Selling Your Business
1. When you sell your business, you will not be selling the stock if you are incorporated; you will be selling the assets.  
2. Anyone who buys the stock of a non-public company is out of their mind since they would also be buying all known and unknown lawsuits.  No one wants that.  Therefore, they buy the assets instead.
3. Determine if you are a C corporation, S corporation, Partnership, or Sole Proprietorship.

4. The taxation of selling your business if you are an S corporation, Partnership, or Sole Proprietorship is very similar and you will pay only one level of tax at your personal level.  

5. If you were a C corp. at the start of your business and have been an S corp. for less than seven years, some of your selling price will be double taxed (corporation and you) and some single taxed (only you).

6. If you are a C corp., then you will be hit with a double tax.  The first will be a tax on the selling price at corporate rates, and the second will be on the money as you take it out of the company.

Income Taxes and Selling the Assets of Your Business
1. When you are selling the assets of your company, you will need to know which assets

a. Are taxed as ordinary income,

b. Are taxed as capital gains, and

c. Are not taxed at all.

2. To determine that, you need to know if you have been paying taxes on a cash basis or an accrual basis.

3. Accrual basis: if you are on an accrual basis for tax reporting you will pay

a. No tax on

i. The sale of accounts receivable since you have already paid tax on these items and

ii. The book value of the inventory and the tax book value of equipment;

b. Ordinary income tax on

i. The valuation placed on inventory that is greater than the book value,

ii. The selling price of the depreciable assets (equipment and machinery) that is greater than the tax book value,

iii. Non-compete agreements, and

iv. Consulting agreements (these will also be taxed for self-employment tax);

c. Capital gains tax on Goodwill
i. All other money received in excess 3a and 3b above.  If you own a C corp., then there are no capital gains and this is taxed at corporate ordinary income tax rates.
4. Cash basis: if you are on a cash basis for tax reporting you will pay

a. No tax on

i. The book value of the inventory and the tax book value of equipment;

b. Ordinary income tax on

i. The value of accounts receivable (since you have not paid tax on this yet),

ii. The valuation placed on inventory that is greater than the book value,

iii. The selling price of the depreciable assets (equipment and machinery) that is greater than the tax book value,

iv. Non-compete agreements, and

v. Consulting agreements (these will also be taxed for self-employment tax);

c. Capital gains tax on Goodwill
i. All other money received in excess 4a and 4b above.  If you owe a C corp., then there are no capital gains and this is taxed at corporate ordinary income tax rates.

Income Taxes and Selling the Liabilities of Your Business

1. The sale of the liabilities of your business can be rather confusing.
2. You have some choices:

a. Sell the liabilities to the buyer of the assets OR
b. Keep the liabilities and pay them off with the proceeds of the sale.

3. For tax purposes, these come out the same.

a. If you sell the liabilities to the buyer, this lowers the amount of money that the buyer will give to you for the sale of the assets since they will be paying the liabilities off.

b. If you keep the liabilities, the buyer will give you more money to pay off the liabilities.

4. If you sell the liabilities to the buyer and they give you less money, 

a. Then the sale of the liabilities is treated as if the buyer gave you the cash and you paid off the liabilities and 

b. You will have to treat the sale of the liabilities as cash proceeds from the sale of the assets.

Income Tax Planning for the Sale of Your Business

1. What do you want to do as a seller?

a. You will be stuck with the value of the receivables and the liabilities.

b. You want the sale of the inventory to be at book value.

c. You want most of the selling price to go to goodwill where you will pay capital gains tax.*   The buyer will want the least amount of value assigned here.
d. This means that you want as little of the money that you get assigned to the sale of equipment, which will be tax at ordinary income rates.  The buyer will want the most value assigned here.
e. Non-compete agreement: The buyer will want some lower value should be assigned here to make the contract legally binding, but they will not want a larger amount here since they will have to write this off over 15 years.
f. Consulting agreement:  The buyer will want a larger value assigned here because the can expense it as it is paid, but you will not want any value assigned here since it will be taxed at ordinary income rates and at self-employment tax rates.
2. But wait, you have a problem.

a. You want lower amounts assigned to some assets and the buyer want higher amounts.

b. This is where negotiation comes in and you will have to do the best you can.  You cannot have it all.

c. The contract must state which asset categories are being assigned what values since a form must be attached to your tax return and their tax returns that matches as to the values and the categories.

State of Washington Taxes and the Sale of Your Business

1. There are several taxes that will impact the sale of a business:

a. Sales tax and

b. Excise or Business and Occupation Tax.
2. Sales tax will apply to the sale of non-manufacturing equipment.  There is no sales tax on the sale of manufacturing equipment.
3. Excise tax will apply to the sale of inventory.

4. Excise tax will apply to the sale of accounts receivable if you are on a cash basis of accounting.

5. No tax should apply to non-compete agreements.
6. Excise tax will apply to consulting agreements.

7. No tax should apply to the sale of goodwill.  Therefore, you want the most assigned here.
* During years where you have large capital gains usually from the sale of a business, you may end up paying alternative minimum tax that is a higher tax rate than the capital gain tax rate on some of all of the capital gain from the sale of the business.

