
WHO TO CONTACT DURING THE LIVE PROGRAM

For Additional Registrations:
-Call Strafford Customer Service 1-800-926-7926 x1 (or 404-881-1141 x1)

For Assistance During the Live Program:
-On the web, use the Chat function to send a message

If you get disconnected during the program, you can simply log in using your original instructions and PIN.

IMPORTANT INFORMATION FOR THE LIVE PROGRAM

This program is approved for 2 CPE credit hours. To earn credit you must:

• Participate in the program on your own computer connection (no sharing) – if you need to register 
additional people, please call customer service at 1-800-926-7926 ext. 1 (or 404-881-1141 ext. 1).  
Strafford accepts American Express, Visa, MasterCard, Discover.

• Listen on-line via your computer speakers.

• Respond to five prompts during the program plus a single verification code.  

• To earn full credit, you must remain connected for the entire program.

Purchase Price Allocations in Real Estate Transactions: 
Categorizing Assets, Minimizing Tax, Preparing Form 8594
THURSDAY, AUGUST 25, 2022, 1:00-2:50 pm Eastern

FOR LIVE PROGRAM ONLY



Tips for Optimal Quality FOR LIVE PROGRAM ONLY

Sound Quality
When listening via your computer speakers, please note that the quality 
of your sound will vary depending on the speed and quality of your internet 
connection.

If the sound quality is not satisfactory, please e-mail sound@straffordpub.com
immediately so we can address the problem.

mailto:sound@straffordpub.com


Recording our programs is not permitted. However, today's participants can 
order a recorded version of this event at a special attendee price. Please call 
Customer Service at 800-926-7926 ext.1 or visit Strafford’s website 
at www.straffordpub.com.

http://www.straffordpub.com/


August 25, 2022

Purchase Price Allocations in Real Estate Transactions: 
Categorizing Assets, Minimizing Tax, Preparing Form 8594

John T. Alfonsi, CPA

Managing Director

Cendrowski Corporate Advisors

jta@cendsel.com

Bruce A. Johnson, MBA, CEM

Co-founder and Partner

Capstan Tax Strategies

bjohnson@capstantax.com



Notice

ANY TAX ADVICE IN THIS COMMUNICATION IS NOT INTENDED OR WRITTEN BY 
THE SPEAKERS’ FIRMS TO BE USED, AND CANNOT BE USED, BY A CLIENT OR ANY 
OTHER PERSON OR ENTITY FOR THE PURPOSE OF (i) AVOIDING PENALTIES THAT 
MAY BE IMPOSED ON ANY TAXPAYER OR (ii) PROMOTING, MARKETING OR 
RECOMMENDING TO ANOTHER PARTY ANY MATTERS ADDRESSED HEREIN. 

You (and your employees, representatives, or agents) may disclose to any and all persons, 
without limitation, the tax treatment or tax structure, or both, of any transaction 
described in the associated materials we provide to you, including, but not limited to, 
any tax opinions, memoranda, or other tax analyses contained in those materials.

The information contained herein is of a general nature and based on authorities that are 
subject to change.  Applicability of the information to specific situations should be 
determined through consultation with your tax adviser.



Purchase Price Allocation
An Overview
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ABOUT US
Capstan Tax Strategies is a professional services firm that helps 
CPAs and their commercial real estate clients to navigate Tangible 
Property and Fixed Asset Regulations and Research and Tax 
Credits. With our collaborative and consultative approach, we assist 
your team with the “heavy lifting” of detailed, engineering-driven 
solutions required to maximize tax efficiencies.

• Team has over 150 collective years of experience
• Team has completed over 9,000 successful engagements 
• Commitment to best practices in the industry

-- Full compliance with ASCSP MQS 2016
-- IRS requirements
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Wilmington, NC

CAPSTAN

Wilmington, NC

Capstan

Los Angeles, CA

Buffalo, NYWest Lafayette, IN

Office Locations Areas We Served

Houston, TX
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Today’s Presenter

our strength. your tax savings.

Bruce A. Johnson CEM, CRE, MBA
Partner
bjohnson@capstantax.com
215.885.7510 (o)
215.740.1593 (c) 

mailto:bjohnson@capstantax.com
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Topics for Discussion

our strength. your tax savings.

 Purchase price allocations
 Allocation sources and methods
 Types of Gain
 Buyer-seller negotiations
 Categorizing assets
 Section 338
 Preparing Form 8564, Assets Acquisition Statement Under 

Section 1060
 IRS challenges
 Q&A (if time)
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Purchase Price Allocations
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Purchase Price Allocations 

 Purchase Price Allocation (PPA): the process of assigning a fair value to all the assets 
acquired and liabilities assumed of an acquired company
– Could be:
 operating company

 land and/or building

 combination of these

– Required for either a mergers or acquisitions **

 Important accounting step required under the accounting standards
– Ex. International Financial Reporting Standards (IFRS)

– IRC Section 1060 ** and 1067
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Purchase Price Allocations 

 Break down the lump sum to acquire a group of assets and liabilities from a target company
 From the buyer's perspective:

– Establish the tax basis for acquired, individual assets

– Allows for calculation of
 Depreciation

 Amortization deductions

 From the seller's perspective:
– Assists in calculating the resulting capital gain/loss for reporting purposes

our strength. your tax savings.
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Purchase Price Allocations 

 For both financial reporting and tax purposes
– Tax
 GAAP reporting

 IFRS

– Financial
 Financial Accounting Standards Board’s Accounting Standard Codification (ASC)

 Reduction of transfer tax liability (where applicable)
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Purchase Price Allocation- Components

 Total Consideration
– Total consideration paid includes anything of value used to purchase the assets or liabilities, such as cash, 

stock, debt, cryptocurrency, or other forms of payment in lieu of cash

 Net identifiable assets
– These represent the total amount of assets purchased, tangible or intangible, by a company less its liabilities

 Write-up
– the increase in an asset’s book value if the asset’s carrying value is less than its fair market value

 Goodwill
– an amount paid over and above the target company’s net asset value calculated by taking the difference 

between the total fair market value of the assets less the liabilities

our strength. your tax savings.
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Purchase Price Allocation- Typical Steps

 Identify the target company’s book value of assets
 Identify the target company’s book value of liabilities 
 Determine the company’s net asset value on its balance sheet
 Assign a fair market value to the assets and liabilities for tangible assets and intangible 

assets
 Write up the book value of the assets if the market value of those assets exceeds their book 

value

our strength. your tax savings.
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Purchase Price Allocation- Typical Steps

Fair Value Adjustments
 Upon transaction close, the acquirer’s balance sheet will contain the target’s assets, which 

should carry their adjusted fair values.
 The assets most likely to be written up (or written down) are the following:

– Property, Plant & Equipment (PP&E)

– Inventory

– Intangible Assets

our strength. your tax savings.
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Purchase Price Allocation- Typical Steps

Fair Value Adjustments
 Fair value of the tangible assets, such as property, plant and equipment, serve as the new 

depreciable basis
 Intangible assets are amortized over their expected useful life

our strength. your tax savings.
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Purchase Price Allocation- Typical Steps

 Goodwill is a line item designed to capture the excess purchase price over the fair value of 
the target company’s assets

 Most acquisitions contain a “control premium” since an incentive is typically needed for the 
sale to be approved by existing shareholders

 Goodwill functions as a “plug” that ensures the accounting equation remains true post-
transaction
– Accounting Equation
 Assets = Liabilities + Equity

 The goodwill recognized after PPA is typically tested for impairment on an annual basis but 
cannot be amortized, although the rules have been modified for private companies

our strength. your tax savings.
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Purchase Price Allocation- Typical Steps

 If an intangible asset meets either or both criteria below – i.e. is an “identifiable” intangible 
asset – it can be recognized separately from goodwill and be measured at fair value

 The intangible asset is related to contractual or legal rights, even if the rights are not 
separable/transferable

 The intangible asset can be separated from the acquisition target and be transferred or sold 
without restrictions regarding transferability

our strength. your tax savings.
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Purchase Price Allocation- Additional facts

Private Company Alternative- ASU 2014-18
 Private companies that choose to adopt the private company alternative will no longer recognize, 

or otherwise consider the fair value of, certain customer-related intangible assets or those 
attributable to noncompetition agreements acquired in business combinations and certain other 
qualifying transactions.

 Instead, these amounts will be included as a part of goodwill. Private companies that adopt the 
alternative may benefit from cost savings, since it eliminates the need to:
– Separately recognize certain customer-related intangible assets and noncompetition agreements
– Conduct impairment testing of such assets in future periods

 It also makes the PPA less complicated and therefore less costly. If adopted, the alternative would 
constitute an accounting policy change that requires prospective application to all future 
transactions after the adoption date.

 This alternative also requires that goodwill is amortized over a period of 10 years, or alternative life 
if supported

our strength. your tax savings.
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Purchase Price Allocation- Additional facts

Inventory
 air value adjustments to inventory have the potential to be material, especially if the target 

manufactures a product and holds a large quantity.
 Discuss materiality level with your auditor and work with your PPA provider to understand 

whether determining the fair value for the inventory will be meaningful to the PPA exercise or 
not.

 The following factors will typically lead to a larger fair value inventory adjustment:
– Margins on the sale of your finished goods inventory are high

– Costs to complete work-in-process inventory as of the measurement date are low

– Inventory can be disposed of quickly once it becomes a finished good

– Costs to dispose of the inventory are low, for example, quantity discounts, sales commissions, freight, and 
shipping charges

our strength. your tax savings.
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Purchase Price Allocation- Additional facts

Fixed Assets
 Be careful not to overlook the target’s fixed assets as fair value will most likely be different 

than historic book value, and in some situations significantly different.
 Experts generally recommend valuing the fixed assets if any one of the following applies:

– They are a material percentage of the purchase price

– The fixed assets are a critical part of the target’s business; for example, a manufacturing company

– You believe historic book value is materially different from fair value

 Your PPA provider may have the necessary skills and expertise to also perform the valuation 
of fixed assets, but real estate or asset specific valuations are typically performed when the 
amounts are likely to be material.

our strength. your tax savings.
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Purchase Price Allocation- Additional facts

Rollover Equity
 Sometimes it’s in the buyer’s or seller’s best interest for the seller to maintain ownership in 

the combined entity. When this occurs, it’s referred to as rollover equity. When rollover equity 
is present the PPA provider will consider whether it needs to be adjusted to fair value.

 Below are some examples of circumstances when the rollover equity value could need to be 
adjusted to fair value:
– The shares received by the seller have different economic rights than the shares held by the majority 

owner

– The shares received by the seller aren’t allowed to vote on matters requiring a vote

– The shares received by the seller have transfer restrictions

 If any of these factors are true, it’s likely additional analysis will have to be performed to 
determine the fair value of the rollover equity

our strength. your tax savings.
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Purchase Price Allocation- Additional facts

Contingent Consideration
 When contingent consideration, also known as earnouts, is part of a purchase agreement, its 

fair value needs to be factored into the purchase price. This can increase goodwill. In the 
above example, had the contingent consideration been ignored, the purchase consideration 
and goodwill would have been understated by $10 million.

 The valuation of contingent consideration is often complex requiring the use of sophisticated 
methodologies including option-pricing modeling.

our strength. your tax savings.
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Purchase Price Allocation-
Sources and Method
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Purchase Price Allocation: Sources 

Per IRC 1067
 Seven different classes of assets:

– Class I: Cash and cash equivalents

– Class II: Actively traded personal property, CDs and foreign currency

– Class III: Mortgages, accounts receivables and credit card receivables

– Class IV: Inventory

– Class V: Equipment, land and property

our strength. your tax savings.
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Purchase Price Allocation: Sources (continued) 

 Class VI: Intangibles described under Internal Revenue Code 197, less Goodwill or going concern
– Section 197 intangibles include:
 Workforce in place

– Business books and records, operating systems, or any other information base, process, design, pattern, know-how, 
formula, or similar item

– Any customer-based intangible

– Any supplier-based intangible

– Any license, permit, or other right granted by a governmental unit.

– Any covenant not to compete entered into in connection with the acquisition of an interest in a trade or business

– Any franchise, trademark, or trade name. (See the list below for items that are NOT considered section 197 
intangibles)

 Class VII: Goodwill and going concerns

our strength. your tax savings.
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Purchase Price Allocation: Sources (continued) 

 Section 197 Intangibles Does Not Include Any of the Following:
• An interest in a corporation, partnership, trust, or estate
• Interests under certain financial contracts
• Interests in land
• Certain computer software
• Certain separately acquired interests in films, sound recordings, video tapes, boos, or other similar property
• Interest under leases of tangible property
• Certain separately acquired rights to receive tangible property or services
• Certain separately acquired interests in patents or copyrights
• Interest under indebtedness
• Professional sports franchises acquired before October 23, 2004
• Certain transaction costs (see section 197(e) for more information)

our strength. your tax savings.
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Purchase Price Allocation: Method

 ‘Residual method’ to allocate purchase price in a transaction
 The residual method must be used for any transfer of a group of assets that constitutes a 

trade or business and for which the buyer's basis is determined only by the amount paid for 
the assets

 Binding to both the buyer and seller unless refuted by the IRS

our strength. your tax savings.
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Purchase Price Allocation-
Buyer/seller negotiations
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Purchase Price Allocation- Buyer/seller negotiations

 Typically, the PPA is done after the completed transaction
 Best case scenario is to start the process during the acquisition discussion phase

– Helps create a better understanding for both parties for the expected tax consequences

 Due to the potentially very different outcomes resulting from a PPA for the buyer seller

our strength. your tax savings.
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Purchase Price Allocation- Buyer/seller negotiations (cont.)

 PPA may assist in the negotiation 
– Structure of the PPA
 Asset language

 Asset value

 Be cautious of valuing asset/s too early in the transaction (ex. Confidential information 
memorandum or due diligence phase)
– At this stage think of realistic values for hard assets

– In the case of operating businesses, the deal is mainly for income stream and not hard assets

our strength. your tax savings.
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Purchase Price Allocations-
IRS Challenges
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Purchase Price Allocations- IRS Challenges

PECO Food, Inc. vs. Commissioner of Internal Revenue

 Results issued Jan 2012
 PECO Foods prepared a very detailed PPA during the sales process
 PECO Foods then conducted an engineering-based cost seg and claimed the greater 

economic benefits
 IRS argued that depreciation method was set in the PPA and that the more aggressive CSS 

was invalid
 IRS succeeded in arguing around the term “building” as ALL 39-year MACRS life
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Purchase Price Allocations- IRS Challenges

 No legal opinion on language for a PPA that will allow for future cost seg to be done
 PECO Foods is the only case on this topic



38capstantax.com

Purchase Price Allocations- IRS Challenges

 If all that’s acquired is equipment, the filing would not rise to the level of the 
PECO Foods case

 Leverage ambiguous terms for PPA commercial real estate asset definitions
– Use “Processing Plant” instead of “Processing Plant Building,” or
– Use “Processing Plant and all real and personal property attached to the Plant”

 NOTE: Property not attached to the building, like equipment, washers, dryers, etc. should be 
carved out by the attorneys prior to closing to minimize transfer taxes. 

 Prepare an engineering-based cost seg study prior to closing
– Use results for defined cost basis in the PPA



THANK YOU!

Bruce A. Johnson

Capstan Tax Strategies

200 Dryden Road, Suite 3400|  Dresher, PA  19025

215.885.7510 (o)  |  215.740.1593 (c)

bjohnson@capstantax.com
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Types of Gain – Tax Rates

• Ordinary income vs. capital gain
– Rate differential
– Highest marginal rates

• Ordinary income – individual = 37%
• Long-term capital gain income – individual = 20% (subject to 

exceptions)
• Short-term capital gain income – individual = 37%
• Ordinary income and capital income – corporation = 21%

• Exception to 20% capital gain rate (§1(h))
– Unrecaptured §1250 gain = 25%
– Collectibles = 28%
– §1202 gain = 28%
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Capital Assets - §1221(a)

• Property held by the taxpayer (whether or not connected 
with his trade or business) except for:
1. Inventory or property held primarily for sale to customers
2. Depreciable assets used in a trade or business
3. Self-created intangible assets (e.g. patent, copyright, 

compositions)
4. Accounts receivable from the ordinary course of business for 

services or from sales of property described in 1.
5. Publication of the U.S. Government
6. Commodities or derivative financial instrument
7. Hedging transactions
8. Supplies used in the ordinary course of a trade or business
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Depreciable Assets - §1231

• Property used in a trade or business
– Property subject to depreciation held for more than 1 year
– Real property held for more than 1 year 
– Which is not 

• Inventory
• Held for sale to customers
• Self-created intangible assets
• U.S. Government publications

• Net §1231 gains are long-term capital gains
• Net §1231 losses are ordinary losses
• §1231 gains treated as ordinary to the extent of net §1231 

losses taken in the 5 preceding years
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Recapture Income - §1245

• §1245 recapture – ordinary income to the extent of 
previously deducted depreciation (limited to amount of total 
gain)

• §1245 property – property subject to depreciation and is 
generally personal property (e.g. machinery and equipment)

• Not triggered by gift, transfer at death, like-kind exchanges, 
involuntary conversions, tax-free transfers (e.g. §721, 351)
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Recapture Income - §1245 Example

Facts

Taxpayer buys equipment, 7 
year MACRS property, for 
$100,000 and sells it 3 years 
later for $75,000

Calculation

Original Purchase Price 100,000$      

Depreciation Allowed or Allowable (47,525)$      [a]

Adjusted Basis 52,475$       

Sales Price/Amount Realized 75,000$       

Gain 22,525$       [b]

§1245 Recapture - Lesser of [a] or [b] 22,525$       

§1231 Gain -$             
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Recapture Income - §1250

47

• §1250 – ordinary income to the extent of accelerated 
depreciation over straight line depreciation

• §1250 property – real property subject to depreciation
– Limited application – real property improvements using 

MACRS accelerated depreciation
• Qualified improvement property (QIP)
• Land improvements

– Can be avoided by electing straight-line depreciation
• Not triggered by gift, transfer at death, like-kind exchanges, 

involuntary conversions, tax-free transfers (e.g. §721, 351)
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Bonus Depreciation and §179

48

• Bonus depreciation on QIP is considered accelerated 
depreciation and is recaptured under §1250

• §179 deduction for QIP – subject to recapture under 
§1245
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Unrecaptured §1250 Gain

• §1(h) – maximum 25% long-term capital gain rate on 
unrecaptured section 1250 gain

• Unrecaptured 1250 gain – excess of long-term capital gain 
that would be treated as ordinary income if property were 
§1245 property
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Unrecaptured §1250 Gain Example

Facts

• Taxpayer buys a non-
residential building for $1 
million and sells it 10 
years later for $1.25 
million

Calculation

Original Purchase Price 1,000,000$   

Depreciation Allowed or Allowable (256,410)$     [a]

Adjusted Basis 743,590$      

Sales Price/Amount Realized 1,250,000$   

Gain 506,410$      [b]

Unrecaptured 1250 gain - lesser of [a] or [b] 256,410$      

§1231 Gain 250,000$      
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Real Estate Assets

• An acquisition of real estate is an acquisition of various 
types of assets

• Tangible vs. intangible assets
– Tangible assets – assets with physical substance (e.g., 

inventory, buildings, machinery)
– Intangible assets – assets with no physical substance

• §197 intangible assets – goodwill, going concern, workforce in 
place, books and records, patents/intellectual property, customer-
based intangibles, supplier-based intangibles, licenses and 
permits, covenants not to compete, franchise/trademark/trade 
name
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Real Estate Assets

• Tangible property is either real property or personal property
– Real property – land or structures permanently affixed to land 

(e.g. buildings)
• §1250 property
• Residential vs. non-residential

– Personal property – tangible property that is not real property 
(e.g. equipment, vehicles, furniture)

• §1245 property
• Various class lives
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Purchase Price Allocation

• Section 1060 – applies when a business sells assets 
constituting a trade or business
– Increased tax basis to purchaser = larger depreciation 

deductions
• Adversarial interest between seller and purchaser

– Purchaser wants to allocate as much as possible to inventory 
and personal property

– Seller wants to allocate as much as possible to land/buildings 
and goodwill

• IRS generally respects an allocation agreed on by the 
parties if negotiated at arm’s length
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Category of Assets - Allocation
• §1060 requires an allocation of purchase price in an applicable 

asset acquisition in the same manner as under §338(b)(5)
– Refers you to legislative regulations (see §1.338-6)

• Category of assets
– Class I – cash and general deposit accounts other than CDs
– Class II – actively traded personal property, e.g. publicly traded 

stock and CDs
– Class III – accounts receivable and marked-to-market assets
– Class IV – inventory and assets held primarily for sale to 

customers
– Class V – all assets other than Class I, II, II, IV, VI, and VII, e.g.

fixed assets
– Class VI - §197 intangibles except goodwill and going concern
– Class VII – goodwill and going concern
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§338 Election

• When a purchasing corporation makes an election in a 
qualified stock purchase, the target corporation is treated as 
selling all of its assets at fair market value on the acquisition 
date and is treated as new corporation which purchased all 
such assets
– Gives the purchasing corporation a step-up in basis in the 

acquired assets
– The allocation to assets is made under the §1.338-6 

regulations
• Deemed sale is a taxable transaction at the target
• §338(h)(10) election – limited to certain buyers 

(corporations only) and certain targets (subsidiaries of a 
consolidated group and S corporations)
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Purpose of Form 8594

58

• Both the purchaser and seller must file Form 8594 and attach it to 
their income tax returns when there is a transfer of a group of 
assets that make up a “trade or business” and the purchaser’s 
basis in such assets in determined wholly by the amount paid for 
the assets
– Not required in a §1031 transaction
– Not required on a transfer of a partnership interest 

• Trade or business – a group of assets if goodwill or going concern 
could under any circumstances attach to such assets or related to 
the conduct an active trade or business under §355
– Query: does a single real estate asset (e.g. apartment 

building) constitute a trade or business?
• Allows Treasury/IRS to ensure that purchaser and seller are 

allocating the consideration consistently
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Allocating to Category of Assets

• Purchase price is allocated using the residual method
– Allocate to each category of asset (I through VII) until the entire 

purchase price is allocated
• Compare to purchase price allocations for financial reporting 

purposes
– Determine fair value of all acquired assets
– If total fair value is more than the purchase price, a bargain 

purchase where gain is immediately recognized
• No further allocation required after allocating to various 

classes
– Class V may consist of many different assets
– Purchase/sale agreement may contain further detail
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Questions?
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Contact us:
Chicago Bloomfield Hills
180 North LaSalle Street 4111 Andover Road
Suite 3000 West, Third Floor
Chicago, IL 60601 Bloomfield Hills, MI 48302

866-717-1607    / www.cca-advisors.com
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