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Is Your Buy-Sell Agreement Properly Funded?

A buy-sell agreement is a written plan for the transfer of a business interest upon a specific triggering event such as the owner’s death, disability, retirement, or other termination. Every closely held business with two or more owners should consider a buy-sell agreement. Buy-sell planning protects the business owners and makes possible the continuation of the business because critical issues are negotiated before the triggering event occurs.

The benefits of buy-sell agreements include:
1. Fix Value. Valuation disputes can be avoided if the business value is established in advance. This could be a fixed price or a formula. Related-party owners need to avoid tax traps in establishing their values. 

2. Guarantee a buyer. A business owner can have peace of mind knowing what his/her family will receive upon his/her death. Surviving owners can have peace of mind that they won’t have to negotiate with the decedent’s family members.

3. Create liquidity. Ensures funds are available to execute the purchase.
Proper funding
Ensuring that there is proper funding for the buy-sell is just as critical as the agreement itself. There are several ways of funding a buy-sell agreement. These methods include:

1. Life and disability insurance. A specified amount of financing is guaranteed from the beginning of the agreement with insurance coverage. This is generally the most economical method of funding because benefits can be purchased for a modest annual outlay.  

2. Personal funds of buyers. However, most business owners do not keep large sums of liquid assets on hand. They have their money working in the business.

3. Sinking fund. Such a fund will be inadequate if death or disability is premature. For corporations, an accumulated earnings tax problem may develop.

4. Borrowed funds. Loss of an owner may impair the creditworthiness of the business. Interest costs may be excessive.

5. Installment payments to heirs. The business may fail due to the loss of the other partner and the payments may stop as a result.

Tax Deductible?  
The Internal Revenue Service has ruled that buy-sell insurance is not deductible for the business and is a personal expense.  For clients seeking to make annual contributions of $25,000 or more into buy-sell insurance, there are programs that provide tax deductions equal to 60% of the contribution amount each year.  Contact us for more details on this program.
You may be overpaying for your insurance. 
Insurance companies have dramatically changed the pricing of life insurance products over the last few years. By researching the market, we have helped clients to reduce their annual expense as much as 20-30%. Many times, we can reduce insurance premiums by replacing out-of-date policies or restructuring life insurance. We recommend that a review of your buy-sell’s funding be done every 3-5 years.
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