
FIXED PRICE vs. EARN OUT 
Which should you choose?

There are two basic ways to buy a book of business: through a fixed-price purchase or 
a variable-price purchase—better known as an “earn out.” There are several factors that 

advisors should consider before making this choice. Below are the pros and cons of 
each type of payment for both the seller and buyer.

BUYER SELLER

PROS PROS

• More risk to buyer owing to the larger down 
payment (50-75%).

• Limited upside potential.

CONS CONS

• Clear understanding of cost of book from Day One.
• Knowledge that the buyer is paying market price 

for book.
• Contract contingencies protect against client 

attrition and other risks. 
• Potential discount on book given the larger down 

payment.
• Seller involvement limited to 12-18 months (tied to 

contingencies).
• Seller motivated to transition clients quickly. 
• Usually financed over 10 years, creating positive 

cash flow from Year 1. 
• More attractive to the seller in a seller’s market.

• Larger down payment means the seller was able 
to monetize more of the book and less of it is at 
risk.

• Understands the expected payout for the book 
and knowledge that they received market value.

• Able to invest the proceeds sooner, potentially 
creating more income post-transaction.

FIXED PRICE (with Contingencies)
DEFINITION: A fixed purchase price is determined at the deal closing, but some of the payment—

up to 50%—is held back until the book’s transition is complete.
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EARN OUT
DEFINITION: A portion of the purchase price is calculated as a percentage of production. 

• Seller’s involvement is extended. This may 
interfere with the buyer’s ability to update the 
practice. 

• Seller’s taking on risk creates a case for a premium 
to the seller, so the buyer may overpay for the 
book.

• Buyer pays based on revenue regardless of 
whether increased income is due to the seller’s 
efforts, market activity or the buyer’s hard work.

• Cash flow is constrained for extended period. 
Typically the seller wants to be paid out over 3-5 
years. 

• Seller usually remains licensed to receive 
registered income.

• Seller can participate in growth of the practice 
value throughout the transition.

BUYER SELLER

PROS PROS

CONS CONS

• Less cash in hand. The seller typically makes 
a small down payment (as little as 30%) and 
the remainder of the purchase price is received 
through the earn out.

• The earn out is subject to the buyer working the 
book, market activity and other factors that may 
reduce the payout, and ultimately the seller could 
receive well below the market value for their book.

• Buyer pays seller based on what the book actually 
produces, which protects against client attrition or 
a market reversal.

• Seller bears a share of the risk of the transaction.
• Seller is motivated to assist with transitioning 

clients.


