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POTENTIAL TAX REFORM IMPACT ON M&A
OVERVIEW
The Biden administration has indicated it will push for a tax increase on high-income earners at some point. While the 
exact framework and timing of these tax proposals is still to be determined, business owners contemplating a sale of their 
businesses in the next few years should consider these potential tax increases as they determine their timeline.

KEY MODIFICATIONS WITHIN THE PROPOSED TAX PLAN
• A 15% corporate minimum tax on companies with  book income exceeding $1 billion

• A 5% surtax on modified adjusted gross income that exceeds $10 million, with an additional 3% tax on income that 
exceeds $25 million

• Expanding the 3.8% net investment income tax to cover business income of single filers earning more than $400,000 
and joint filers making more than $500,000
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The analysis below illustrates the tax implications of a transaction with $100 million enterprise value under both the 
current tax law and the proposed tax plan. The seller would require an additional $31.2 million in a stock sale and an 
additional $20.8 million in an asset sale to net the same amount of after-tax proceeds under the proposed tax plan as they 
would be afforded under the current tax law.

FOR MORE INFORMATION please contact Melissa Pozniak at mpozniak@bkd.com 
or William Weatherford at wweatherford@bkd.com

($ in millions) TAX PLAN STOCK SALE ASSET SALE
Current Proposed Current Proposed Gross up Current Proposed Gross up

Enterprise Value  $100.0  $100.0  $116.8  $100.0  $100.0  $116.8 

(+) Assumed Liabilities  $-    $-    $-    $10.0  $10.0  $10.0 

Adjusted Sales Price  $100.0  $100.0  $116.8  $110.0  $110.0  $126.8 

Basis  $10.0  $10.0  $10.0  $20.0  $20.0  $20.0 

Total Taxable Gain  $90.0  $90.0  $106.8  $90.0  $90.0  $106.8 

Gain attributable to hot assets 
(taxed as ordinary income)  n/a  n/a  n/a  $30.0  $30.0  $30.0 

Capital Gain  $90.0  $90.0  $106.8  $60.0  $60.0  $76.8 

Tax on Hot assets 29.60% 33.40%  n/a  n/a  n/a  $8.9  $10.0  $10.0 

Long-term Capital Gains Tax 20.00% 23.80%  $18.0  $21.4  $25.4  $12.0  $14.3  $18.3 

State Income Tax (assumed 4.95%) 4.95% 4.95%  $4.5  $4.5  $5.3  $4.5  $4.5  $5.3 

NIIT 0.00% 3.85%  $-    $0.4  $0.4  $-    $0.8  $0.8 

Surtax for taxpayers over $10M 0.00% 5.00%  $-    $4.5  $5.3  $-    $4.5  $5.3 

Surtax for taxpayers over $25M 0.00% 3.00%  $-    $2.7  $3.2  $-    $2.7  $3.2 

Total Tax  $22.5  $33.1  $39.2  $25.3  $36.0  $42.1 

Net Cash to Sellers  $77.5  $66.9  $77.6  $74.7  $64.0  $74.7 

Reduction in transaction proceeds due to proposed tax changes  $(10.6)  $0.0  $(10.6)  $0.0 

Example assumes entity is classified as an S corporation with an active owner; therefore, the marginal ordinary 
income tax rate is 29.6% versus 37% and no Net Investment Income tax.

This analysis includes various assumptions and actual results will likely vary.

Assumes taxpayer exceeds NIIT and surcharge thresholds prior to sale.


