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EARNOUTS
Basics of 
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What is an Earnout?

A contingentelement of the acquisitionôs 

purchase price determined post-closing based 

on the target businessôs performance against 

certain contractually defined criteria or 

benchmarks.
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Illustration of Earnout as Component of            

Total Purchase Price

Closing Consideration ï12/31/09 $100

+/- Net Working Capital Variance from Peg ï2/28/10 5

+ Earnout Amount ï12/31/10 10

Total Purchase Price $115

Where 2010 EBITDA was $22 million, and the Earnout 

Amount is defined by the Earnout Agreement to equal 5x 

EBITDA during 2010 in excess of $20 million.



Why Do Parties to Deals Utilize Earnouts?

ÅEffective negotiating tool when differing perspectives       

on value and/or outlook for the target business.

9



Uncertainty to 
Overcome in 

Price 
Negotiations

New Market

Unreliable 
Historical 
Financial 

Information

Small 
Companies

Entrepreneurial 
Seller

Recent 
Restructuring

Established 
Company with 

Uncertain Future

Limited 
Historical 

Operations

Unproven 
Product

10


