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Valuation Perspective 

Transaction Insights: C Corporation Tax 
Planning Involving Personal Goodwill  
(Part Two of Two)  
Dewi Rosita and Kevin Zanni 

If it exists, personal goodwill can be identified and directly sold to C-Corporation buyers in transactions 
structured as asset deals. This article is the second installment of a two-part series discussing personal 
goodwill and related tax planning. In part one, we outlined the procedures commonly used to recognize 
personal goodwill. We also discussed relevant tax court decisions and provided a framework for 
quantifying personal goodwill. In part two, we build on the foundation provided in part one by presenting 
practical and illustrative examples of potential tax savings.  

When selling a C-Corporation in an asset deal, sellers face double taxation that can consume nearly 40.0 
percent of transaction proceeds in federal taxes alone. However, a strategic and well-documented approach 
to identifying and valuing personal goodwill can reduce this tax burden by 5.0 percent or more. A tax 
savings that translates into $1.5 million of tax proceeds on a $30 million transaction. Of note, planning must 
occur before the transaction closes.   

Introduction 

A common challenge among buyers and sellers in structuring a business sale is the decision to engage in a 
stock sale or an asset sale. From a taxation planning perspective, strategies that benefit the seller often create 
disadvantages for the buyer, and vice versa. Buyers generally prefer asset sales to stock sales.1 That is because 
asset sales structured as taxable transactions provide a step-up in the tax basis of acquired assets. In other 
words, increased asset values provide buyers with the opportunity to amortize a business purchase and 

 
1 Between the two types of transaction structures is the §338 election. In some cases, a §338(g) election is used by C 
corporation buyers to structure a stock sale as an asset sale for tax purposes. However, from a seller’s perspective both 
an asset transaction and a buyer’s §338(g) election can trigger double taxation.  
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decrease future tax liabilities. Conversely, sellers typically favor stock sales because they result in lower overall 
tax liabilities.  

When a C-Corporation transaction is structured as an asset sale, sellers often face double taxation. The first 
layer of income tax is paid at the corporate level on the gain from the sale of assets. The second layer of income 
tax is paid at the shareholder level when proceeds are distributed. For some transactions, a direct sale of an 
owner’s personal goodwill can provide some income tax relief while remaining tax-neutral for the buyer.2 
Goodwill is an intangible business asset that represents the excess value of a company beyond the fair value 
of its identifiable net assets. In some situations, this business goodwill can be separated into enterprise 
goodwill and personal goodwill. Enterprise goodwill is subject to two layers of taxation–both corporate and 
shareholder–while personal goodwill is taxed only at the shareholder level.  

Building on the framework established in part one of this two-part series, this second installment outlines the 
practical application of the multi-attribute utility model (“MUM”) and provides illustrative examples of the 
potential income tax savings that may arise when personal goodwill exists. Part one provides an in-depth 
discussion of the allocation of goodwill between personal and enterprise components using the MUM. 3 

Transaction Proceeds Analysis Based on Illustrative Examples 

The following sections provide examples that illustrate the potential benefit of selling personal goodwill and 
the resultant income tax benefits. As discussed in part one of this article, the first procedure is for an analyst 
to prepare a full purchase price allocation in accordance with IRC §1060. The purchase price allocation is used 
to identify all transferred assets and classify them as financial assets, tangible assets, and intangible assets 
(IRC §1060 Class I-Class VI assets). It is important to note that under IRC §1060, workforce-in-place is 
classified as a Class VI asset. In other words, workforce is included as part of the total identified intangible 
assets prior to calculating residual goodwill.  

As an initial procedure for our illustrative comparison, we present the overall purchase price allocation that 
forms the basis for our example. Table 1 presents two scenarios based on a $30.0 million transaction. For the 
first scenario we assume there is no identifiable personal goodwill, and all the residual goodwill is classified 
as enterprise goodwill (“Scenario 1”). For the second scenario we assume that a personal goodwill analysis 
based on the MUM framework resulted in a 65.0 percent personal goodwill and 35.0 percent enterprise 

 
2 Under Internal Revenue Code (“IRC”) Section 197, a buyer acquiring a business is able to amortize the amount paid for 
goodwill –whether personal or enterprise goodwill – over a 15-year period. In addition to goodwill, other IRC Section 
197 intangible assets eligible for 15-year amortization include marketing-related, customer-related, artistic-related, 
contract-based, and technology-based intangible assets.  
3 We discuss and provide an example of the MUM in part-one of the two-part series. MUM is a court-tested methodology 
for allocating goodwill between personal and enterprise components. In this example, the MUM analysis concluded that 
65.0 percent of the Company's $15.0 million residual goodwill was attributable to personal factors such as the 
shareholder's industry relationships and reputation. 
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goodwill conclusion (“Scenario 2”). In other words, the $15.0 million of residual goodwill is allocated to 
personal goodwill in the amount of $9.8 million and enterprise goodwill in the amount of $5.3 million.  

 

 
 
For clarification purposes, the transaction example presented in Table 1 assumes a company that is structured 
as a federal subchapter C type corporation. As we expand the discussion from Table 1 to Table 2, we apply 
respective income tax rates to use in our example of 21.0 percent and a federal long-term capital gains tax rate 
of up to 23.8 percent. The long-term capital gain rate is based on a 20.0 percent federal income tax rate, plus 
the 3.8 percent net investment income tax. We also assume a federal dividend tax rate of up to 23.8 percent, 
and a zero tax basis for both the shareholders and the underlying assets. For this example, we excluded state 
income taxes to simplify the illustration.4 

 
4 This analysis excludes state income taxes to maintain simplicity. However, in high-tax states (e.g., California, New York, 
New Jersey), personal goodwill can provide additional state tax benefits. Personal goodwill may be sourced to the seller’s 
state of residence (if different from the business location) and, in some cases, may avoid state-level taxation on intangible 
assets. Sellers should consult state-specific tax advisors to quantify total tax savings. 

Table 1: Illustrative Example of Purchase Price Allocation Under IRC §1060 - Comparison of Two Scenarios
Scenario 1 Scenario 2

No Personal Goodwill With Personal Goodwill
($000) ($000)

Net Working Capital 3,000$                                     3,000$                                     [1]
Tangible Assets 2,000                                       2,000                                       
Identifiable Intangible Assets 10,000                                     10,000                                     [2]
Enterprise Goodwill 15,000                                     5,250                                       [3]
Personal Goodwill -                                               9,750                                       [3]

Total Purchase Price 30,000$                                   30,000$                                   

[1] Calculated as current assets of $5.5 million less current liabilities of $2.5 million.

[3] Scenario 2 assumes an enterprise goodwill allocation of 35.0% and a personal goodwill allocation of 65.0%, based on 
the MUM example discussed in part one of this two-part series.

[2] Common examples include customer relationships, trade name, technology, noncompete agreements and workforce-in-
place. Under IRC §1060, workforce-in-place is a Class VI asset category, and therefore it is excluded from residual 
goodwill calculation.
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Scenario 1 – No Personal Goodwill 

As presented in Table 2, for the Scenario 1 income tax calculation, the entire purchase consideration of $30.0 
million is allocated to corporate assets. For Scenario 1, there is no identifiable personal goodwill.  

 

 
 

Table 2 provides the calculation of the total federal income tax due on a $30.0 million transaction assuming 
the following taxation rates and no identification of personal goodwill.  

• Corporate-level taxation: Based on the transaction, the Company recognized a $6.3 million federal 
corporate income tax liability based on the gain on the sale of assets of $30.0 million. The federal income 
tax liability is calculated as the purchase price minus the tax basis of assets multiplied by the federal 
corporate income tax rate of 21.0 percent. 

• Shareholder-level taxation: After the corporate income tax payment of $6.3 million, the proceeds of $23.7 
million are distributed to the shareholder. Since the shareholder’s tax basis is assumed to be zero in this 
example, the entire distribution is treated as a taxable gain. Therefore, we applied a 23.8 percent federal 
dividend income tax rate to arrive at a shareholder-level tax liability of $5.6 million. 

Table 2: Federal Income Tax Calculation - No Personal Goodwill  - (Scenario 1)

Assets including
Enterprise

C-Corporation Acquisition Goodwill
Structured as an Asset Sale $000

Fair Market Value (FMV) of Assets 30,000$                  
FMV of Personal Goodwill -                             

Purchase Consideration A 30,000                    

Federal C Corp. Income Tax Rate [1] 21.0%
Federal C Corp. Income Tax Liability B 6,300                      

Proceeds to Shareholder 23,700                    

Federal Dividend Tax Rate [2] [3] 23.8%
Federal Dividend Tax Liability C 5,640                      

After-tax Proceeds to Shareholder = A-B-C 18,060                    

Total Federal Tax Liability = B+C 11,940$                  
Effective Federal Tax Rate 39.8%

[1] Assumes the assets have a zero tax basis.
[2] Assumes the shareholders have a zero tax basis.
[3] Based on federal dividend tax rates of 20.0% and net investment income tax rate of 3.8%
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• Combined income tax: Based on the transaction, the total federal tax liability due is $11.9 million. In this 
example, the resulting net after-tax transaction proceeds paid to the shareholder are $18.1 million. 
Therefore, the effective federal income tax rate is approximately 39.8 percent. 

Scenario 2 – With Personal Goodwill 

As presented in Table 3, for the Scenario 2 calculation, approximately $20.3 million of the purchase 
consideration is allocated to corporate assets that include enterprise goodwill value. Therefore, approximately 
$9.8 million was allocated to personal goodwill value.  

 

 

 

Table 3: Federal Income Tax Calculation - With Personal Goodwill - (Scenario 2)

Assets including
Enterprise Personal

C-Corporation Acquisition Goodwill Goodwill Total
Structured as an Asset Sale $000 $000 $000

FMV of Assets 20,250$       -$            20,250$       
FMV of Personal Goodwill -                  9,750           9,750           

Purchase Consideration A 20,250         9,750           30,000         

Federal C Corp. Income Tax Rate [1] 21.0% N/A
Fed. C Corp. Inc. Tax Liability B 4,250           N/A

Proceeds to Shareholder 16,000         9,750           

Federal Dividend Tax Rate [2] [3] 23.8% N/A
Federal Dividend Tax Liability C 3,810           N/A

Proceeds to Shareholder 12,190         9,750           

Federal Long-Term Cap. Gain Tax Rate [2] [4] N/A 23.8%
Federal Cap. Gain Tax Liability D N/A 2,320           

After-tax Proceeds to Shareholder = A-B-C-D 12,190$       7,430$         19,620$       

Total Federal Tax Liability = B+C+D 8,060$         2,320$         10,380$       
Effective Federal Tax Rate 39.8% 23.8% 34.6%

[1] Assumes the assets have a zero tax basis.
[2] Assumes the shareholders have a zero tax basis.

[4] Based on long-term capital gain tax rates of 20.0% and net investment income tax rate of 3.8%
[3] Based on federal dividend tax rates of 20.0% and net investment income tax rate of 3.8%
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Table 3 provides the calculation of the total federal income tax due on a $30.0 million transaction assuming 
the following taxation rates and the identification of personal goodwill.  

• Corporate-level taxation: Based on the transaction, the Company recognized a $4.3 million federal 
corporate tax liability, calculated assuming a gain on the sale of assets of $20.3 million. The gain on the 
sale of assets is calculated as the purchase price, excluding personal goodwill value, minus the income tax 
basis of assets. This gain is then multiplied by the federal corporate income tax rate of 21.0 percent to 
determine the federal income tax liability. 

• Shareholder-level taxation: After the corporate income tax payment of $4.3 million, approximately $16.0 
million of transaction proceeds are distributed to the shareholder. With a zero-tax basis, the shareholder’s 
gain is $16.0 million. Applying a 23.8 percent federal dividend income tax rate to the shareholder’s gain 
results in a shareholder-level tax liability of $3.8 million. 

• Personal goodwill taxation: The $9.8 million allocated to personal goodwill is treated as a long-term 
capital gain. The long-term capital gain rate of 23.8 percent results in a tax liability of $2.3 million. 

• Combined income tax: Based on the transaction, the total federal tax liability due is $10.4 million. In this 
example, the resulting net after-tax transaction proceeds paid to the shareholder are $19.6 million. 
Therefore, the effective federal income tax rate is approximately 34.6 percent. 

Comparative Summary 

Table 4 highlights the income tax advantages of allocating a portion of the purchase price to personal goodwill. 
The table compares the federal income tax liabilities under each scenario.  

 

In the transaction proceeds analysis without personal goodwill, the transaction results in a total federal 
income tax liability of $11.9 million and net after-tax proceeds of $18.1 million. Net transaction proceeds 
without personal goodwill recognition imply an effective federal income tax rate of 39.8 percent.  

In contrast, the transaction proceeds analysis with personal goodwill identification reduced total federal 
income tax liability from $11.9 million to $10.4 million. The net after-tax transaction proceeds increase from 
$18.1 million to $19.6 million. Therefore, the effective federal income tax rate decreased from 39.8 percent to 
34.6 percent.  

Table 4: Comparative Summary of Federal Income Tax Liabilities and After-Tax Proceeds
Federal Tax Liability  without Personal Goodwill 11,940$                  Scenario 1
Federal Tax Liability with Personal Goodwill 10,380                    Scenario 2
Tax Savings 1,560$                    
Percentage Tax Savings 13.1%
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The Table 4 federal tax liabilities comparison demonstrates how a properly structured transaction, where the 
condition of personal goodwill exists, can produce meaningful income tax savings for the selling shareholder. 

Conclusion 

The process to determine whether personal goodwill exists depends on (1) proper documentation (no 
restrictive covenants), (2) clear and supportable evidence of the existence of personal goodwill (evidence of 
personal relationships and an independent appraisal), and (3) the execution of appropriate sale agreements 
(separate sale agreements and Form 8594 compliance). To quantify personal goodwill, it is recommended 
that a prospective seller engage a qualified appraiser to perform a detailed and credible valuation analysis. Of 
note, this analysis is done prior to the transaction closing.  

As discussed in the first part of this two-part article series, the first procedure to identify personal goodwill is 
for an analyst to prepare a full purchase price allocation according to IRC §1060. The purchase price allocation 
will be used to identify all transacted assets including tangible and intangible assets, to arrive at a residual 
goodwill value. The second procedure is to analyze the residual goodwill value using generally accepted 
methods. Analysts typically use one of two methods, either by the preparation of (1) a discounted cash flow 
method (“DCF”) analysis assuming (a) transaction target value with the participation of subject executive 
minus (b) transaction target value without the participation of the subject executive or (2) a MUM approach. 

In this article that builds off part one of the two-part series, we analyzed transaction proceeds for a $30.0 
million transaction under two scenarios: (1) no identifiable personal goodwill and (2) identifiable personal 
goodwill. Using the MUM model, we estimated that approximately 65.0 percent of the Company’s goodwill 
was attributable to the personal contributions of its shareholder. After concluding the 65.0 percent estimate 
and applying the percentage to the $30.0 million transaction, we calculated $9.8 million of transaction 
proceeds attributable to personal goodwill. As presented in the Table 4, quantifying personal goodwill 
increased shareholder transaction proceeds by $1.6 million.5  

In summary, the analysis of personal goodwill can provide meaningful tax savings to selling C-corporation 
shareholders in an asset sale transaction. That is because, a portion of a transaction purchase consideration 
may involve the sale of personal goodwill. Selling personal goodwill provides for a reduction in federal income 
tax liabilities and an increase in after-tax transaction proceeds to shareholders. 

Sources: 

26 U.S. Code § 1060 - Special allocation rules for certain asset acquisitions and Form 8594.  

Martin Ice Cream Co. v. Commissioner, 110 T.C. 189, 1998  

 
5 Based on the example presented, the unrounded tax savings is $1,560,195.  



 

Miller Cooper & Co., Ltd. 

500 West Madison Street, Suite 3300, Chicago, IL 60661 
3 Parkway North Blvd., Suite 200, Deerfield, IL 60015 
3010 Highland Parkway, Suite 100, Downers Grove, IL 60515 
847.205.5000 ● Fax 847.205.1400 ● www.millercooper.com 
 

Norwalk v. Commissioner, T.C. Memo 1998-279 

https://weil-law.net/the-use-of-personal-goodwill-in-business-transactions-an-examination-of-martin-ice-
cream-payments-and-their-application-in-tax-practice 

https://www.bjkanglaw.com/perspectives/post/43 

Separating Personal and Business Goodwill, Darrell V Arne, ASA, CPA and James R. Hamill, PhD, CPA, The 
Tax Adviser, June 2003.  

Personal Goodwill: Hunting & Bagging an Elusive, Tax-Advantaged Prey, Doug Peterson, Valuation Research 
Corp., 2019. 
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