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Introduction
A business sale, recapitalization, or large distribution event solves one problem and immediately creates another. The 
capital is real and the liquidity is finally in hand, but the decision of where that capital goes next now carries nearly as 
much weight as the decision to sell in the first place.

Most owners spend years optimizing a single asset: the business. Few spend equivalent time building a framework for 
what happens to the proceeds once that asset converts to cash. This gap shows up in two recurring patterns. First, a 
meaningful share of enterprise value is lost to federal and state tax before a dollar is ever deployed. Second, owners 
often rebuild the same concentration problem they just solved, parking proceeds in a single new venture, property, or 
advisor recommendation.

This guide is written for exiting and post-exit founders, active CEOs preparing for a future liquidity event, and operators 
navigating a private equity recapitalization. It walks through how exit proceeds are typically taxed, where they tend to go 
in the first twelve months, and the decision framework experienced operators use to deploy capital with the discipline 
they applied to running the business.

Exiting Founders
Navigating the transition from 
operator to capital allocator

Active CEOs
Preparing for a future liquidity 
event with a clear framework

PE Recapitalization
Operators navigating partial or full 
private equity transactions
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What You Will Learn From This Guide
This guide covers the critical knowledge every exiting business owner needs before deploying a single dollar of exit 
proceeds.

1
The Highest-Risk Period
Why the first twelve months after a liquidity event are the highest-risk period for capital erosion

2
Tax Math First
How the structure of the sale — asset versus stock, ordinary income versus capital gains — changes the 
tax math before any reinvestment decision is made

3
Allocation Buckets
The allocation buckets experienced advisors use to sequence post-exit capital

4
Energy Asset Strategy
How direct working interest ownership in producing energy assets fits into a tax-aware deployment 
strategy under IRC Section 263(c)

5
Advisor Questions
Practical questions to raise with your CPA and advisor before committing capital
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Section 1: The Capital Problem Nobody 
Warns You About
For most owners, the business represented the overwhelming majority of personal net worth prior to sale. Industry 
commentary on concentration risk places this figure between 70% and 90% of an owner's total wealth tied to the single 
operating company. That concentration does not disappear at closing. It is replaced by a different concentration risk: a 
large, taxable cash position sitting idle while the owner adjusts to a decision landscape that no longer resembles running 
a business.

Advisors who specialize in post-sale planning consistently flag the twelve months following a liquidity event as the 
highest-risk window for wealth erosion, as owners simultaneously finalize the actual tax bill, decide how much to spend 
versus preserve, and evaluate where undeployed capital should sit. Acting too quickly has been shown to create regret: 
industry research has found that a majority of sellers who redeployed proceeds within 30 days of closing later wished 
they had moved more deliberately.

70%–90…

Wealth Concentration
Share of owner's total net worth typically tied to the single 

operating company prior to sale

12 Mo

Highest-Risk Window
The twelve months following a liquidity event represent the 

peak period for wealth erosion risk

A majority of sellers who redeployed proceeds within 30 days of closing later wished they had moved more 
deliberately. Speed is not a virtue in post-exit capital deployment.
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Section 2: The Tax Math Happens Before 
the Reinvestment Decision
Before any deployment strategy can be evaluated, an owner must understand what is actually left to deploy. The 
structure of the transaction drives this number as much as the headline sale price does.

Asset Sale via C-Corp

An asset sale routed through a C-corporation can 
trigger tax at the entity level and again at the 
shareholder level — a combined exposure documented 
to exceed 50% of gain in some structures once state 
tax is layered in.

Stock Sale

A stock sale is generally taxed once, at capital gains 
rates, assuming qualifying structure. For 2026, long-term 
capital gains brackets reach the top federal rate of 20% 
above roughly $545,500 of taxable income for single 
filers and $613,700 for joint filers.

The 3.8% Net Investment Income Tax under IRC Section 1411 stacks on top for investment-classified gain, pushing the 
effective federal rate toward 23.8%. Owners who materially participated in the business and meet qualifying criteria may 
have grounds to argue their gain falls outside NIIT scope — a distinction worth confirming with a CPA.

State residency adds another layer. A seller in a state that taxes gains as ordinary income can see total effective tax 
approach the low-to-mid 30% range, while a seller domiciled in a no-income-tax state faces only the federal and NIIT 
stack. Pre-closing residency and entity planning — including evaluating Section 1202 qualified small business stock 
exclusions or Section 1042 ESOP rollover deferral — can shift net proceeds by a meaningful share of total sale value, 
and this planning window closes at signing. Net of escrow holdbacks, tax, and depreciation recapture, owners 
frequently find that year-one deployable cash lands meaningfully below the headline transaction value.

Federal Long-Term Capital Gains
Top rate of 20% for 2026 above $545,500 (single) / 
$613,700 (joint)

Net Investment Income Tax (NIIT)
3.8% under IRC Section 1411 stacks on top, pushing 
effective federal rate toward 23.8%

State Tax Layer
Total effective rate can approach the low-to-mid 
30% range in high-tax states

Planning Windows Close at Signing
Section 1202 QSBS exclusions and Section 1042 
ESOP rollover deferral must be evaluated before the 
deal closes
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Section 3: Where Proceeds Typically Go 
First
Once the after-tax number is clear, experienced advisors generally sequence deployment across three functional 
buckets rather than a single decision.

Bucket 1: Reserve 
Capital
Funds held in low-volatility 
instruments to cover near-term 
tax payments, living expenses, 
and liquidity needs during the 
transition.

Bucket 2: Income & 
Diversification Capital
Proceeds redeployed into assets 
structurally different from the 
business just sold, intended to 
rebuild diversified, cash-flowing 
exposure.

Bucket 3: Growth & 
Opportunity Capital
A deliberately capped allocation 
toward higher-conviction, less 
liquid opportunities, including 
new ventures or direct asset 
ownership.

The mistake most owners make is skipping straight to bucket three, chasing a new concentrated position — often in a 
familiar asset class such as real estate or a new operating business — before reserve needs and tax exposure are fully 
addressed. A second common mistake is leaving proceeds entirely in bucket one far longer than necessary, which 
protects against volatility but guarantees that inflation and idle cash drag erode real purchasing power over time.

Skipping to Bucket 3 before Bucket 1 is fully funded is the single most common and costly sequencing error in 
post-exit capital deployment.
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Section 4: Evaluating Direct Working 
Interest Ownership as a Deployment 
Option
For operators who understand how to evaluate an operating asset, a direct working interest in producing oil and gas 
wells is one allocation worth understanding on its own terms — not because it is passive or simple, but because its tax 
mechanics are statutory and its ownership structure mirrors the operational mindset most exiting founders already bring 
to a decision.

Under IRC Section 263(c) and Treasury Regulation 1.612-4, a working interest owner — meaning a party holding a direct 
operating interest rather than a passive royalty position — can elect to expense intangible drilling costs in the year 
incurred rather than capitalizing them over time. Tangible drilling costs are generally capitalized and depreciated 
separately. The actual split between intangible and tangible costs on a given well is confirmed through the specific 
Authorization for Expenditure and engineering detail for that asset, and the resulting benefit depends on the owner's 
basis, at-risk amount under IRC Section 465, and overall tax position. Up to 100% tax benefit treatment on qualifying 
costs is possible under current law, but the applicable outcome always depends on the specific IDC and TDC structure, 
individual circumstances, and professional tax guidance.

What distinguishes this from many other alternative asset classes is IRC Section 469(c)(3), which exempts a bona fide 
working interest — held directly or through a structure that does not limit the owner's liability — from the passive activity 
loss rules applied to most other investments. This is the mechanism that allows a working interest position to offset 
active business and ordinary income, provided the ownership structure is direct rather than routed through a liability-
limiting entity such as certain LLCs or limited partnerships. This detail is worth confirming directly with a tax 
professional, since the entity wrapper matters as much as the asset itself.

Beyond the tax mechanics, the asset class sits on top of a market with independent demand drivers. U.S. oil and natural 
gas production supported an estimated 10.6 million jobs and contributed roughly $2.1 trillion to the U.S. economy in 
2023, and domestic crude output reached a record 13.5 million barrels per day in late 2024, with natural gas production 
on track for a further record above 122 billion cubic feet per day in 2026. None of this guarantees an outcome for any 
specific well or participant, but it establishes that the underlying commodity market is active and domestically 
significant, independent of tax treatment alone.

10.6M
Jobs Supported

U.S. oil and natural gas production employment 
contribution in 2023

$2.1T
Economic Contribution

Contribution to the U.S. economy from oil and gas in 2023

13.5M
Barrels Per Day

Record U.S. crude output reached in late 2024

122B
Cubic Feet/Day

Natural gas production record projected for 2026
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Practical Framework: Sequencing the 
Decision
A disciplined sequence protects against the most common post-exit capital errors. Follow these steps before committing 
capital to any allocation.

1 Confirm the Actual After-Tax Number
Confirm the actual after-tax, after-escrow number before building any allocation plan. Work from deployable 
cash, not headline sale price.

2 Separate the Tax Reserve
Separate the tax-payment reserve from the reinvestment pool entirely. Do not let a deployment decision put next 
year's tax bill at risk.

3 Set a Cap on Illiquid Allocations
Decide on a cap for illiquid or concentrated allocations before evaluating specific opportunities — not after one 
becomes appealing.

4 Request the AFE for Energy Assets
Where a direct energy working interest is under consideration, request the Authorization for Expenditure and 
well-level engineering detail before relying on any general industry figure for intangible drilling cost treatment.

5 Confirm Entity Structure in Writing
Confirm with your CPA, in writing, whether the proposed ownership structure — direct working interest versus 
fund, LLC, or limited partnership — preserves the Section 469(c)(3) active-income offset or converts the position 
to passive treatment.

6 Revisit State and Entity Questions Post-Closing
Revisit state residency and entity structure questions even after closing, since some planning windows remain 
open for a limited period post-sale.

Summit Ventures | summitven.com 8



Illustrative Example, Tips, Common 
Mistakes & Advisor Questions

Illustrative Example

Consider an illustrative, composite scenario: a founder 
completes a stock sale of an industrial services company for a 
sale price in the eight-figure range. After federal long-term 
capital gains tax, the Net Investment Income Tax, and state tax 
in a mid-tax-rate state, the founder nets a meaningful but 
materially lower figure than the headline price. Rather than 
deploying the full balance into a single new venture, the 
founder allocates a portion to a reserve bucket covering next 
year's estimated tax payment, a larger portion into diversified 
income-generating assets, and a capped portion into a direct 
working interest position in a producing well — chosen because 
the intangible drilling cost election under Section 263(c) could 
apply against the same tax year's remaining ordinary and active 
income, subject to the founder's individual basis and at-risk 
position as confirmed by counsel.

This is a hypothetical, composite illustration intended to show 
sequencing logic, not a projection of deductions, returns, or 
outcomes for any actual participant.

Questions to Raise With Your Advisors

What was the actual structure of our transaction — asset 
versus stock, entity type — and how does that change our 
total effective tax rate before any reinvestment decision?

Given our current state of residency and entity structure, are 
there still open planning windows available to us post-
closing?

What percentage of total post-exit capital should sit in 
reserve, income, and growth allocations given our personal 
risk tolerance and spending needs?

If a direct working interest in an energy asset is being 
considered, can the operator provide the Authorization for 
Expenditure, well engineering detail, and confirmation of 
entity structure needed to evaluate the IRC 263(c) and 
469(c)(3) treatment specific to our situation?

How does this allocation fit within our broader diversification 
plan, and are we recreating a concentration risk we just 
resolved?

Tips & Best Practices

Build the deployment plan before the sale 
closes, not after the wire arrives. The best tax 
planning windows close at signing.

Treat every allocation decision as if 
underwriting a new business — because in 
substance, you are.

Insist on entity-structure clarity in writing 
before committing capital to any asset 
marketed primarily on its tax benefit.

Keep a hard cap on any single concentrated 
allocation, including one that worked well for 
you in the past.

Revisit the plan quarterly during year one, 
since tax law, personal circumstances, and 
opportunity quality all shift faster than most 
owners expect after a sale.

Common Mistakes to Avoid

Deploying capital within days of closing 
without first confirming the actual tax liability 
due.

Treating a new venture or asset class as 
automatically diversifying when it may simply 
recreate single-asset concentration under a 
different name.

Assuming a fund or pooled vehicle offers the 
same tax treatment as a direct working 
interest position without confirming entity 
structure with counsel.

Relying on a general industry figure for 
intangible drilling cost treatment instead of the 
specific Authorization for Expenditure for the 
asset under consideration.

Failing to coordinate the capital deployment 
plan with state residency and entity decisions 
that should have been finalized before the sale 
closed.
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Closing Perspective
The sale closes the chapter on building one business. What happens next is a separate discipline entirely — one that 
rewards the same operational rigor an owner applied for years, now pointed at a portfolio of decisions rather than a 
single company. Reserve first, understand the real tax number before building a plan around it, and treat every 
subsequent allocation — including a direct working interest in a producing energy asset — as a decision that deserves 
the same diligence a founder would apply to any new operating commitment.

Owners who sequence this well tend to look back on the twelve months after closing as the point where they converted 
a single concentrated position into a durable, diversified base for the next phase of their career. Capital deployment after 
an exit is not a single decision. It is a sequence of decisions, each benefiting from the same analytical discipline that 
built the business being sold, carried out alongside qualified tax counsel and an advisor familiar with post-liquidity 
planning.

Capital deployment after an exit is not a single decision. It is a sequence of decisions, each benefiting from the same 
analytical discipline that built the business being sold.

Work With an Expert Advisor Learn More
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This guide is for general educational purposes and does not constitute tax, legal, or investment advice. Tax treatment 
depends on individual facts, applicable law, and professional guidance, and any party should consult qualified tax and 
legal counsel before making a capital deployment decision.

https://orionwebsite.com/summit-ventures/#
https://orionwebsite.com/summit-ventures/#

