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Selling in 2010 Makes Good Tax Sense

Introduction
     There were 66 million babies born between 1945 and 1964.  The era was known as the “Baby-Boom” and the “Boomers” are reaching retirement age.  In fact, the oldest are now turning sixty-six and the youngest are embarking on their forties.  As such, many of these people have worked hard throughout their lives and have built businesses from the ground up.  A very considerable amount of wealth has been created and those owners are now looking to retire or move on from their businesses.
     Currently, in 2010, we have favorable tax rates which allow you and your company to pay less taxes on the sale of the business as opposed to waiting until 2011.  During the Bush administration, both capital gains and dividend tax rates were decreased to 15%.  Those tax cuts are now set to expire December 31, 2010.  The rates coming in 2011 will be 20% for capital gains and the ordinary tax rate for dividends can be as high as 39.6%.
Capital Gains

     The capital gains rates are currently 0% and 15%.  Historically, the capital gains rates have been as high as 20%.  This means that capital gains will be taxed at 0% if the combined Adjusted Gross Income of the selling taxpayer (including capital gains) is at or below the two lowest tax brackets.  The amount of capital gains earned by a taxpayer that are at or over the 25% bracket are currently taxed at 15%. These new rates produce much more favorable tax consequences than in past years.

     For example, if a company is sold and capital gains are determined to be $1,000,000, in this tax year, the seller of the company would pay $150,000 in capital gains taxes as opposed to $200,000 in a future year.   The result is a tax savings of $50,000 just given the fact that the sale happened this year as opposed to next year.

     Unless Congress acts to the contrary, the capital gains tax will go up in the next year.  If you fail to take gains this year, they will be taxed harsher next year.

Dividends

     If you own stock in a C Corporation you most assuredly have had, at one time or another, dividends distributed to you.  Currently, and for the good part of the past decade, dividends were taxed at 15%.  No matter what income level you were at, dividends received a preferential rate making the C Corporation a good buy and a good business entity for tax purposes.  The laws giving rise to 
the preferential treatment are now coming to an end as of December 31, 2010 as well.  On January 1, 2011, dividends will be taxed at the ordinary income tax rate of the taxpayer.

     Here, the significance is that this year is a very opportune time to cash in corporate retained earnings. This is sometimes done during business sales to cash out the retained earnings, lessening the tax burden.   If this is done in 2010, the tax rate will be 15%.  Next year, dividends are taxed at a maximum rate of 39.6%, as the ordinary income tax rate regains its old position as well.
     To illustrate the point, a taxpayer in 2010 who cashes out retained earnings of $1,000,000 will pay $150,000 in taxes.  Next year, the same taxpayer could pay up to $396,000, well over double the 2010 tax consequence.  This is a difference of $246,000 for the same amount of dividends distributed to the same person.

Conclusion
     With the imminent increase in the capital gains tax and the dividend tax rates, owners of closely-held businesses are well advised to sell their businesses this year as opposed to next in order to take advantage of the lower tax rates.  Your business sale this year resulting in a $3,000,000 gain is a mere $450,000 in tax.  Next year, a $3,000,000 gain could result in $600,000 due.  The difference in taxes between the two years is considerable.   If you are interested in discussing your succession or exit plan, please contact The Center at (618) 997-3436 and ask to speak to one of our professionals.                                                7-10
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Stockholders (owners) of closely-held business corporations should focus their attention on business planning, direction, and related tax matters at least once a year. Inevitably, the following questions should be addressed:

· Am I provided with timely and relevant information in making my business decisions?

· What steps should be taken for year-end income tax planning?

· How do the recent tax law changes impact my current plans for my company?

· Is the asset composition of my company structured to derive maximum tax advantages?

· What is my business really worth?

· Will I, as an owner, be able to enjoy retirement without incurring unnecessary expenses?

· Do I really know where my cash comes from and where it goes?

· Do I have a business plan and is it current?

The Center for Financial, Legal and Tax Planning, Inc. has the expertise that enables its personnel to respond quickly and effectively to these and other business questions. Our objective is to help with the important decisions necessary to enable you to make the best use of your business resources.
Expertise exists in each of the following ten areas:

1.
Accounting Services
6.
Investment Analysis

2.
Budgeting & Cash Flow
7.
Mergers & Acquisitions

3.
Business Succession
8.
Retirement & Estate Planning

4.
Business Valuation
9.
Strategic Planning

5.
Income Tax Planning
10.
Tax Aspects of Business Decisions

The Center’s broad experience in solving problems of the closely-held company and its owners includes the                           ability to formulate a complete financial plan as well as provide financial tax planning services. The Center is a leader in financial and tax planning for the closely-held business and has developed the expertise necessary to respond to client needs. The Center can coordinate this multi-faceted process for you in an unbiased fashion. Personnel do not sell investments. Advice is offered because it is right for you, not because a product needs to be sold. All advice of The Center is independent and objective of any product bias.
If you would like to receive the Financial, Legal & Tax Advisory by email, please send an email to trish@taxplanning.com.
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August 19-21 – Cambridge, MD


Speaking at Embassy Buying Group





September 27 – Charleston, SC


Speaking at CETA





September 29 – Kiawah Island, SC


Speaking at American General Life Companies
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