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The Art of

EARNOUTS
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When Moe, Larry, and Curly had a disagreement, it was

usually nothing that a double-fingered poke in the eyes or

tire-iron over the head couldn't solve. Earnouts, on the other

hand, require a bit more finesse.

An earnout, in a merger-and-acquisition context, is an

arrangement in which the buyer doesn't pay the entire pur-

chase price up front but agrees to pay a certain amount now

and more later depending on how well the business per-

forms in the future. This technique is often used to resolve a

disagreement between the parties about the future perfor-

mance of the target business. Earnouts also provide an

incentive for the seller to support and continue to build the

business. If the acquired company meets its revenue or profit

targets, the earnout will provide additional post-acquisition

consideration.
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