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TAX BENEFITS OF 
COVENANTS NOT 
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Hobl' rt W. Wood · San Francisco 
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Tax Benefits of Covenants 
Not to Compete 
(COIllilllh'dfrOIllI'(I.".' /) 

<l~Sl'l~ Ill' <l~ " taxabk plirdl.l'C 111' ~III(" 111,11 j, 

Cllupll-d Willi a S('("[illil 33~ l'il'l"Iillll. SCl"lillll 
338 eil'ctiol1", ill Il1l"n, <lre qllill' r.ll"l' 111'1,,111\\' 

tile ~dl'l'Il1l'd a~~\'l \<1ll'" <l""nCi all'd Wilh.l Sec
lioll 33~ dn'lio!] i:-. ,1 lull y 1,1X;lhll' (' \'\'111. 

As a 1"l'SlIl1. lhl' (;JX lI"iggl TI'd hy lilt' 3 HI 
t'knioll ., llll0~1 .IIIV<I)'\ IlllIlVl'iglh thl' la .\ 

hl'l11'lilS (l1ll' ( '.:In l'xlll'(' ( frol11 hl'illg "I,1v 10 

,ll llOr(izl' Ihl' ill1.mgihll' ,1"1'1' dn'llll'd 10 

have hn'l1 ]Hlrdl.lwd. AI'n l rdil1gl~', WI1\'11 
IHiring \(n('k ,K\llIi~ilioll:'>. lllm( hIl Yl'!"" \\'ill 
11 \\' <1 11Ilidd 111 <11 ,h~lll1 l\ '\ lh.ll (II\' (,11').,:.-1\ 

il:'>:'>I'!S \\'ill clll1 [illlll' 10 hI' ,1I1Hlni/\'d ,lll1l 
(lqlft'ci.1l",1 ill thl'if hi"iuric (.lIlt! ill \',l ri,lhl y 
low) h,1~n. 



Tax Benefits of Covenants 
Not to Compete 

Pay in g for Covenants 
1)('\l'il~' Ill,' ~(TllIill!-:l y il1l'!)!l~rlll)\I~ lax 
ruin. 1,\\ 1>t'1lt'lil~ Inlill ,) '1 He" <'IcqllbiliDIl 
l.ltl hl' ',11\',1).:l'(I il 11lL' lr.lll',;lCliOIl j, COIl

" {'twd Ir(lln .1 ~Ir,li).!!]( \IPck ,1cqlli~ilinll iJ1!1f 

.HI ~'Il 'l llIi,ili(fll III ,[pcI-. cUlIpll'd with till' 

.Kqlli,iliull 01 a l "PVl'Il.Jn1 1101 10 ("tltll!ll'll'. 

ThL' '1,ller ,cll, two ;ll'III\. 'itKk pili, .1 
IO\'CIIJllL Till' <111 1011111 paid I(lr a ("1I"l'll,lI11 j, 

lovel"l'ti b ), $ l'nilltl [')7, ,u;1 ' "<III hl' ,lIlltH

lilnl OV('f 1'5 Yl','lr\ , wlll'r\' theft' j,., ]"1'1<111'(1 

pll!"li1a'I' o f ,\ hu,inn' through I Ill' pllrcil,"l' 
,iI ;),\ci, lH" qllL" . i\ ClIV,'I),lllt IH1\ II I nHII

pclt' j, lilITCI" I"l' IIl1iqlll': [I h llll' Hill y t y pe 

Id Snl;"!1 1')7 i l 1l ,1llgihk IIl,ll C,111 <lri~l' ill ,1 
1I".lII\,lCliulllll.ll ;\ 11<11 \lrtICilll"l'd (.l('lll;Jlly or 

Vi".l Sl"l'lil'll \3"': L' ivnioll ) ,1~" 1;J;\"hk pllr

(h,l'C!lI,l"l'I' _ 

S1!K" III1 Yl'r, h,IVl' ;111 i lll'l '1I1IVl' 10 <1 1hll'<1ll' 

;h Illulll II I 111l' jlllreh,I'l' priel' '" pu,~ihk III 

,I ('UVL'Il,llll. III IhL' lIr y, ., CllI"[lllr,Hl' ' l' lkl" II I 

,10(" wilt I' l' illdilkrl'1l1 10,111 ,11t0Gllioll III 

l'lll"ell,l' l ' 1Hi(l ' II • ., OIVl'l1.IIII , AIIIHllIgh 11ll' 

alt ll(,llillil would #( OIlVl'l"l # l ',lpilal g,lill' 

(Inllll 111l' qUI " ,,,Iv P"l"Iillll 01 11Il' Ir"Il~.1l' 

lioll) inln onlill,lI'Y ill(ollll.: (In Ihl' I.:XI l' lll 01 

Ilw ,llllUlIlll .1 !1u',.' .1Il'd III Ihl' 'OVl'I1.1111), Ihl' 

IlIrpllr<1ll" 'l'ltel" will Ihlt ' I T ih 1.1>- hill 

il1(Tl'.I'l'. 

O lll' ).:Ilod qllnlillll i, iU'1 hoI\' f.ll" lIii, 

"illil 01 l,ilurl'.1liolll<111 gu. Call'l Ihl' cothict

Cr,1li(l1l .11I0l.ll (' ([ 10 .1 n'\'cII,I111 Illli 10 lHlll

pclt· hl' Illl).:l' ! [ II rn'o).:llili o n ollhi, I.KI, 11Il' 

C UIIIIllil t lT I~l'[lorh .1CCllIllpilllyjng Ihl' 

(,11,lIll1 l l' l lIlIl 5l'Clioil 1')7 ;1dl11oni\h laxp,l~' 

l'r, 111,11 wh l' r l' ,IIIHIU!lI, .1l1uC<1Il'<I 10 ,"l'll a 

unTlhl111 Me llllrl'il ~ ()lli1hk, Ihl' l' ,Xn',\ wi!! 
hi' rl',II1IILlll'd III tin' '101' " !Il1rCh,I'I' \"III11PO' 

11\'111 III Ihl' Ir,lIh,1("li"lI, Thl' S(. II ,OOIl ql1e,-

1iilll h whl'lI I' 'tl c l! all alluc ,llillil 

lIll rC,l\('1 I,ll 'k "! 

Lorvic Holdi,'9 .... 
Till' rl'l 'l 'llI C"'l' "I 1,I)fI'it' NI,/dil/.'I_' I '. COlllllli,'
,iOlh'l: T C. 1\ ll-IIlil . 1')<)",-2<)1 ( I<),)~). givn 

'11111 1' gllid,llH"I' 1111 Ihi, lilllil. T hel"e . !lIt.: 

hll r l'r p,liti 101" .1I'UV('II,I111 .• lnd Ihl' 1\\(11 ' \V,1 ' 

wlH'llIl"r Ilh' .1!lHII1I1I p,lid W.l' "propel"ly 

,IIJol'ahiv" 10 IIll' 1'(lV\,ll.ll1l. Did lilt' ,11101:,1' 

lillil havl' l'collomi(' rl"lliIV? 

Tilt· "r:l x ClIlIrI ',lid Ih,11 ,III ,1110('.lIioll will 

1I,1Vl' l'lIIlHllllil rl'.llil ), ill l \ l'l', wlll'rl' Ihl' 

p,lrtil" III 11Il' \"111'1'11.1111 h<1l'l' .11Ivl'r\I' I,]\,: 

illll'rl"I'. 1\ til'l'r'I' 1,1\ iIIIITl"h, 1111' ("Ollrt 

11'11 . d('ln .1111'1·.llilltl, Ih,ll 1,11"" Illl' rl'qlli,ill' 

l'OllllHllil 1"t'.llil )'. \ 'Vlil'i"l' 11ll' p;'tnk, dl) IH)] 

pO"I.:~' ,ltive rH' IJ X illll'rnl, (,1, h l y pic.11 in 

111.111~' c ll rplI l"Jlt' 1I"al1',1C1iul1\) . il i\ ,impl~' .1 

(11Il'~lion 01 lolel w hl' llier ,'11 alluCollili1l rCol
!\I reo,; l'(\llIurnic rl'alilY. 

Till' ("\lllrI in/.(Jfvi( Ha/dill.,/., Illl'n ,HlvolIICl'd 

ol Iwo- ]l <1 1"1 11"1 IlIr ,1'\I·"illg whellil'r l'eo" 

lIotllk I"l'.llil), l'xi'l~ 10 \UPPllrt an ,1110(,1 -

lioll. TIll'rl' j, I' CUlllltllic rl'.llil ), III .111 

,llI o ("liUIl 1I111~' wlll'fl' Iht' 'l'Ilt-r of Ihl' 

CO I'l' 1l.1 11 I h<1~: ( I ) Ihl' l'COIH!llli c alld illdll~

Ir;,,! IHlIl'llIi.lllll {ulIljWll'; .:Int! (2 ) I Ill" inlelll 

10 nlillpl'll' wilh I Ill' 1!1I )'e t". III J.I'ITic IIIJ/d
ill.'iS, tilt' l 'OIlr! Il'II tll<11 ,1 25 % di'I'o lllH Irllill 

lilt' ,1gl"l' l 'd'lIlHIII <1lli'l",lli l lll W.l' Warr.1111l·d 

bn',ll1'l" Ihl' I"l'conl did IHiI indit'<1Il" lilolt 1I1l' 
'l'lIel" had Ihe rl'qlli~ill' inll'lll 10 c llm)ll'll' . 

Till' c UlIrt \lh~l'l"vl'd Ih,ll 1Ill" '1·llvr. 11,)\\\,;111 -

'l,ll1dill,l: iI, illdll~lri,,1 Ini,l:lil . wlllrid h ,lVI' 

11I'l'1I ,11 .1 WVl' I"l' Ili,adv.l11l.lgl' hl'l'all'I' il 

1;IC"n! LTuci,11 rl'I<1lil)ll~hip' wilh 11ll" hll,i 

IIL'~\' 'llpplit'l"\ ,111d di'lriillllol"' wilh rl"pl'U 

10 Ihe ['\I,il1l''' ,old. 

TII\I~, 1Ill" <1grcl'd-lIp"1I .:IIIOI".llillll til Jlllr

dw\\' Ilrin' II. 11ll' {"\'I'I'II,1 II I Lllked l'n'-

1IOI1Ik l"l'alil Y (Ill Ihl' l' Xll'lIl ul Ihl' di'101l111 

illlPO'l'd II)' Ih\' 1'llllr1). hl'CJII~l' il l'Indd 11111 

ill' ,ho WII 111,11 11Il' hll y er III IIH' hll,ilH"" 

wOlild 11I~l' l·.ll"nillg~. COl11p,lr.lhk III Ihl' 

.:III1IHI111 pllrpllrtedly p .lid IlIr III\' l"I)I'I'II,lll!. 

il Ihl' wllt-r W.1~ 10 cOlllpe l l ' wilh lIlt" bll )'n . 

111 .lll l'f<1 where hllYl'I"' allt l wlll'l"\ .:Il"e 

r<1rl"I~' l,lX ,1(lvl'r~e wilh 1"l' ~pl'I' 1 III ,,1111('01-

lilll1\ III 1'1 I rl"11,1\l' priel ' \!I.l ClIV1'IMIII 111)1 III 

nllllpl'lt', I Ill' k'\\111 II I LellTiC 11I,/dill.,/s i~ Ih,,1 

,\11 II ,111 ;1110(",11iol1 111\1'1 1"\\11 Ih l ' gillllllll'l 01 

Iht, l'l'OllOmil' I"l',llil~1 Il·~1. E("IlIlOIllIc I"collil ), 

will Ilill y hl' IHl"'l'lll ill C.l'l'\ whl'rl' I"l',"OI1 -

o1hll' Pl'UPit', Irllly Ctlnn-rIH'd willillil'ir l'CO 

IWIIlie \Ve il hl'illg (dill' 10 Iltl' ~l'lIn\ ,lliiJiI}, 

,11ld illll'1I1 III l'IlIl1l'l'll') , W()\lld dl'III<llld ,1 11 

,111ul'.lli(ll1 "I purch,"l" priel' In \lIlh .1 

C!II' I 'II"nl, 

Easy Rid er? 
SUIIIHII'.1'r? 1I"l"dl~' , II Ill.ly 11111 hl' Ion dilli -

11111 In ,hil I\' Ihh "illli 01 ('COIIOmlc 1"1'.1IiIY ill 

'OI11l' ("1 'l'~ , dl'[ll'llIlill).: Otl 1I0w ).:!lud " 

rl'col"d ('Xi'h ill a ('.1\1'. Bill ;-tJl 01 lhi\ i\ 11;11"(1 

11"11!11 .1 pl<111l1i1lg Jll'r'l'l'nivl', Will lax ;Idvi 

~\lr, hI' .1'''t't! III UpilH' !Ill til\' lkgrl'l' III 

which I'ClIlIlllllic rl';1lil~' I',i\h"! 011 IIII' 

.1(!vl 'r,iIY Il f inll'l"l:,h ill .1 Ill'gllli<1lillll ? On 

thl' pl.lin l' YI' - ll,llling III .11 101·o1lillll liglll"l" ? 

In .111 ,1rL'.1 wllel"e .ldv,lll('l' ruling' Inlill Ihl' 

I I~S arl' ,111"1' IItll til ill' rt'qU!"Il'd, '1)lI l l'11111' 

11,1, III 111;1"1' Il1l'\l' dl'llTlllin.llil.n,. 


