
 

  

FOR MORE INFO CONTACT: 
Corporate Finance Associates 
Offices Worldwide 
 
T/ 949.305.6510 
F/ 949.305.6713 
E/ info@cfaw.com 

NOTICE: 
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According to a recent report published by GF Data, a database of private transactions, in 2021 rollover 
equity contributions by sellers were part of the deal structure on 38.2% of all transactions, down from a 
high of 43.5% of transactions in 2020.  In 2020, at the peak of the Pandemic, the difference between 
valuations of deals with vs. without earn-outs virtually disappeared.  Last year the gap returned, with 
valuations of transactions without seller financing/earn-outs (SFE) averaging 7.5x earnings vs. 7.0x for 
those deals incorporating SFE.   
 
Earn-outs are used to bridge the value difference 
between the historical earnings and the future 
earnings of the company.  Earn-outs are a way for 
the seller to be paid cash at close based on the past 
performance while also allowing them to reap 
additional rewards for the agreed upon future 
performance when and if it happens. PE firms use 
rollover equity to align the sellers’ interests with 
their own. Rollover equity is often appealing also 
to sellers because it gives them an opportunity to 
achieve substantial additional gains on their 
investment in the newco post-close. 
 
Some sellers push back against seller notes saying 
“I’m not financing the sale of my company”; but 
knowledgeable sellers often consider seller 
financing to be an enhancement to their 
transactions. First, it may be what is required to 
get the deal done. Second, seller notes can be a 
good investment. With low bank interest rates 
and a volatile stock market, a seller note with a 
negotiated prime plus interest rate can be a nice 
tax efficient payment stream to complement the cash at close. 
 
Rollover equity, seller notes and earn-outs are effective tools that bring buyers and sellers together in a 
deal and that can be used to provide mutual benefits years down the road. 
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