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Business Life Insurance Options The business case for business protection

This is intended as a guide only. You should ensure that your clients seek
appropriate legal, tax and financial advice to fully assess their individual
circumstances.

We only pay the cover amount once, so when we’ve accepted a claim for the death
benefit, terminal illness benefit or full critical illness cover the plan will end.
The policy has no cash in value at any time.

Ask most people who run a business and they’ll tell you that insurance is one of their
basic running costs.

You can use Business Life Insurance Options to cover one person (single policy) or two
people (joint policy). For joint policies, you can choose a combination of life cover and/or
life and critical illness cover. We’ll only pay out once. So when we’ve accepted a claim for
one life covered, the policy will end.

They have insurance for buildings and contents, public liability, key equipment, stock
and vehicles to name but a handful of examples.
Yet despite putting insurance and contingency plans in place for all of their physical business
assets, many companies often haven’t even considered protecting their real key asset:

People

Business Life Insurance Options could help make sure
that a company can:
• pay its debts
• replace key employees

People are at the heart of any business, and are responsible for its success.

• protect its profits

Without business protection, the death or serious illness of a key member of staff could
have a significant impact.

• provide support to a partner’s/shareholder’s family.

In some cases, it could mean the business has to stop trading, affecting people’s
livelihoods.
And in the case of shareholder/partnership protection, it could mean a shareholder’s
family is forced to take control of a business they don’t know anything about.

What is Business Life Insurance Options?
Our Business Life Insurance Options policy can help to financially protect your
client’s business. It lets you choose life cover or life and critical illness cover:
• Life cover pays out if the life covered dies during the policy term
•	Life and critical illness cover pays out if, during the policy term, the life covered dies or
is diagnosed with, or undergoes surgery for, a critical illness that meets our definition
and survives for at least 10 days. We only cover the critical illnesses we define in our
policy and no other.

• let partners/shareholders keep control of the business
It can be used for:
Key person protection

Shareholder/partnership
protection

Business loan protection

The policyholder can choose to have the cover amount paid as a lump sum or, where
level cover is selected, as annual payments.
Business Life Insurance Options is designed to be flexible so it can meet the changing
needs of a business.

Available as life of another

Cover amount available in
annual instalments when
level cover is selected

Both types of cover include terminal illness cover. This pays out if, during the policy term,
the life covered is diagnosed with a terminal illness that meets our policy definition.
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Types of business protection

Key person protection
Helps a business keep trading.
Losing a key person – through death or serious illness – could have a
damaging effect on your client’s business.
If the key person died, the business could:
• have to continue without a key person whose reputation,
personality or vision is critical to its success
• lose existing contracts, goodwill or contacts
• become vulnerable to competitors

If the key person became critically ill, the business may have to:
• provide an income to the key person, even though they aren’t
contributing to the profits
• pay two salaries for the same role as it recruits and trains an
interim replacement for the key person.
In the blink of an eye, a business could lose key skills, experience and contacts
if a key person dies or becomes seriously ill. And trying to find a suitable
replacement can be expensive and time-consuming.

• run into problems raising money for new ventures or expansion
• have difficulty meeting loan repayments.
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Business Life Insurance Options The business case for business protection
The following examples are fictitious, but they show how business protection can work. In practice, this will be dependent on the particular
circumstances of the business – for example; a trust might not be suitable in all instances. Clients should seek their own advice in this regard.

A key person can be:
The business founder
A senior manager
The top sales person
A technical specialist

For partnerships:
If the key person is a partner,
they take out a policy on their own life.
The policy can be written under a trust for
the benefit of the other partners
▼
The key person dies or becomes
seriously ill
▼
A claim is made
▼
Where the policy is written under trust,
we pay the cover amount to the trustees
for the benefit of the other partners
▼
The other partners could use the money
to cover, for example, loss of profits and
recruitment costs
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If the key person is
an employee,
the partners take out a policy on
the key person’s life.
▼
The key person dies or becomes
seriously ill
▼
The partners make a claim
▼
We pay the cover amount
to the partners
▼
The partners could use the money to
cover, for example, loss of profits and
recruitment costs

For companies and LLPs:
The business takes out the policy on the
life of the key person
▼
The key person dies or becomes seriously ill
▼
The business makes a claim
▼
We pay the cover amount to the business
▼
The business could use the money to cover, for example,
loss of profits and recruitment costs

For sole traders:
The sole trader takes out a policy on their own life.
▼
The policy can be written under trust for the benefit of their family or
dependants (or themselves if they suffer a critical illness)
▼
The sole trader dies or becomes seriously ill
▼
A claim is made
▼
Where the policy is written under trust, we pay the cover amount to
the trustees who then pass the money to the beneficiaries
▼
The beneficiaries could use the money, for example, to try and keep the
business going or to cover their loss of income
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Shareholder/partnership protection

The following example is fictitious, but it shows how business protection can work. In practice, this
will be dependent on the particular circumstances of the business - for example; a trust might not
be suitable in all instances. Clients should seek their own advice in this regard.

Helps stakeholders look after each other and their families.
Losing a stakeholder (a partner or shareholder) –
through death or serious illness – could have a serious
impact on your client’s business and their family as they
face the question of what happens to the business:
•	The stakeholder’s family may want a quick sale; if the
remaining stakeholders can’t raise the funds, the share
of the business may be sold to an unsuitable buyer.
•	The stakeholder’s family members could become
involved in running the business, even if they don’t have
the relevant expertise.
•	Banks and creditors may want to renegotiate terms or
call in debts if the ownership changes.
You can use Business Life Insurance Options to avoid these
kinds of problems, giving the remaining stakeholders
the funds to buy back the share of the company or the
partnership.
What’s more, it could also provide extra money to cover
any loss of profits which results from the death or illness
or a stakeholder.

For companies, partnerships and LLPs:
A legal agreement is put in place to enable the sale and purchase of a
stakeholder’s share in the business in the event of death or critical illness
▼
Each stakeholder takes out a policy on their own life to cover
their share of the business
▼
Each policy can be issued under a trust for the benefit of the other stakeholders
▼
Each stakeholder can become a trustee of the trust
▼
A stakeholder dies or becomes seriously ill
▼
A claim is made
▼
Where the policy is written under trust, we pay the cover amount to the
trustees who then pass the money to the beneficiaries
▼
The remaining stakeholders could use the money, for example, to buy
the deceased/critically ill stakeholder’s share of the business
▼
The deceased stakeholder‘s family or the critically ill stakeholder
receives the money from the sale of the shares
Why a legal agreement?
To make sure any sale/purchase
of the shares can go ahead
as planned
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Why a policy each?
To provide the money
to buy the shares

Why a trust?
To make sure the money goes
to the right people
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For sole traders
As sole traders are the business owners, there are no other shareholders or partners.
So this kind of business protection isn’t necessary. However, if the sole trader dies
or becomes seriously ill, it leaves a family without a breadwinner. So you could talk
about other ways to put financial protection in place to cover any loss of income.
Setting up shareholder/partnership protection
A partnership will automatically dissolve if any of the business partners die unless
an agreement exists to the contrary. Your client can set up a legal agreement to
protect all stakeholders. There are various different ways to do this, which could
include buy and sell agreements, option/cross option agreements - or automatic accrual.
Your clients should seek their own advice around which particular type of agreement
would be most suitable for them.
By way of illustration – and using just one example from those detailed above –
your client could choose to set up a cross-option agreement. These give the surviving
stakeholders the option to buy the interest in the business for a set period of time.
You can use our Business Protection Specimen Option Agreement with your clients.
This can be tailored to meet their needs, but they should obtain their own advice.

Business loan protection
This could be used to help a business clear its debts.
If your client has a business loan, overdraft, commercial mortgage or director
loan account, being able to make the repayments is crucial to their continued
success – and survival.
Business Life Insurance Options could provide a lump sum which could help
to pay off the loan. Without it, the remaining partners or directors – or even
your client’s family – could be held responsible for any outstanding financial
commitments. In some instances the insurance could be a condition of the
loan and the bank may also require any life insurance proceeds to be paid
directly to it, rather than the business.
And there could be significant implications for the business and its workforce.

The type of arrangement that suits a company’s needs will be based on individual
circumstances. Business protection may also be required.
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The following examples are fictitious, but they show how business protection can work. In practice, this will
be dependent on the particular circumstances of the business - for example; a trust might not be suitable in
all instances. Clients should seek their own advice in this regard.

For companies and LLPs:

For partnerships:

The business takes out the policy on the life of the person
who is significantly linked to the loan
▼
The person covered dies or becomes seriously ill
▼
A claim is made
▼
We pay the cover amount to the business
▼
The business could use the money, for example, to clear outstanding debts

The partners take out a policy on their own life
▼
The policy can be written under a trust for the benefit of the other partners
▼
A claim is made
▼
Where the policy is written under trust, we pay the cover amount to the trustees
▼
The trustees use the money, to pay the other partners,
who could use it, for example, to help clear outstanding debts

For sole traders:
The sole trader takes out the policy on their own life
▼
The policy can be issued under trust for the benefit of their
family/dependants (or themselves if they suffer a critical illness)
▼
The sole trader dies or becomes seriously ill
▼
A claim is made
▼
Where the policy is written under trust, we pay the cover amount to the trustees
▼
The trustees use the money, to pay the beneficiaries who could use it,
for example, towards clearing outstanding debts
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Find out more
For more information, please read our guides:
• Business Life Insurance Options At a glance
• Business Life Insurance Options In focus
• Business Life Insurance Options A guide to
the tax advantages
Or you can call our business protection support line on
0800 056 6396 for pre-sale underwriting support and
help with tax and trusts.
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