
BUSINESS SUCCESSION

PLANNING
The Comprehensive Guide to Protecting Your Company's Future & Legacy

Executive Summary

For many business owners, their company is their most significant asset and their life's

work.  However,  without  a  formal  succession plan,  the future of  the business—and the

financial security of the owner's family—is at risk. Statistics show that less than 30% of

family-owned  businesses  survive  into  the  second  generation,  often  due  to  a  lack  of

planning for the "Five D's": Death, Disability, Divorce, Departure, and Disqualification.

This guide explores the strategic frameworks for business transition, the role of Buy-Sell

agreements, and how to use life insurance to fund a seamless transfer of ownership.

The Foundation: The Buy-Sell Agreement

A Buy-Sell agreement is a legally binding contract between business owners that dictates

what happens to an owner's share of the business if they leave or pass away. It acts as a

"pre-nuptial  agreement"  for  business partners,  ensuring that  the remaining owners can

keep the business running while the departing owner (or their heirs) receives fair market

value for their interest.
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"A Buy-Sell agreement without a funding mechanism is just a piece of paper. Life

insurance provides the immediate liquidity needed to turn that agreement into a

reality." 
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Funding the Transition: Cross-Purchase vs. Entity

Purchase

There  are  two  primary  ways  to  structure  and  fund  a  Buy-Sell  agreement  using  life

insurance. The choice depends on the number of partners and the tax implications for the

business.

Strategy How it Works Best For...

Cross-Purchase Each partner owns a policy on

every other partner. If one dies,

the survivors use the death

benefit to buy the deceased's

share.

Small partnerships (2-3

owners). Provides a "step-

up" in cost basis for the

survivors.

Entity Purchase

(Stock

Redemption)

The business itself owns policies

on each owner. If an owner dies,

the business buys back (redeems)

their shares.

Larger groups of owners.

Simpler to manage as the

business pays all

premiums.

Key Person Insurance: Protecting the "Brain

Trust"

Every business has individuals whose skills,  relationships, or knowledge are vital  to its

success. Key Person Insurance is a life insurance policy owned by the business on that

individual. If they pass away, the business receives a tax-free death benefit to:

Recruit & Train: Cover the high costs of finding and onboarding a replacement.

Stabilize Credit: Reassure lenders and vendors that the business remains

financially sound.

Offset Revenue Loss: Provide a cash cushion to cover the temporary drop in sales

or productivity.

• 

• 

• 
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Executive Retention: The "Golden Handcuffs"

In a competitive labor market, retaining top talent is essential for long-term succession.

Businesses can use specialized life insurance strategies to provide high-value benefits that

traditional 401(k) plans cannot match.

1. Executive Bonus Plans (Section 162)

The business pays the premiums on a life insurance policy owned by the executive. The

premium is deductible for the business and reported as a bonus to the executive. This

provides the executive with a portable, tax-advantaged wealth-building tool.

2. Split-Dollar Arrangements

The business and the executive "split" the costs and benefits of a life insurance policy. This

can be structured as a loan from the business to the executive, allowing for massive death

benefit protection and cash value growth with minimal out-of-pocket cost to the employee.

The Valuation Challenge

A succession plan is only as good as the valuation it is based on. Business owners often

over- or under-estimate the value of their company. A formal valuation should consider:

Asset-Based Value: The net value of all physical and intangible assets.

Market-Based Value: What similar businesses in the industry are selling for.

Income-Based Value: The present value of future expected earnings (often the most

accurate for service businesses).

• 

• 

• 
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Conclusion: Protecting Your Life's Work

Business succession planning is not about "leaving" your business; it's about ensuring that

what you've built continues to thrive and provide for your family, your employees, and your

community. By integrating legal agreements with robust financial funding, you remove the

uncertainty that often destroys successful companies during a transition.

At  Allied  Life  Financial  Group,  we  specialize  in  the  advanced  architecture  of  Buy-Sell

funding and Key Person strategies. We work with your legal and tax advisors to ensure

your plan is efficient, funded, and legally sound.

Is Your Business Protected?

What would happen to your company if you didn't show up tomorrow? Contact us today for

a Business Continuity Review and a personalized Buy-Sell funding analysis.

AlliedLFG.com | (847) 874-8488
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