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Course Summary

After completing this Course, an Accountant will achieve an understanding of
the issues and considerations involved in the review of the taxation of a
business sale.

The Course will prepare the Accountant to understand and plan the tax
structure of the sale of a business whether it is a sale of assets or the sale of
stock. This is achieved through the presentation of materials and interactive
exercises.

Course Content

The Practice Units are as follows:

Unit One — Introduction

Unit Two — Sale Of Stock

Unit Three — Sec. 338 Stock Acquisition
Unit Four — Other Issues With Stock Sale
Unit Five — Sale Of Assets

Unit Six — Corporate Liquidation

Learning Objective

This Course consists of Six Practice Units, and Twelve Interactive Exercises.
You must complete the Interactive Exercises for each Unit before going on to
the next Practice Unit. The Exercises are not an examination to be graded,
but rather are designed to allow you to both test your understanding of the
material and to give you interactive feedback as a learning tool as you
progress through the Course.

CPE Examination

At the end of Unit Six, after you will have completed the Course Material,
you will be given an opportunity to take the CPE Examination. In order to
receive your Certificate of Completion and CPE Credit you must complete the
CPE Examination and answer 70% of the Questions correctly. If your score
is less than 70% you may retake the Examination as many times as you like
until you correctly answer at least 70% of the Questions. The Examination
expires within one year from the date of purchase, therefore participants
must complete the program within one year of purchase.



Introduction.

UNIT ONE - Introduction

Stock Sale v. Asset Sale

This Program - This program will
provide an overview of the
taxation of a sale of an
incorporated business.

Mr. Seller is the owner of 100% of i

the issued and outstanding stock

of ABC, Inc., an incorporated

business, which is treated as a C Corporation for tax
purposes. Mr. Buyer wants to buy the business
operated by ABC, Inc. The question becomes
whether the sale should be structured as a purchase
of Mr. Seller’s stock or the sale of the assets of ABC,
Inc.

Stock Sale.
1. The Seller - Generally a Seller prefers a Stock Sale
because:

a. The Seller receives capital gain treatment on the sale of

stock; and
b. The Seller avoids a second level of taxation from the asset
sale.



D. Asset Sale.

1.

The Buyer — A Buyer will not generally favor a Stock Sale

because:

a.

b.

The Seller’s liabilities may be assumed by the Buyer
in a Stock sale; and
The Buyer receives a carry-over basis in the assets.

The Seller will generally be adverse to an Asset Sale because
of the “double tax” potential which results when a corporation
sells assets and subsequently liquidates.

A Buyer will prefer an Asset Sale because:

a.

The Buyer does not assume all of Seller’s liabilities:

1)

Liabilities of a selling corporation may be

imposed on the purchaser of it assets in the following
situations:

b.

(a) There is an express or implied
assumption of the liability.

(b) The transaction amounts to a de facto
merger or consolidation.

(c) The purchasing company is merely a
continuation of the selling corporation.

(d) The transfer is without adequate
consideration and there has not been adequate
provision for the creditors of the seller.

(e) The purchasing corporation undertakes
essentially the same manufacturing operation as
the selling corporation (the “product -line”
exception).

In an Asset Sale the Buyer will receive a cost

in basis in the assets acquired equal to the purchase
price, i.e. a “step up”.



UNIT TWO — Sale of Stock

Sale of Stock — In General.

A. Overview.
Sale of Stock
1. Because shares of stock ol
. Seller
are capital assets, a Seller _
will recognize capital gain = l‘;f;fﬁ:js
or loss on the sale equal to 2L = Capital Gain

the the Net Sales Price less
the Adjusted Basis of the

Stock Sold.
2. The Buyer on the other
hand - Sale of Stock
Buyer

a. Generally the buyer N

H @ »s P‘IS =z > = Carryover Basis in
recelves a ‘carry over W THE ) = Assets
basis in ’Fhe assets of the_ <% ‘ > Basis in Stock =
corporation whose stock is - Skl 0 Purchase Price
purchased.
b. In a Stock Sale the

Buyer will receive a basis in the stock purchased equal to
its purchase price.

B. Exceptions - There are important exceptions to capital gain or
loss treatment, and ordinary income or loss may result in the
following situations:



8306 Stock - If the stock sold is “Section 306" stock,
ordinary income may result unless the sale completely
terminates the seller’s interest in the corporation. See IRC
8306.

2. 81244 Stock - If the stock
&‘ meets the statutory criteria for

S of Suock Exceptions “small-business-corporation

Sec. 306 Stock stock”, ordinary loss may be
> Sec. 1244 Stock recognized. See IRC §81244(a),

> Qualified Small (©);

Business Stock

=>»Consideration Not

for Stock 3. Qualified Small Business Stock
— If stock meeting the definition
of “qualified small business

stock” is sold, the gain may qualify to be “rolled over” or
excluded from income.

4, Consideration Not for Stock.
Section 306.
1. Upon disposition or redemption of 8306 stock, the amount
realized is generally treated
as ordinary income with
R . . Sale of Stock Sec. 306 Stock
some limitations. e —
= Preferred stock -
-— non-taxable dividend
2. “8306 Stock” is defined ; raxires retrganizaion
as: % \ SE&P

=>Ordinary income

a. Stock, other than
common stock,
distributed as a non-
taxable dividend to the Seller; or

b. Stock, which is not common stock, received by the
Seller as part of a tax free reorganization or tax free
division;

C. If in either case the distributing corporation has

Earnings and Profits.



D.

Section 1244 Stock.

1.

An individual may take an ordinary loss deduction for loss

sustained on the sale,

exchange, or worthlessness Sele: of Stock Sec. 1244 Stock

of 81244 stock. O

a. The maximum -> “Small Business Corporation”
amount deductible as
an ordinary loss in
any tax year is
$50,000 ($100,000
on a joint return).

b. However, for 81244 stock purchased before
November 6, 1978, the maximum amount deductible
in any tax year is $25,000 ($50,000 on a joint
return).(IRC 81244 (a)-(b)).

C. For purposes of determining a net operating loss,

any loss treated as an ordinary loss on 81244 stock
is treated as a business loss of the taxpayer.

For stock to qualify as §1244 stock, it must be stock of a
domestic corporation (including preferred stock) issued
after November 6, 1978, and which meets the following
requirements (IRC 81244(c)):

a.

b.

The stock must have been issued to an individual
stockholder or his partnership in exchange for money
or other property but not stock or securities (while
the stock may be issued to a partnership, only
individuals who are partners at the time the stock is
acquired may take an ordinary loss).

The issuing corporation must be a “small business
corporation”.

(1) A small business corporation is defined as a
corporation that at the time the stock is issued the
aggregate amount of money and other property
(taken into account at its adjusted basis) received by



the corporation as a contribution to capital, and as a
paid-in surplus (not only for the stock in question but
any previously issued stock) does not exceed $1
million. (Note: qualification as a small business
corporation under the S corporation rules does not
automatically qualify a corporation's stock for §1244
purposes); and

(2) During the corporation’s five most recent tax
years ending before the date the stock is sold by the
taxpayer, more than 50 percent of the gross receipts
of the corporation was derived from sources other
than royalties, rents, dividends, interest, annuities,
and gains from the sales of securities

(Note: the corporation must be largely an operating
company, meaning that ordinary loss treatment
under 81244 is not available to corporations with
little or no gross receipts, Reg. 81.1244(c)-1(e)(2)).

E. Rollover of Capital Gain from “Qualified Small Business Stock”.

1. A non-corporate taxpayer may elect to roll over capital
gain from the sale of “qualified small business stock” held
for more than six months if other qualified small business
stock is purchased during the 60-day period beginning on
the date of sale.

2. The replacement stock must meet the active business
requirement for the six-month period following its
purchase.

3. Except for purposes of determining whether the active

Sale of Stock

business test six-month holding period
€ is met, the holding period of the stock
Oualiied Smal N purchased includes the holding period
Business Stock - of the stock sold.

Roll Over

Anoncorporate taxpayer
may elect to roll over capital

4. Gain will only be recognized to
stock hetd for more than six the extent that the amount realized on

small business stock is

purchased during the 60-day
period beginning on the date
ofsale



