
Installment Sale 10/19/2022

Purchase Price: $1,000,000
Number of Payments: 20
Assumed Interest Rate: 8.00%
Buyer's Tax Bracket: 35.00%
Initial Down Payment: $900
Type of Note: Level Principal

Principal Interest Combined Earnings
Year Payment Payment Payment Required

1 $50,855.00 $79,928.00 $130,783.00 $158,166.46
2 $49,955.00 $75,931.60 $125,886.60 $152,785.45
3 $49,955.00 $71,935.20 $121,890.20 $148,789.05
4 $49,955.00 $67,938.80 $117,893.80 $144,792.65
5 $49,955.00 $63,942.40 $113,897.40 $140,796.25
6 $49,955.00 $59,946.00 $109,901.00 $136,799.85
7 $49,955.00 $55,949.60 $105,904.60 $132,803.45
8 $49,955.00 $51,953.20 $101,908.20 $128,807.05
9 $49,955.00 $47,956.80 $97,911.80 $124,810.65
10 $49,955.00 $43,960.40 $93,915.40 $120,814.25
11 $49,955.00 $39,964.00 $89,919.00 $116,817.85
12 $49,955.00 $35,967.60 $85,922.60 $112,821.45
13 $49,955.00 $31,971.20 $81,926.20 $108,825.05
14 $49,955.00 $27,974.80 $77,929.80 $104,828.65
15 $49,955.00 $23,978.40 $73,933.40 $100,832.25
16 $49,955.00 $19,982.00 $69,937.00 $96,835.85
17 $49,955.00 $15,985.60 $65,940.60 $92,839.45
18 $49,955.00 $11,989.20 $61,944.20 $88,843.05
19 $49,955.00 $7,992.80 $57,947.80 $84,846.65
20 $49,955.00 $3,996.40 $53,951.40 $80,850.25

Total $1,000,000.00 $839,244.00 $1,839,244.00 $2,377,705.61

Numbers above assume interest is deductible
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Installment Sale 10/19/2022

Cost of an Installment Sale

Principal Interest Earnings
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10/19/2022

Installment Sale

This calculation evaluates the effect of purchasing a business interest through an installment sale. It calculates the interest
and principal payments required in an installment sale. It also provides a schedule of business earnings needed to service
a buyout loan, assuming that the interest paid is deductible. 

Paying for a deceased co-owner's business interest using the installment method has several drawbacks. These include
the following:

· The installment method may not produce the amount of cash needed by the client's family to cover
expenses, such as federal and state death taxes and other estate settlement costs. 

· The financial security of the decedent's family remains dependent on the success of the business.
· The cost can be very high, even if interest on the unpaid balance is deductible.

Potential buyers must consider the typically high cost involved with a buy-out. For example, assume a buyer plans to
purchase a $1,000,000 business interest. He or she will pay ten annual principal payments of $100,000 a year, plus 10%
interest on the unpaid balance. If the buyer is in a 35% income tax bracket, the business needs to earn $2,088,460 to
service the loan. 
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