
 

Do I feel lucky? 
 

 

Most people who read this line conjure up the image of Clint Eastwood pointing a .44 Magnum, wondering 

aloud if he shot 6 times or only 5; after listening to the rhetoric of the current Presidential campaign regarding 

tax rates on the “super-wealthy”, I can’t help but ask the same question of business owners who might be 

considering selling their business any time in the next 4 or 5 years. 

 

In an article I wrote in December 2009 called, “The Tax Man Cometh”, I presented several hypothetical 

scenarios demonstrating the potential negative impact that even a slight increase in the capital gains tax rate 

could have on the net after-tax proceeds from the sale of a business.  Following up on his State of The Union 

address on January 24, 2012, President Obama has repeatedly called for implementation of the so-called 

“Buffett Rule”, which, if enacted, would impose a minimum effective tax rate of 30% on those “super-wealthy” 

individuals making in excess of $1,000,000 per year.  For the truly “super-wealthy” like Warren Buffett, paying 

30% of their annual million dollar plus earnings is probably something they can live with.  For a business owner 

selling a business once in his or her lifetime, this tax increase could have a significant impact on their long-term 

financial well-being. 

 

Many business owners have deferred implementing an exit strategy for the past several years hoping that the 

economy (and the value of their businesses) would recover rapidly.  While we are seeing signs of a modest 

recovery, it has certainly not been rapid, and is not likely to be so for the foreseeable future.  As such, business 

owners who have been putting the decision off, or who are planning to exit within the next 4 or 5 years are 

faced with a difficult decision – sell now while tax rates are favorable, or wait and see what happens with tax 

rates and the economy.  If the decision is to wait, and the Buffett Rule (or something like it) goes into effect, I 

believe it will take at least 4 or 5 years before the value of most businesses will appreciate enough to negate 

the after-tax impact of the tax increase.  Do I think this will happen?  The honest answer is, “I don’t know”.  But 

I do know that I wouldn’t want “luck” deciding my fate. 

 

To illustrate the potential impact of a major tax change, let’s revisit one of the examples from my December 

2009 article that compared a hypothetical transaction under the current tax code to several hypothetical 

future transactions under a new tax code.  For purposes of the example, the Baseline Transaction is a 

hypothetical transaction that occurs in 2012 involving the sale of the stock of an S Corporation whose 

shareholders have a zero basis in their stock (not an unusual occurrence).  The purchase price for the stock is 

$5,000,000 but is predicated on the sellers paying off $2,000,000 in bank debt at the closing.  The company 

resides in a state with a 5% capital gains tax rate.  In most cases, the taxable gain from a sale of stock would be 

treated as a capital gain and thus at the current federal rate of 15%, the total taxes due from the shareholders 

would be $1,000,000 (15% federal plus 5% state on $5,000,000 in taxable gain), resulting in after-tax proceeds 

of $4,000,000.  From this $4,000,000 the $2,000,000 in bank debt must be paid resulting in net after-tax 

proceeds of $2,000,000. 

 

To compare the Baseline Transaction to future hypothetical transactions, I made the following additional 

assumptions: 

• The value of the company increases at a rate of 7% annually.  (Note: this is an aggressive assumption given 

current expectations regarding the speed of an economic recovery.) 

• The “time value of money” is 4% annually.  In other words, a dollar today is worth 4% more than a dollar 

received next year, which is worth 4% more than a dollar received the year after that, and so on. 

 



Based on these assumptions, the table below illustrates the potential impact of the “Buffett Rule” on both the 

real and present value of the after-tax proceeds from a sale in the 5 years following the 2012 Baseline 

Transaction.  On a real dollar basis, it would take until 2016 to get back to the same after-tax proceeds that 

would be generated in 2012.  On a present value basis, that “break-even” point is not even on the chart.  In 

fact, based on these assumptions, it would take until 2020 to achieve the same after tax proceeds on a present 

value basis as would be generated in 2012. 

 

 
 

While hypothetical, these examples have the potential to become very real, very quickly.  Can I tell for certain 

who will win the presidential election or control the Congress?  No, I can’t.  Can I tell for certain what the pace 

of our economic recovery will be?  No, I can’t?  So I ask you, “Do You Feel Lucky?” 
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