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RESEARCH & PUBLICATIONS

TAXATION OF AN ASSET SALE 
IN A FINANCIAL SERVICES PRACTICE

The basic starting point for many buyers and sellers of independent 
financial services businesses is choosing between an asset sale and 
a stock sale. As a general rule, most external transactions (between a 
selling advisor and a third-party buyer) are structured as asset sales. Most 
internal transactions (between partners, between an employer and an 
employee, or between family members) are structured as stock sales. 
Unlike the buyer of stock in a stock sale, an asset buyer does not assume 
any of the business’s liabilities, nor does the buyer become subject to 
suits against the business for its prior activities. This white paper focuses 
on the tax treatment of the asset-based sale; for information on internal 
stock-based transactions, please see FP Transitions’ white paper The 
Lifestyle Succession Plan.

In an asset-based transaction, the assets to be acquired or sold are 
specified in the Purchase and Sale Agreement, and then valued as part 
of a tax allocation process. In other words, the buyer and seller agree in 

writing in the Asset Purchase Agreement exactly how much the buyer is paying for each of the seller’s 
primary assets. The total of the allocations will equal the purchase price, which is the practice’s value at 
the time of closing. In general, the purchase price is allocated among four primary asset classes:

a) Seller’s goodwill and other capital assets

b) Seller’s post-closing consulting support

c) Seller’s agreement not to compete, solicit or serve the client base in transition

d) Seller’s furniture, fixtures and equipment

Depending on how the total purchase price is allocated among the various assets, an asset transaction 
can provide favorable tax consequences for both parties.

The buyer, for example, acquires a new cost basis in the assets, which may allow for a larger depreciation 
deduction to be taken. In addition, buyers typically are able to write-off the entire purchase price over 
time rather than simply acquiring basis in their investment. The seller must pay taxes on the difference 
between his or her basis in the assets and the price paid by the buyer for the business assets, but the 
portion of the purchase price allocated to the capital assets (goodwill, client list, cash flow, etc.) usually 
results in long-term capital gains tax treatment to the seller for the majority of the purchase price.

The table in Figure 1 presents the tax treatment from the buyer’s and seller’s perspective in an asset-
based transaction.

The bulk of the sale price is usually allocated to the client list and to the seller’s name and goodwill, 
all of which are taxed at capital gains rates. (That percentage of the sale price may be lower if the sale 
of the business includes real estate.) The remainder of the sale price is then usually allocated to the 
seller’s post-closing support in the form of a Consulting Agreement, and to a Non-Competition/Non- 
Solicitation Agreement - both of which are taxed as ordinary income. Only a small amount of the sale 
price is typically allocated to electronic equipment, furniture and fixtures.

KEY POINTS
1.  An asset sale of a financial advisory 

business can provide the seller with 
many of the tax benefits of a stock sale, 
without the buyer incurring the liabilities 
that come with purchasing stock.

2. The seller can receive favorable tax 
treatment because, typically, most of the 
assets in a financial advisory business 
are subject to capital gains rates.

3. The buyer and seller will need a properly 
drafted Asset Purchase Agreement, 
Consulting Agreement, and Non-
Competition/Non-Solicitation Agreement 
to achieve the intended results.
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This chart shows how the buyer can expense or depreciate the purchase price and how the seller must report that gain.

Because most of the assets in a financial advisory business are capital assets, an advisor who sells his 
or her business in an asset sale receives much of the favorable capital gains treatment afforded by a 
stock sale. At the same time, the buyer receives a greater basis in the assets purchased, the ability to 
write-off the entire purchase price over time, and does not take on any of the business’s downsides in 
the form of liabilities and potential lawsuits. For these reasons, the asset sale is the most popular type 
of transaction between sellers and third-party buyers.

In sum, sellers often misunderstand the nature of an asset sale, and prefer a stock sale to take advantage 
of long-term capital gains tax rates. With proper deal structuring and guidance, sellers can receive 
long-term capital gains tax rates for the sale of certain capital assets as well, resulting in almost no tax 
difference between a properly structured asset sale and a stock sale.

How Asset Sales are ReportedFIGURE 1

Types of Assets Life of Asset on Buyer’s Tax Return Reported on Seller’s Tax Return

Client List 15 years Capital Gain

Seller’s Name & Goodwill 15 years Capital Gain

Non-Competition Agreement 15 years Ordinary Income

Seller’s Continued Assistance After Sale Expensed as paid Ordinary Income subject to FICA tax

Computer & Other Electronic Equipment 5 years with option to expense in first year
Capital Gain with recapture of 

depreciation as ordinary income

Furniture & Fixtures 7 years with option to expense in first year
Capital Gain with recapture of 

depreciation as ordinary income

Office Supplies Expensed as paid Ordinary Income

Leasehold Improvements 39 years or expensed when abandoned
Capital Gain with recapture of 

depreciation at 25%

Real Estate 39 years
Capital Gain with recapture of 

depreciation at 25%


