Higher Taxes Will
Reduce the After-Tax
Value of Your Business
Higher tax rates will reduce the net proceeds from the
future sale of your business. Some of the scheduled or
proposed tax increases include:
•

•

•

An increase in the federal long-term capital gains tax
rate from 15% to 20% for the top tax brackets in
20111.
New Medicare taxes associated with the healthcare
bill would apply an additional 3.8% tax rate to
realized capital gains, dividends, interest, rents and
royalties effective as of 20132.
Many states are increasing their long-term capital
gains tax rate by 1% or 2% . The illustration below
assumes a current 6% state long-term capital gains
tax rate.3

Let’s consider the following scenario:
Assume the sale of your company generates a personal
pre-tax gain of $50 million. If your company was sold
before December 31, 2010, the after-tax gain from
the transaction would be approximately $39.5 million4.
However, if the same company were sold after December
31, 2010, the after-tax gain would be $36 million5. If the
company was sold after December 31, 2012, the aftertax gain would be approximately $34.1 million6.

After-Tax Proceeds From Sale

Incremental
Taxes

Assume your after-tax proceeds generate an annual return
of 8%. Looking three years out, you would need to grow
your business’ EBITDA7 by 13% every year for three years
just to maintain the same after-tax gain generated in 20108.
Federal Tax
State Tax
Medicare Surtax
TOTAL
Pre-tax Gain
After-Tax Proceeds
Lost Value

2010
15%
6%
21%
$50M
$39.5M

2011-2012
20%
8%
28%
$50M
$36.0M
-$3.5M

2013
20%
8%
3.80%
31.80%
$50M
$34.1M
-$5.4M

Other tax increases scheduled for 2011, unless Congress
modiﬁes the sunset provision of the 2003 Jobs and Growth
Tax Relief Reconciliation Act, include:
•

Income tax rates increase from 33% to 36% and 35%
to 39.6% for the two top tax brackets9.

•

Tax rates on qualiﬁed dividends increase from 15% to
39.6% for the top tax bracket10.

Economists are predicting higher taxes to address the
soaring federal deﬁcit in the coming years.11
With this in mind, if you are contemplating a partial or total
sale of your business in the next couple years, you might
want to consider completing the transaction today and
beneﬁting from the current tax rates.

To Learn More
To learn how DWHP can help you realize a partial liquidity
event today to maximize your after-tax proﬁt and accelerate
the growth of your business through organic and acquisitive
growth initiatives, please contact:

Liz Null
435.645.4058
liz@dwhp.com
DW Healthcare Partners (DWHP) is a healthcare-focused private
equity ﬁrm that invests in high-growth companies. DWHP provides
both capital and strategic resources to accelerate growth and
increase shareholder value.
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