The Smart Choice for Business Transfer, Part I

In some businesses an owner may not have a family member who is capable or willing to run the business after the owner dies.  Yet, the business is a viable entity that could survive the death of the owner or partners.  In this case an employee or surviving partner may be willing to step up and take the owner’s place.

A two-step plan can bring about an orderly sale of the business to an employee or partner.

FIRST, with the cooperation of the owner, the employee or partner purchases a life insurance policy on the employer.  The employee owns the policy, pays the premiums and is the beneficiary of the policy.  If the employer dies the proceeds from the policy will be used to purchase the business from the heirs of the owner.  If the owner decides to sell the business to the employee when he or she retires or becomes disabled, the employee can use the proceeds of the policy’s cash value as a down payment on the purchase of the business.

SECOND, a Buy/Sell agreement is drafted by an attorney to ensure the employee or partner will buy the business at an agreed upon price.

THIRD, if the employee is unable to afford the premiums of such a policy, the employer could choose to increase his or her compensation- being mindful not to make the increase equal to the insurance premium.  Such a precise increase would allow the IRS to claim that the employer is deducting Life insurance for the employer’s own benefit.  Therefore, the increased compensation should be less about covering a specific premium amounts and more aimed at recognizing the importance of the employee as the future owner of the business.

SURVIVING BUSINESS OWNERS can be confident they have complete control and ownership of the business.  It prevents haggling, hard feelings and misunderstandings between heirs and the new owners.  For the surviving owners, a Buy/Sell Agreements financed with Life insurance can reduce the financial strain and risks of buying a business through installments.

YOUR FAMILY & HEIRS will greatly benefit from a Buy/Sell Agreement.  They will receive a fair price for the business, which you negotiated while you’re still alive; plus they can count on receiving a cash settlement without red tape or long delays.  Your family would be saved from possible reversals of return, risks and uncertainty that accompany longer-term installment buyouts and can even use the cash proceed to pay estate taxes.

THE BUSINESS & EMPLOYEES benefit because employee’s feel safe and secure about the continuation of the business.  Death will not interfere with the smooth continuation of the corporation and its operations.  Moreover, your credit standing can improve because the cash value appears as a corporate asset and is free from certain income taxes.  Customers and suppliers with long-term contracts may be more inclined to do business with a company which has planned for the orderly transfer of the business in the event of the death of the owners.
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