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Whatever	 your	 political	 affiliation,	 U.S.	 business	 owners	 are	 assessing	 the	 likelihood,	 timing	 and
impact	of	tax	proposals	from	Vice	President	Biden	and	the	Democrats	if	they	win	the	White	House	and
control	Congress.	

This	memo	focuses	on	potential	changes	to	investment	taxes	and,	in	particular,	the	possibility	of	long
term	capital	gains	rates	doubling	 to	nearly	40%	from	current	 levels	of	20%.	 Including	 the	3.8%	net
investment	tax	already	in	place,	capital	gains	could	be	taxed	at	a	higher	rate	than	ordinary	income	in
the	 new	 administration.	 The	 proposed	 change	 to	 the	 capital	 gains	 tax	 rate	 is	 accelerating	 strategic
discussions	among	business	owners	considering	selling	all	or	a	portion	of	their	companies	in	the	next
several	years.

PROPOSED CHANGES
Biden	and	congressional	Democrats	have	a	long	list	of	priorities,	 including	major	changes	to	tax	law.
While	a	full	repeal	of	Trump’s	2017	tax	 law	is	unlikely,	a	major	rewrite	 is	almost	certain.	Significant
changes	are	expected	to	corporate	tax	rates,	personal	income	tax	rates,	investment	taxes,	international
taxes,	 IRS	 enforcement,	 the	 estate	 tax,	 and	 payroll	 taxes.	 In	 addition,	 several	 congressional	 leaders
favor	the	introductions	of	a	wealth	tax	and	Wall	Street	tax.	

The	table	below	outlines	a	comparison	of	Trump’s	and	Biden’s	current	positions	on	taxes.
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Ordinary income
Top ordinary rate is 37%

Top ordinary rate set to

39.6% for taxpayers with

income over $400,000

DONALD TRUMP JOE BIDEN

Capital gains and dividends

Long term capital gains and

qualified dividend income

(QDI) taxed at maxiumum

20% rate

Eliminate QDI benefit and tax

long term capital gains and

QDI at 39.6% for taxpayers

with income over $1 million
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Importantly,	Biden	is	steering	towards	the	Democratic	consensus	that	capital	gains	and	dividends
for	 the	wealthy	should	be	 taxed	as	ordinary	 income.	Under	Biden’s	proposal,	 the	 top	bracket	 for
ordinary	 income	 taxes	could	 increase	 to	39.6%	(from	37.0%	currently).	Taxing	capital	gains	and
dividends	at	this	upper	rate	-	plus	the	net	investment	tax	of	3.8%	-	would	result	in	long	term	capital
gains	being	taxed	at	a	higher	rate	than	ordinary	income.	

For	most	of	the	history	of	U.S.	income	tax	policy,	long	term	capital	gains	have	been	taxed	at	lower
rates	 than	 ordinary	 income.	 In	 recent	 generations,	 the	 maximum	 long	 term	 capital	 gains	 and
ordinary	 income	tax	rates	were	equal	only	briefly	between	1988	and	1990.	Since	2003,	qualified
dividends	have	also	been	taxed	at	the	lower	rates.

To	 make	 matters	 worse,	 Senator	 Wyden	 (D-OR),	 the	 lead	 Democrat	 on	 the	 Senate	 Finance
Committee,	is	advocating	a	plan	that	would	annually	mark-to-market	investments	and	initiate	a	tax
on	unrealized	capital	gains	for	high	income	earners.
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There’s	 uniform	 consensus	 that	 a	 Biden	win,	 particularly	with	 a	 sweep	 in	 Congress,	will	 result	 in
significantly	higher	taxes	on	investments	for	wealthy	Americans.			

Certainly	a	doubling	of	the	long	term	capital	gains	tax	rate	has	significant	implications	for	business
owners	 contemplating	 a	 change	 of	 control	 and/or	 other	 transaction	 that	 would	 create	 a	 liquidity
event.	Other	potential	 changes,	 such	as	 the	wealth	 tax	and	 the	mark-to-market	proposals,	 create	a
sense	of	urgency	to	estate	planning	and	tax	planning	as	related	to	illiquid,	long	term	investments.	

The	strength	of	the	U.S.	stock	market	and	the	resurgence	of	M&A	activity	in	recent	months,	coupled
with	potential	changes	to	 the	tax	 law,	are	accelerating	discussions	around	strategic	options	among
business	owners.	

In	a	Biden-win	scenario,	any	potential	changes	to	the	tax	law	are	unlikely	to	come	before	the	Spring
of	 2021.	 History	 shows	 that,	 over	 the	 past	 30	 years,	 one	 party	 or	 the	 other	 has	 controlled	 the
Presidency,	the	Senate	and	the	House	in	only	four	instances	(1993,	2001,	2009	and	2017).	In	none	of
those	years	was	tax	legislation	enacted	before	June.	Further,	only	in	1993	were	tax	rates	increased
retroactively	to	the	beginning	of	the	calendar	year.

While	a	Democratic	sweep	in	November	is	possible,	the	likelihood	of	an	effective	date	of	January	1,
2021	for	significant	changes	to	the	tax	law	is	unlikely	-	but,	sadly,	not	inconceivable.
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Colonnade is an independent investment bank focused on the financial services and business services sectors. Colonnade provides expert, objective advice on
mergers and acquisitions, private placements, fairness opinions, valuation opinions and corporate finance issues for privately held businesses, publicly traded
companies and financial sponsors. Our senior bankers bring extensive transaction experience, industry expertise, a process orientation and a sense of urgency
to each engagement.

This advertisement was prepared September 14, 2020. It is not investment advice, and Colonnade undertakes no obligation to update the information
contained herein. Colonnade’s services do not include, and Colonnade does not provide, accounting, regulatory, legal or tax advice; and you should seek the
advice of other advisors if you desire counsel of this nature.

Sources: SEC filings, regulatory filings, and company presentations. 
©2020 Colonnade Advisors LLC.

Copyright and Other Important Information
This document, including text, graphics, logos, icons, images and the selection and arrangement thereof, is the exclusive property of Colonnade Advisors LLC and is protected by U.S. and international copyright
laws. Colonnade hereby permits you, unless you are an investment bank or other financial advisor, to download, copy, distribute, publish, reproduce, cite, link or post this document or its contents subject to the
following conditions: 1) you retain on any material all copyright and other proprietary notices and 2) you do not modify this document or its contents in any way. Colonnade reserves all rights not expressly granted.
This document and the information that it contains are produced by Colonnade Advisors LLC solely for general background information on the matters described. This document or any of its information may not
be used for investment, valuation or accounting purposes. None of Colonnade or its representatives or affiliates has agreed to or has assumed any responsibility to provide you with investment advice, whether in
a fiduciary capacity or otherwise.

Please	call	us	to	discuss	how	these	potential	changes	are	affecting	the	M&A	markets	and	the
opportunities	and	challenges	for	business	owners.
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Colonnade	Advisors	LLC	•	500	West	Madison	Street	•	Suite	3410	•	Chicago	IL	•	60661
Investment	banking	services	provided	through	Colonnade	Securities	LLC,	member	FINRA

Jeff Guylay
Managing Director
208.726.0788
jguylay@coladv.com

Gina Cocking
Managing Director
312.425.8145
gcocking@coladv.com

Sources:	Special	Washington	Update	-	Biden	and	Tax	Policy	(UBS.	7/20/20).	How	Might	the	U.S.	Election	Affect	Your	Taxes?
(JPMorgan.	8/14/20).	Tax	Policy	Center	(www.taxpolicycenter.org)

Jeff	 Guylay	 is	 a	Managing	 Director	 of	 Colonnade	 Advisors.	 Prior	 to	 joining
Colonnade	in	2000,	Jeff	was	an	investment	banker	at	J.P.	Morgan	in	the	firm’s
Mergers	 &	 Acquisitions	 and	 Fixed	 Income	 Capital	 Markets	 groups	 in	 New
York.	He	also	spent	several	years	in	J.P.	Morgan’s	Chicago	office.	Jeff	has	over
20	years	of	M&A	and	investment	banking	experience	and	has	served	as	lead
execution	partner	on	over	25	M&A	and	financing	transactions	at	Colonnade.	

Gina	 Cocking	 serves	 as	 the	 Chief	 Executive	 Officer	 of	 Colonnade	 Advisors.
Gina	 began	 her	 career	 in	 investment	 banking	 at	 Kidder	 Peabody,	 was	 an
analyst	at	Madison	Dearborn	Partners	and	an	associate	at	J.P.	Morgan	&	Co.
She	 was	 the	 Chief	 Financial	 Officer	 of	 Cobalt	 Finance,	 a	 specialty	 finance
company.	 She	went	 on	 to	 become	 the	Chief	 Financial	Officer	 of	Healthcare
Laundry	Systems,	 a	private-equity	backed	 company	 for	which	 she	oversaw
the	successful	sale	to	a	strategic	acquirer.	Gina	served	as	the	Line	of	Business
CFO	–	Consumer	Banking	 and	Lending	 at	Discover	Financial	 Services.	Gina
serves	on	the	Board	of	Directors	of	CIB	Marine	Bancshares,	Inc.	


