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Protecting your business:
ensuring the survival of
your business should 
the worst happen

Most business owners understand the value of insurance
within their business, however, it can be easy to forget
the most important part of your business when it comes
to insurance - people! If the people that make your 
business tick are no longer able to do so, then you can’t
protect the business. There are three key areas where 
insurance helps protect a business:

1. Key person protection
2. Shareholder protection
3. Relevant Life Cover

1. Key person protection

Some businesses don’t consider the financial 
implications of losing a key member of staff. 
Negative effects can include:

Loss of profits or sales 

The cost of finding and training a replacement 

Key Person Protection is basically life insurance, with or
without a critical illness cover option, which a business
takes out on important members of staff. This can 
provide some financial stability in the event of a key
member of staff being taken critically ill or dying. The
business pays the premiums, and if the key person dies
or becomes critically ill during the policy term, the policy
will pay out the agreed sum to the business. This 
financial payout can help ensure the business remains 
viable, continues to trade, and has the opportunity to
find a suitable replacement. 

It is important to understand that Key Person Protection
insurance is there to protect your business; if there is a
payout, the money is paid to the business to help it 
continue to trade. It shouldn’t be seen as a replacement
for personal life cover or death-in-service cover, as this is
to protect the employee’s family not the business.

Who is a key person?

Almost anyone could be a key person, but the 
positions that are typically seen as key to a 
business are:

Managing Director 
Directors
IT specialists
Sales manager
Technical expert

Ultimately, it is down to the effect it would have on the
business if an individual died or was unable to work due
to a critical illness.

What are the tax implications of Key Person 
Protection? 

Generally, you can offset the cost of Key Person 
Protection insurance against your corporation tax bill, as
it is often treated as an allowable business expense. If
the premiums have been offset against profits to reduce
corporate tax bills, if you do need to claim on the policy
and a payout is made, this payout is likely to be treated
as a trading receipt and so potentially subject to 
corporation tax. Any payout must form part of the 
company revenue for that year, so may increase your
overall corporate tax bill. To offset the cost of this 
insurance against tax, certain criteria conditions must be
met.

2. Shareholder Protection 

When do you need Share Protection?

It is always possible that whoever inherits a part of the
business may choose to be a silent partner, but there is
no guarantee of this. Some will want a more active role
and may have very different ideas on what the firm
should be doing. Another possibility is that the 
beneficiary may want to sell their stake. But if the 
remaining owners can’t find the funds to buy this 
shareholding, it could be sold to a competitor. Of course,
the ideal solution is for the remaining owners to buy
back the shares, giving the family a cash sum while 
ensuring they retain control of the business. 

Potential loss of customers and suppliers, if the key
staff member was their main contact
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The question is, will they be able to raise the funds to do
this? This is where Share Protection insurance can help.
Share Protection insurance works by providing a payout
to buy back shares, helping owners stabilize the business
and ensure it is kept in their hands and not someone
else’s. There are two parts to this insurance:

To set up a Share Protection arrangement, each owner
takes out a life insurance policy, equal to the value of
their shares in the business, and written in trust at outset,
for the benefit of the other business owners (or partners,
if it is a partnership). You can also include critial illness
cover in this, should you want to. 

The owners will also sign a Share Purchase 
Agreement, which is a legal document detailing how the
shares of the business can be bought and sold. This 
paperwork is retained by the business, along with the
trust document and policies. If any of the owners die,
then their insurance policy will pay out, providing 
sufficient funds for the other owners to buy the 
remaining shares of the business. 

How the share purchase agreement works

The most common form of agreement is a cross option
agreement, also known as a double option agreement,
which gives the surviving owners the option of buying
the remaining shareholding, and the relatives of a 
deceased owner the option to sell. This transfer doesn’t
happen automatically, if neither party wants it to. If the

remaining owners want to buy back these shares, the
other party is legally bound to sell them. Similarly, if the
family wants to sell, the remaining owners are also
legally bound to buy back their stake. There are usually
time limits within the agreement; owners have three
months in which to decide whether they want to buy,
and the family has six months to decide if they want to
sell. In either case the insurance policy will provide the
funds to pay for this transaction. If owners have critical
illness cover, they aren’t forced to sell their shareholding,
even if the remaining owners want to buy them out. 
However, if they decide that this is a good time to leave,
this enables them to sell their shares without damaging
the financial interests of the business.

3. Relevant Life Plan 

A Relevant Life Plan is a life insurance policy that is paid
for by the business to cover directors or employees. If
the insured person dies, it is the family that receives the
payout, not the business itself. This type of insurance is
also sometimes known as a “death-in-service” benefit.
Many larger employers have a policy that covers all their
staff, but such “group schemes” are usually provided as
part of the pension scheme. For smaller businesses, 
perhaps employing just a couple of people, it isn’t always
possible or cost effective to set up one of these 
collective policies. It’s important to remember that a 
Relevant Life Plan will only cover those who take a salary
from the business. If you are a sole trader, or a partner,
you are not eligible for this type of insurance policy.
However, this does not stop you buying regular life 
insurance out of your own income in the normal way. A
Relevant Life Plan policy can be used to cover company 
directors and those who own their own business, 
provided it is registered as a company in the UK and
they take a PAYE salary from the enterprise.

More than 50% of businesses do not have key person protection [1]

[1] Legal and General: Business Protection. State of the nations’ SMEs report

A life insurance policy: This will pay out on the
death of one of the owners 

A legal agreement: This sets out when and how
these shares will be bought back and at what price 



For owners and directors of small businesses, a Relevant
Life Plan can be a tax efficient way to purchase life 
insurance, because this kind of cover is usually an 
allowable business expense that can be offset against
corporate tax bills. So, a premium that costs £1000
would only in effect cost £800, once the 20% 
corporation tax is taken into account. To buy this same
£1000 insurance as a private individual, the owner of the 
business would need to pay themselves more than
£1000 from the business. This is because any salary they
take is subject to income tax and both employers’ and
employees’ National Insurance – so to be left with £1000
after these charges, they would need to pay themselves
a larger sum. For higher-rate taxpayers in particular, it
can be far cheaper to purchase the same level of life 
insurance through a corporate Relevant Life Plan. A
higher-rate taxpayer would need to take almost £1600
out of the business to cover the same £1000 premium.

Other benefits of a Relevant Life Plan include: 

This article is reproduced from ‘The Rough Guide to
Business Protection’ with the kind permission of Rough
Guides Limited.
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53% of businesses think they would cease trading in under a year after the
death/critical illness of a key person [1]

[1] Legal and General: Business Protection. State of the nations’ SMEs report

It’s separate from pension contributions:  Most group
life schemes are governed under pension legislation,
thus any payouts would be considered part of your
total pension pot. This may not be appropriate if
you’ve already accumulated substantial pensions and
are worried they may exceed the lifetime limit 
(currently £1.03 million, based on 2018/2019 tax
rules). If pensions breach the limit, savers can be hit
with significant tax charges. A Relevant Life Plan 
allows people to ensure they have adequate life cover
for their family without affecting pension 
contributions. 

Individual cover: If a director or employee leaves a
small business, they can keep the policy going by
simply taking over the responsibility for paying the
premiums, without needing a new application, 
medical or underwriting. With most “group schemes”
if an individual leaves their employment, they have to
arrange their own cover. This will mean completing
medical questionnaires. If they are older or have had
previous health problems, this can push up costs 
significantly.

More extensive cover: Most death-in-service cover will
pay out three or four times an employee’s salary. With
a Relevant Life Plan you can insure up to thirty times
your earnings, depending on your age and insurance
provider of choice. Crucially, it is your total 
remuneration that is taken into account here. This
may be important for many business owners who
take a smaller salary but larger dividends, depending
on how well their business is performing.




