultants, accountants,
actuaries and other advisors plus any special, closing or sale bonuses (exclusive of any bonuses paid in the ordinary course of business, consistent with past practice, under
established Employee Plans or written employment agreements), if any, payable at any time by the Companies in connection with or as a result of the consummation of the
Subject Transactions, including, without limitation, any such amounts payable pursuant to any agreement, arrangement or understanding between either Company, on the one
hand, and any Affiliates of either Company, on the other hand. Without limiting the generality of the foregoing, the Company Transaction Expenses shall include, and the
Companies shall
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reimburse or pay directly, all such fees, costs and expenses of any of the Shareholders incurred on or before the Closing Date to the extent provided in Section 6.02.

“Contracts” means all contracts, agreements, options, leases, licenses, sales and accepted purchase orders, commitments and other instruments of any kind, whether
written or oral, to which either Company is a party on the Closing Date, including the Scheduled Contracts and the Subsequent Material Contracts.

“Control” means the possession, direct or indirect, of the power to direct or cause the direction of the management and policies of a Person, whether through the
ownership of voting securities, by contract, or otherwise.

“Damages” means all demands, claims, actions or causes of action, assessments, losses, damages, costs, expenses, Liabilities, judgments, awards, fines, sanctions,
penalties, charges and amounts paid in settlement, including (i) interest on cash disbursements in respect of any of the foregoing at the Reference Rate, compounded quarterly,
from the date each such cash disbursement is made until the Person incurring the same shall have been indemnified in respect thereof and (ii) reasonable costs, fees and
expenses of attorneys, accountants and other agents of such Person; provided that such Damages have been established in accordance with the terms of this Agreement and the
cause of such Damages is not cured within ten (10) days after notice is given.

“Debt” means any indebtedness of either Company, whether or not contingent, in respect of borrowed money or evidenced by bonds, notes, debentures or other similar
instruments or letters of credit (or reimbursement agreements in respect thereof) or banker’s acceptances or representing capitalized lease obligations or the balance deferred and
unpaid of the purchase price of any property, except any such balance that constitutes an accrued expense or account payable, in each case incurred in the ordinary course of
business, if and to the extent any of the foregoing indebtedness (other than letters of credit) would appear as a Liability upon a balance sheet of either Company prepared in
accordance with GAAP, as well as all indebtedness of others secured by a Lien on any asset of either Company (whether or not such indebtedness is assumed by either
Company) and, to the extent not otherwise included, any guaranty by either Company of any indebtedness of any other Person.

“Employee Payment” means the $700,000 payment described to be paid to Raymond after the Closing pursuant to the Raymond Employment Agreement.

“Environment” means any ambient, workplace or indoor air, surface water, drinking water, groundwater, land surface, subsurface strata, river sediment, plant or animal
life, natural resources, workplace, and real property and the physical buildings, structures, improvements and fixtures thereon.

“Environmental Laws” means all Applicable Laws regulating: (1) the Management, Remediation or Release of Hazardous Substances; (2) the exposure of Persons to
Hazardous Substances; (3) occupational health and safety; or (4) protection of the Environment; including without limitation, the Resource Conservation and Recovery Act, the
Comprehensive Environmental Response Compensation and Liability Act, the Clean Air Act, the Water Pollution Control Act, the Safe Drinking Water Act, and the Toxic
Substances Control Act, and any requirements promulgated pursuant to these Applicable Laws or any analogous state or local Applicable Laws.

“ERISA” means the Employee Retirement Income Security Act of 1974, as amended.

“GAAP” means generally accepted accounting principles in the United States as in effect on the date hereof and applied on an accrual basis.

“Governmental Authority” means any foreign, domestic, federal, territorial, state or local governmental authority, quasi-governmental authority, instrumentality, court,
government or self-regulatory
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organization, commission, tribunal or organization or any regulatory, administrative or other agency, or any political or other subdivision, department or branch of any of the
foregoing.

“Hazardous Substance” means any substance or material: (i) the presence of which requires Remediation under any Applicable Law; or (ii) that is defined as a
“pollutant or contaminant,” “solid waste,” “hazardous waste” or “hazardous substance” under any Applicable Law; or (iii) that is toxic, explosive, corrosive, flammable,
infectious, radioactive, carcinogenic or mutagenic or otherwise hazardous and is regulated by any Governmental Authority having or asserting jurisdiction over either Company;
or (iv) the presence of which causes a nuisance, trespass or other tortious condition; or (v) the presence of which poses a hazard to the health or safety of Persons; or (vi) without
limitation, that contains gasoline, diesel fuel or other petroleum hydrocarbons, polychlorinated biphenols (PCBs), urea formaldehyde, toxic mold or asbestos.

“Income Tax” means a tax based on or measured by net income.

“Indemnifying Party” means: (1) with respect to any Buyer Indemnitee asserting a claim under Sections 9.01 or 11.10, each of the Shareholders; and (2) with respect to
any Shareholder Indemnitee asserting a claim under Sections 9.01 or 11.10, the Buyer.

“Indemnitee” means: (1) each of the Buyer and its Affiliates (including the Companies) and their respective officers, directors, employees, attorneys and agents and the
successors and assigns of each of the foregoing with respect to any claim for which the Shareholders are an Indemnifying Party under Sections 9.01 or 11.10; and (2) each of the
Shareholders and their respective Affiliates and their respective attorneys, agents, personal representatives and heirs and the assigns of each of the foregoing with respect to
claims for which the Buyer is an Indemnifying Party under Sections 9.01 or 11.10.

“Interest Period” shall mean the applicable six-month period during which the Deferred Payment has not yet been paid.

“IRS” means the Internal Revenue Service.

“Knowledge” when applied to the Companies, means the actual knowledge after due inquiry of each of the Shareholders, [Kathryn Sterner, Raymond and Julie Elder].

“Liability” means, with respect to any Person, any liability or obligation of such Person of any kind, character or description, whether known or unknown, absolute or
contingent, accrued or unaccrued, liquidated or unliquidated, secured or unsecured, joint or several, due or to become due, vested or unvested, executory, determined,
determinable or otherwise and whether or not the same is required to be accrued on the financial statements of such Person or is disclosed on any schedule to this Agreement.

“LIBOR Rate” shall mean the rate of interest for the applicable six-month period quoted as the “London Interbank Offered Rates” in the most recently published Money
Rates Section in The Wall Street Journal most recently published prior to the first day of the Interest Period then in effect.

“Lien” means, with respect to any asset, any mortgage, title defect or objection, lien, pledge, security interest, hypothecation, restriction, encumbrance or charge of any
kind in respect of such asset.

“Management” means with respect to any substance or material, the use, possession, distribution, processing, manufacturing, generation, treatment, storage (including in
underground storage tanks), recycling, transportation, Release, Remediation or disposal of such substance or material.

“Material Adverse Effect” means a change in, or effect on, the operations, affairs, financial condition, results of operations, assets, Liabilities or reserves of either
Company, the Business or the Shareholders that results in a material adverse effect on, or a material adverse change in, the Companies (taken as a whole), the Business or the
ability of either Company or the Shareholders to consummate the Subject
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Transactions contemplated hereby, or a material adverse effect on Buyer’s ownership of the Shares or the Assets after the Closing.

“Non-Qualified” means, with respect to any representation or warranty to be made by any party under this Agreement, any such representation or warranty other than
the Qualified representations or warranties.

“Permitted Liens” means (i) Liens for Taxes or governmental assessments, charges or claims the payment of which is not yet due, or for Taxes the validity of which are
being contested in good faith by appropriate proceedings and for which appropriate reserves have been established; (ii) statutory Liens of landlords and Liens of carriers,
warehousemen, mechanics, materialmen and other similar Persons and other Liens imposed by Applicable Law incurred in the ordinary course of business for sums not yet
delinquent or being contested in good faith; (iii) Liens relating to deposits made in the ordinary course of business in connection with workers’ compensation, unemployment
insurance and other types of social security or to secure the performance of leases, trade contracts or other similar agreements; (iv) Liens and Encumbrances specifically
identified in the 2005 Balance Sheet; and (v) Liens securing executory obligations under any Lease that constitutes an “operating lease” under GAAP; provided that, with
respect to each of clauses (i) through (v), to the extent that any such Lien arose prior to the date of the 2005 Balance Sheet and relates to, or secures the payment of, a Liability
that is required to be accrued for under GAAP, such Lien shall not be a Permitted Lien unless all Liabilities secured thereby have been fully reflected as Debt on the 2005
Balance Sheet.

“Person” means an individual, corporation, partnership, limited liability company, association, trust, estate or other entity or organization, including a Governmental
Authority.

“Plan Affiliate” means, with respect to any Person, any employee benefit plan or arrangement sponsored by, maintained by or contributed to by any such Person, and
with respect to any employee benefit plan or arrangement, any Person sponsoring, maintaining or contributing to such plan or arrangement.

“Pro Rata Portion” means with respect to each Shareholder, the percentage set forth after such person’s name in Exhibit B hereto under the column entitled “Pro Rata
Portion.”

“Prohibited Transaction” means a transaction that is prohibited under Section 4975 of the Code or Section 406 of ERISA and not exempt under Section 4975 of the
Code or Section 408 of ERISA, respectively.

“Qualified” means, with respect to any representation or warranty to be made by any party under this Agreement, any such representation or warranty to which a
materiality qualification or condition expressly applies, including, without limitation and by way of example only, any such qualification or condition in the form of “in all
material respects,” “material,” “materially,” “have a Material Adverse Effect” or similar phrases.

“Reference Rate” means — percent (        %) per annum. Notwithstanding the foregoing, in no event shall the rate of interest payable by any party hereto under this
Agreement exceed the maximum rate permitted by Applicable Law with respect to such payments under this Agreement.

“Release” when used in connection with Hazardous Substances, shall have the meaning ascribed to that term in 42 U.S.C. 9601(22), but not subject to the exceptions in
Subsection (A) and (D) of 42 U.S.C. § 9601(22).

“Remediation” means (a) any remedial action, response or removal as those terms are defined in 42 U.S.C. § 9601; or (b) any “corrective action” as that term has been
construed by Governmental Authorities pursuant to 42 U.S.C. § 6924.

“Required Contractual Consent” means, with respect to any Scheduled Contract or Subsequent Material Contract, any consent of any party thereto (other than the
Company) that is required by
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the terms thereof or Applicable Law by reason of the execution and delivery of this Agreement or the consummation of the Subject Transactions in order to avoid any default
thereunder, breach of the terms thereof or material alteration of the terms thereof.

“Subject Transactions” means the transactions contemplated by this Agreement and the Ancillary Agreements.

“Subsidiary” means, with respect to any Person, (a) any corporation as to which more than 25% of the outstanding stock having ordinary voting rights or power (and
excluding stock having voting rights only upon the occurrence of a contingency unless and until such contingency occurs and such rights may be exercised) is owned or
controlled, directly or indirectly, by such Person and/or by one or more of such Person’s Subsidiaries, and (b) any partnership, limited liability company, joint venture or other
similar relationship between such Person (or any Subsidiary thereof) and any other Person (whether pursuant to a written agreement or otherwise).

“Tax” means any (i) federal, state, local and foreign income or gross receipts tax, alternative or add-on minimum tax, sales and use tax, customs duty and any other tax,
charge, fee, levy or other assessment including without limitation property, transfer, occupation, service, license, payroll, franchise, excise, withholding, ad valorem, severance,
stamp, premium, windfall profit, employment, rent or other tax, governmental fee or like assessment or charge of any kind whatsoever, together with any interest, fine or penalty
thereon, addition to tax, additional amount, deficiency, assessment or governmental charge imposed by any federal, state, local or foreign taxing authority, (ii) any liability for
payment of amounts described in clause (i) whether as a result of transferee liability, of being a member of an affiliated, consolidated, combined or unitary group for any period,
or otherwise through operation of law, and (iii) any liability for the payment of amounts described in clauses (i) or (ii) as a result of any tax sharing, tax indemnity or tax
allocation agreement or any other express or implied agreement to indemnify any other person.

“Tax Return” means all returns, statement, reports, forms or other information required to be filed with any taxing authority including schedules thereto.
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 EXHIBIT 31.1

CERTIFICATIONS

I, Paul C. Reilly, certify that:

1. I have reviewed this quarterly report on Form 10-Q of Korn/Ferry International;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made, in light of
the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial condition, results
of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e)
and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:
 

 
a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that material

information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which this report is being prepared;

 

 
b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision to provide

reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally
accepted accounting principles;

 

 c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the
disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

 

 
d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal quarter (the

registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal
control over financial reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant’s auditors and
the audit committee of registrant’s board of directors (or persons performing the equivalent functions):
 

 a) all significant deficiencies and material weaknesses in the design or operation of internal controls over financial reporting which are reasonably likely to adversely
affect the registrant’s ability to record, process, summarize and report financial information; and

 

 b) any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal controls over financial
reporting.

 

By:  /s/ PAUL C. REILLY
Name: Paul C. Reilly
Title:

 
Chairman of the Board and Chief
Executive Officer

Date: September 8, 2006



EXHIBIT 31.2

CERTIFICATIONS

I, Gary D. Burnison, certify that:

1. I have reviewed this quarterly report on Form 10-Q of Korn/Ferry International;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made, in light of
the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial condition, results
of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e)
and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:
 

 
a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that material

information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which this report is being prepared;

 

 
b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision to provide

reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally
accepted accounting principles;

 

 c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the
disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

 

 
d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal quarter (the

registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal
control over financial reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant’s auditors and
the audit committee of registrant’s board of directors (or persons performing the equivalent functions):
 

 a) all significant deficiencies and material weaknesses in the design or operation of internal controls over financial reporting which are reasonably likely to adversely
affect the registrant’s ability to record, process, summarize and report financial information; and

 

 b) any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal controls over financial
reporting.

 

By:  /s/ GARY D. BURNISON
Name:     Gary D. Burnison
Title:

 

    Chief Operating Officer,
    Chief Financial Officer and
     Executive Vice President

Date: September 8, 2006



EXHIBIT 32.1

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350

SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

Pursuant to section 906 of the Sarbanes-Oxley Act of 2002 (subsections (a) and (b) of section 1350, chapter 63 of title 18, United States Code), each of the undersigned
officers of Korn/Ferry International, a Delaware corporation (the “Company”), hereby certifies that, to his best knowledge:
 

 (a) the Quarterly Report on Form 10-Q for the quarter ended July 31, 2006 (the “Report”) of the Company fully complies with the requirements of section 13(a) or
15(d) of the Securities Exchange Act of 1934; and

 

 (b) information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.

Dated: September 8, 2006
 

By:  /s/ PAUL C. REILLY
 Name: Paul C. Reilly

 
Title:

 
Chairman of the Board and Chief
Executive Officer

By:  /s/ GARY D. BURNISON
 Name: Gary D. Burnison

 

Title:

 

Chief Operating Officer,
Chief Financial Officer and
Executive Vice President
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