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ALLOCATION OF PURCHASE PRICE 

By:  Stuart M. Bordman, Esq. 

I. ALLOCATIONS TO REDUCE INCOME TAX IN AN ASSET SALE WHEN SELLER IS A 

“C” CORPORATION 

A. Allocate to personal goodwill (“PG”) 

B. Allocate to covenant not to compete (“Covenant”) 

II. IRC §1060:  APPLICABLE ASSET ACQUISITION  

A. Assets constitute a trade or business; and 

B. The transferee’s basis is determined wholly by reference to the consideration 

paid for the assets 

III. IRS FORM 8594 “ASSET ACQUISITION STATEMENT UNDER SECTION 1060” 

A. Must be filed by purchaser and seller 

B. Must be filed in the year of the sale 

C. Requires disclosure of a Covenant, lease, employment agreement or similar 

arrangement to which a shareholder and the purchaser are parties, i.e., a 

transaction outside of the asset purchase agreement.  (See Part II, Question 6) 

D. Does not require disclosure of make up of Class V or Class VI assets 

E. Classes of Assets, Part II of Form 8594. 

1. Cash 

2. Actively Traded Personal Property 

3. Assets the Taxpayer Marks to Market 

4. Inventory 
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5. Assets other than 1, 2, 3, 4, 6 and 7 e.g.: furniture, fixtures, building, land, 

vehicles and equipment 

6. §197 intangibles 

- Workplace in force 

- Business books and records 

- Customer based intangibles 

- Supplier based intangibles 

- License and permits 

- Know how; formula etc. 

- Agreements not to compete 

7. Goodwill and Going Concern Value 

IV. FACTORS THAT SUPPORT THE EXISTENCE OF PG 

1. Discussion of allocation in letter of intent and asset purchase agreement 

2. Buyer requires shareholder to sign a noncompete 

3. Seller is named after shareholder 

4. Shareholder is recognized in the industry or community 

5. Customers and suppliers deal with the shareholder 

6. Shareholder is engaged with seller on a full-time basis 
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V. FACTORS THAT NEGATE THE EXISTENCE OF PG 

1. Shareholder has signed a Covenant with seller 

2. Discussion regarding allocation to PG is an afterthought 

3. Other employees of seller are engaged in sales and have customer 

relationships 

4. Seller serves customers without participation of shareholder 

VI. GENERAL COMMENTS 

A. A “C” corporation is taxed at ordinary income rates – not capital gain. 

B. A bonus to the president (shareholder of seller will reduce income in the year of 

sale) but the amount is limited by IRC Section 162 – ordinary and necessary 

business expense. 

C. Retain a consultant to value the PG.  Two-step process: 

i. Establish that there is PG 

ii. Value the PG 

D. Use of separate agreements for: 

i. Sale of PG 

ii. Covenant 

E. Purchaser may not care about allocation because any intangible is a Section 197 

intangible amortized over 15 years. 

Attachment: - IRS Form 8594  
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