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Abstract: Earnouts is one innovative of payment method of foreign mergers and acquisitions practice, and has been

used increasingly in recent years. This paper describes the concept of earnouts, theory and empirical research, and

concludes the design practices and implementation difficulties of earnouts. Earnouts is significant for the payment

method innovation of M&A in China. Earnouts can produce the risk reduction mechanism and the retention bonus

mechanism to reduce the problem of adverse selection and agency costs, thereby creating value for both sides of

M&A. A successful Earnouts depend on skilled design practices, but also upon fully understanding the defects and

implementation difficulties.
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