I Private Annuity Sale

Presented by: Jim Lorenzen, CFP, AIF
The Independent Financial Group

C I L indfin.com/business / 805.265.5416 / cfp@indfin.com
Ca. Ins. Lic. #0C00742

What Is a Private Annuity Sale?

The private annuity can be an effective device for transferring a business interest from the current generation
to the next generation free of estate taxes.

An annuity is a contract that systematically converts an asset into a lifetime income. In a typical private
annuity situation, a parent transfers all or part of a business interest to a child or children, who then give an
unsecured promise to pay the parent a stipulated income for life. Since the income ceases at the parent's death,
the business interest and its future appreciation may escape taxation in the parent's estate.

Business Interest

Child or
Children

Unsecured Promise of a Lifetime Income

The amount of each annuity payment must be determined with reference to standard actuarial tables and IRS
regulations. Otherwise, unintended tax consequences may result. For example, if the annuity payment is too
low, the IRS may claim that an indirect gift has been made to the family member.

Each annuity payment consists of gain and interest, both of which are taxable to the annuitant, as well as a
recovery of basis in the business, which is not taxable to the annuitant. No portion of the annuity payment may
be deducted by the purchaser.

Consult your professional legal advisor for more information on use of a private annuity in your
situation.
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What Is an Installment Sale?

The installment sale can be an effective device for transferring a business interest and its future appreciation
from the current generation to the next generation, while allowing the seller to spread the taxable gain from the
sale over a number of years.

In a typical installment sale, a parent transfers all or part of a business interest to a child or children, who then
promise to make a fixed schedule of payments to the parent. The child's promise to the parent may be secured,
if desired.

Business Interest

Child or

Children

Secured or Unsecured Fixed Schedule of
Payments

Each installment payment consists of gain and interest, both of which are taxable to the seller, as well as a
recovery of basis in the business, which is not taxable to the seller. The buyer can deduct the interest portion of
each payment. If the seller dies before receiving all of the payments, the remaining payments are made to the
seller's estate, where they are included for estate tax purposes.

When there is an installment sale between related parties, such as parents and children, a resale of the
business interest within two years may accelerate the reporting of the seller's taxable gain, unless the resale
occurs after the death of either party.

Consult your professional legal advisor for more information on use of an installment sale in your
situation.
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Feature

Term of ]
Payments

Taxation of
Seller

Taxation of

Seller's Security

At the Seller's

Death

If the Buyer
Dies

Role of Life

Insurance

Consult your professional
installment sale in your situation.

Private Annuity

sufficient to provide the promised
lifetime annuity payments could
eliminate risk to the seller.

Installment Sale

Seller's lifetime. B Fixed period of time.

B Taxed on gain and interest portion B Taxed on gain and interest portion of
of each payment as received. each payment as received.

B  Return of basis portion of each B Return of basis portion of each
payment is tax free. payment is tax free.

® No portion of each annuity B Interest portion of each installment
payment is tax deductible. payment is tax deductible.

B Sale may not be secured under any B Sale may be secured, if desired.
circumstances.
Payments cease. B Any remaining payments are made
Business interest and its future to the seller's estate and included for
appreciation may be removed from estate tax purposes.
seller's estate.

m  Seller's lifetime income could be in B Any remaining payments could be in
jeopardy. jeopardy, particularly if sale is

unsecured.
® Insurance on the buyer's life B Insurance on the buyer's life

sufficient to provide the promised
schedule of payments could
eliminate risk to the seller.
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