Structuring the Acquisition
In the game of "structuring the acquisition," how well each side's valuation holds up depends on what happens "after": after taxes, after time, and after risk. 

After Taxes 
Some tax structures favor the buyer. Others favor the seller. To illustrate how taxes play a role in the value of an acquisition, let's look at two typical scenarios: assets versus stock, and covenant not to compete. 

Assets Versus Stock 
If you buy a tax-depreciable or amortizable asset, its after-tax cost is the cost minus the present value of depreciation/amortization deductions. This favors the buyer. For example, let's say you deduct $30,000 of the purchase price through depreciation over 20 quarterly tax payments. The deduction's present value (assuming a 9% discount rate and a 34% corporate tax rate) is approximately $8,200. Your after-tax cost is approximately $21,800. You cannot depreciate stock. Therefore, if you pay $30,000 for stock, your after-tax present value cost is $30,000. 

The shareholders of the company (if this is a C Corporation) being acquired also want to avoid a double tax whammy. One is corporate on the gain realized from the sale and one is personal on the gains realized after the post-sale assets are distributed when shares are redeemed. 

For example, a business is sold for $4 million. The sellers have $1 million basis in their shares. The corporation's basis in its assets is $2 million. In an asset sale, with a 34% tax on the corporation's $2 million gain, the shareholders get $3.32 million. After that is distributed, minus the 20% tax on the gain of $2.32 million, the shareholders realize $2.856 million. If the transaction were a stock sale, the shareholders would realize $3.4 million. This is after the IRS taxes them at 20% on the $3 million of gain. 

Covenant Not to Compete 
You can amortize a covenant not to compete in an asset transaction over 15 years, the same as goodwill. 
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