BUSINESS LIFE
INSURANCE
MADE SIMPLE

Protecting Your Business, Your Partners, and Your Livelihood

A practical guide for Australian business owners on
safeguarding a business against the unexpected.




able of
CONTENTS

Introduction

Setting the Scene: Small Business in Australia

» Self-Reflection
» The Reality:

Why Business Life Insurance Matters

« Consider the ripple effect of a worst-case scenario:

Types of Business Life Insurance

« Here’s a quick overview:

Key Person Insurance

» Ask yourself

» Self-Reflection

» With vs Without Key Person Cover:
« Revenue vs Capital purpose:

Buy-Sell Insurance: Planning for Certainty_

o The two-step process:
» Everyone is protected:
» Practical tips for buy-sell planning:

Business Expenses Insurance

Debt Protection

« There are a couple of ways to structure it:

What Events Can Trigger a Business Insurance Payout?

12

15

17

19

Business Life Insurance Made Simple



How Much Cover Does Your Business Need?

« For Key Person cover (revenue protection):
» For Buy-Sell cover (ownership transfer):

» For Business Expenses cover:

» For Debt Protection cover:

Insurance Ownership Structures

Self-Ownership

Cross-Ownership

Trust Ownership

Superannuation Ownership

Company Ownership

o Comparing_the structures:

Tax Considerations: Awareness, Not Advice

e Premium deductibility:
» Tax on payouts:
« Here’s a quick reference table:

Your “Success Team”: Working with Professionals

» Financial Adviser (The Coordinator)
» Accountant (The Numbers Expert)
» Solicitor (The Rule Maker)

The Implementation Process

» Step 1: Assess Your Needs

« Step 2: Review What You Already Have

» Step 3: Design the Cover and Structure

« Step 4: Apply for Insurance

» Step 5: Draft Legal Agreements

« Step 6: Confirm Ownership and Beneficiaries

» Step 7: Inform Key People and Store Documents
« Step 8: Annual Review

21

24

25

26

27

28

28

30

33

36

Business Life Insurance Made Simple



Underwriting: What to Expect

o Health Underwriting
Financial Underwriting
Underwriting Outcomes
Timeframes

Tips for a Smooth Process

When It’s Time to Claim

Common Myths About Business Insurance

Case Studies: Potential Scenarios

o Case Study 1: The Partnership Buyout

o Case Study 2: Key Person Loss

o Case Study 3: Solo Business and Expenses
o Case Study 4: Family Business Succession

Next Steps for You

Glossary of Key Terms

Reference Sources & Further Reading

Important Information

38

40

42

44

47

49

51

52

Business Life Insurance Made Simple



Running a business is one of the most rewarding and demanding things you can do. It
takes vision and years of hard work. But what happens if something happens to you, or a
key person in your business?

In Australia, over 97% of businesses are small businesses, and most rely heavily on one
or two individuals. That means the loss of a business owner or key person, through death,
disability, or serious illness, can have immediate and devastating consequences.
Revenue can stop overnight. Loans may be called in. Families and staff can be left in
limbo. And without a clear plan, even successful businesses can unravel quickly.

This guide is designed to help you avoid that outcome.

Business Life Insurance Made Simple is a practical, plain-English guide to protecting your
business, your partners, and your family from the financial fallout of unexpected events.
Its written for business owners, but also designed to support financial advisers,
accountants, and lawyers in having better conversations with clients.

Whether you’re a sole trader, a partner in a growing firm, or a director of a family
business, this guide will help you understand:

o The key risks that arise when a business depends on people, and how to manage them.
» The different types of business life insurance and what problems they solve.
» How to structure ownership and agreements so that insurance works when it's needed.

o The practical steps to implement a plan that protects your business and your legacy.

You don’t need to be an expert in insurance or tax to benefit from this guide. You just need
to be willing to ask: “What would happen to my business if something happened to me?”

Let’'s make sure the answer is: “We’ve got a plan.”
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SETTING THE SCENE:
SMALL BUSINESS IN AUSTRALIA

Australia is built on small business. From local trades and family enterprises to
professional practices and growing companies, small businesses play a central role in our
communities and economy. They employ millions of Australians, support local services,
and often represent years of hard work, personal sacrifice, and long-term ambition. For
many business owners, the business is more than just a source of income. It may also
be:

@ A family asset built over decades

@ A long-term investment for retirement

.) A legacy you hope to pass on

.) The foundation supporting staff, clients, and suppliers

At the same time, many small businesses rely heavily on one or two key people. Owners
often wear multiple hats, hold critical knowledge, and drive the relationships that keep the
business moving. That reliance on people is a strength - but it also creates risk.

SELF-REFLECTION

If you or your business partner couldn’t work starting tomorrow, what bills would still arrive
next week? Who would talk to your clients? How long before things start falling behind?

THE REALITY:

When businesses depend on people, personal risk becomes business risk. And
unlike market fluctuations or competition, personal risk cannot be scheduled,
outsourced, or worked around.
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WHY BUSINESS LIFE
INSURANCE MATTERS

Most business owners are already familiar with managing risk. You plan for cashflow
fluctuations, staff changes, client concentration, technology issues, and regulatory
obligations. These risks are part of running a business, and most can be adjusted,
delegated, or managed over time. Personal risk is different. lliness, injury, or death
cannot be anticipated or sidestepped. When something unexpected happens to a
business owner or key person, the impact can be immediate and far-reaching. Business
life insurance provides three critical things: TIME to make decisions without financial
pressure, OPTIONS rather than being forced into fire sales, and FINANCIAL SUPPORT
to implement solutions. Think of it as “breathing space” for the business during a crisis.

Consider the ripple effect of a worst-case scenario:

Income Stops: Revenue stalls if a primary “rainmaker” or hands-on operator is
i®  suddenly absent.

Ces Costs Continue: Rent, loans, wages, and other fixed expenses still need to be
paid on time.

Value Erodes: Confidence from clients, staff, and suppliers can falter quickly,
threatening goodwiill.

B

Personal Finances Suffer: Business debt often has personal guarantees;
family savings might be needed to keep the business afloat.

i3

These impacts often compound one another,
particularly in the early stages of a crisis when
decisions must be made quickly and under stress.
Business life insurance is designed to break that
chain reaction. It creates breathing space,
allowing decisions to be made with clarity rather
than panic.
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TYPES OF BUSINESS
LIFE INSURANCE

Business life insurance is not a single policy or
product. It is a set of strategies that use
personal insurance covers (like Life, TPD,
Trauma, and Income Protection) to solve
business problems.

Think of them as tools in a toolkit - different
covers address different risks.

Here's a quick overview:

Cover Type | What It Does ‘ Problem It Solves
Pays the business a lump sum if a | Replaces lost profit, funds hiring a
Key Person | crucial person dies, becomes replacement, and stabilises the
disabled, or suffers a major illness. | business during turmoil.
Ensures a smooth, fair transfer of
Funds a pre-agreed plan for . :
- ownership; prevents ending up
Buy-Sell remaining owners to buy out a .
. , with unwanted or unprepared new
departing owner’s share.
partners.
Covers business overheads (rent,
: i . . Keeps the doors open and
Business utilities, staff salaries, etc.) if the . , , ,
. essential bills paid during the
Expenses owner is unable to work due to , .
. - owner’s recovery period.
illness or injury.
Debt Provides a lump sum earmarked Protects family or partners from
. to clear specific business loans or | being burdened by business debts
Protection
debts. (often personally guaranteed).

We’'ll dive into each of these in detail, but first, understand that each type of cover is a
means to an end. Rather than thinking “Which policy do | need?”, start with “What
problem do | need to solve if something happens to me or my colleague?” Then match

the insurance solution to that problem.

Business Life Insurance Made Simple




KEY PERSON INSURANCE

A key person is anyone whose loss would seriously impact the business’s financial health
or operations. This is often the founder, a partner, a top salesperson, or a technical
expert. It could even be a non-owner employee who is crucial to your success.

How it works: The business takes out an insurance policy (e.g. Life, Total & Permanent
Disability, and/or Trauma cover) on that person. The business owns the policy, pays the
premiums, and is the beneficiary. If the insured person dies or suffers the insured
disability/iliness, the payout goes directly to the business to use as a financial buffer.

ASK YOURSELF

.) What role does this person play in generating revenue or maintaining key client
relationships?

.) How long would it take to find and train a replacement with similar expertise?

.) What immediate financial hit would the business take in their absence?

If losing someone would significantly dent your profits or capabilities, that person is “key”
and worth protecting.
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SELF-REFLECTION

Think about your business right now: Would operations or sales suffer significantly if a
particular individual were suddenly absent for 6-12 months? That person is likely a key
person who should be insured.

With vs Without Key Person Cover:

X WITHOUT Cover— Key person is v WITH Cover— Key person is suddenly
suddenly gone— Revenue drops gone— Insurance pays lump sum—
immediately— Bills keep coming— Cash Funds to hire a replacement— Covers
reserves depleted— Business struggles revenue shortfall-» Business survives and
or fails recovers

In short, key person insurance injects cash at the crucial moment to replace lost income
and skills. The business might use it to:

.) Cover ongoing expenses while things are in limbo.
@ Hire interim help or pay overtime to other staff to fill the gap.
.) Reassure creditors and suppliers by strengthening the balance sheet.

.) Pay for recruitment and training of a new person.
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Revenue vs Capital purpose:

When setting up a key person policy, you need to decide its purpose, as this affects tax:

Revenue purpose:

@ The cover is intended to replace lost profits or revenue. For example, insuring
an amount equal to two years of that person’s contribution to profit. Premiums
in this case are usually tax-deductible to the business, but any payout would be
treated as taxable income.

] Capital purpose:

‘Q The cover is aimed at protecting against a loss of capital value or to pay off
debts (like covering the cost of lost goodwill or clearing a loan if a guarantor
dies). Premiums are not tax-deductible in this arrangement, but the payout
would generally be treated as a capital receipt and not taxed as income.

I's important to establish the intent (and document it) at the time of taking out the policy.
Your accountant can help ensure you structure it correctly for your situation.
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BUY-SELL INSURANCE:
PLANNING FOR CERTAINTY

If you have business partners (co-owners or shareholders), ask yourself: “What happens
to their share of the business if something happens to them?” Without a clear plan, you
could end up in business with your late partner's spouse or children by default - or
conversely, you might want to buy out their share but lack the funds to do so. This is
where Buy-Sell Insurance and a Buy-Sell Agreement come in.

’, Without a clear plan, business partners are often left negotiating at the
worst possible time.

A buy-sell agreement is essentially a business will among the owners: it sets out what will
happen if an owner dies, becomes permanently disabled, or perhaps suffers a critical
illness or wants to retire. When funded by insurance, it ensures those wishes can be
executed financially.

The two-step process:

The Agreement: All co-owners sign a legal agreement (it might be a stand-alone
buy-sell deed or part of a shareholders’ agreement) stating that if certain trigger
events occur (death, TPD, possibly trauma), the remaining owner(s) will buy the
affected owner’s share, and the affected owner (or their estate) will sell it, at a
predetermined price or valuation formula. This removes uncertainty - everyone
knows in advance the plan for the shares.

E The Funding: Each owner takes out insurance on their own life (and TPD, and
potentially trauma) for an amount equal to the value of their share in the business.
If an owner dies or is disabled, the insurance proceeds provide the cash for the
remaining owner(s) to complete the buyout as per the agreement.

CRITICAL POINT:

Insurance without a buy-sell agreement only solves the money part; it doesn’t
obligate or structure the transfer of shares. Conversely, an agreement without
funding might set a plan that no one can afford to carry out. You really need both
pieces for a complete solution.
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Most buy-sell agreements use what are called “put and call
options” to enforce the arrangement:

.) A Call Option gives the surviving owner(s) the right to call for the sale of the departed
owner’s shares to them. (i.e. they can insist on buying out the shares.)

@ A Put Option gives the departing owner (or their estate) the right to put their shares
onto the remaining owners. (i.e. they can insist on being bought out.)

Having both in the agreement ensures that whether it's in the survivors’ interest or the
estate’s interest, either side can trigger the buy-sell transaction. It prevents stalemates
because the terms (especially price and timing) were agreed upfront when relations were
good and minds were clear.

EXAMPLE:

Imagine three equal partners - Alex, Chris, and Claire - in a business valued at $3
million. Each owns one-third (worth $1 million each). They set up a buy-sell
agreement and each takes out a $1 million life (and TPD) policy on themselves
for the benéefit of this plan. Sadly, Alex passes away. The agreement is triggered.
Alex’s policy pays $1 million (to whomever is specified - say a trust or directly to
Chris and Claire, depending on structure).

Chris and Claire each contribute $500k of that payout to buy Alex’s 33% share
from Alex’s estate, giving the estate $1 million in total. Chris and Claire then end
up each owning 50% of the company (they split Alex’s share). Alex’s family
receives the $1 million cash, which is the full value of his interest. The end result:
Chris and Claire keep the business running (now 50/50 owners) and Alex’s family
is fairly compensated in cash without having to become involved in the business.

Everyone is protected:

@ The surviving owners aren’t forced to take on an unwanted new partner or scramble
for a bank loan to pay the estate.

® The deceased owner's family gets the money, not a half-functional share of a
business they may not understand.

It's truly a win-win under unfortunate circumstances.
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Including Trauma as a trigger: Death and TPD are the most common triggers
in buy-sell agreements, but some agreements also consider certain critical
illnesses. For instance, if an owner suffers a serious trauma (like a cancer
diagnosis or stroke) that doesn’t immediately meet the TPD definition, the
agreement could allow an optional buyout. Perhaps the ill owner may choose
(but not be forced) to sell their share if they can no longer contribute for an
extended period. Trauma cover can provide the funds in such cases. This
should be clearly spelled out - whether a trauma payout is used simply to
support the business until the person recovers, or to facilitate a change in
ownership if all parties agree. Your adviser and lawyer can help customise
these terms to fit the owners’ preferences.

Practical tips for buy-sell planning:

@

e

Set a valuation method: The agreement should specify how the business is
valued (e.g. a fixed dollar amount updated annually, or a formula like 5x
average net profit, or an independent valuation at time of the event). This ties
into how much insurance to carry. Many businesses simply agree on a value
each year and adjust their cover accordingly.

Choose the right ownership structure for policies: (This will be covered in
the next section) - e.g., self-owned, cross-owned, or trust-owned - to make
sure payouts go to the right place tax-efficiently.

Update as values change: If the business grows or shrinks significantly, or if
ownership percentages change, update both the agreement and insurance.
Nothing’s set in stone. These documents should evolve with your business.

Get professional advice: Involve a solicitor for the agreement drafting and an
accountant for the tax implications. Buy-sell agreements can be nuanced (e.g.,
dealing with partial disabilities or one partner wanting to exit voluntarily).

BOTTOM LINE:

Buy-sell insurance ensures the business doesn'’t fall into limbo or conflict if a co-
owner exits unexpectedly. It keeps control in the hands of those still in the
business and converts the departing owner’s interest into fair compensation for
them or their family. It's a cornerstone of good business continuity planning for
any multi-owner business.
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BUSINESS EXPENSES INSURANCE

Not every business disruption is permanent. Sometimes an owner or key person is out of
action for a while, say 6 or 12 months, due to a serious illness or injury, but is expected to
recover. During that period, the business’s income may drop, yet the business’s bills will
keep coming. This is where Business Expenses Insurance comes in (often called
Business Overheads cover). It's essentially income protection for the business’s
expenses.

A What it covers: If the insured owner is unable to work due to sickness or injury
(per the policy’s definition), the insurer will reimburse the business for ongoing
fixed expenses during the benefit period. Typically covered overheads include:
rent or mortgage interest on business premises, utility bills, property insurance,
equipment or vehicle lease payments, accountant fees, and salaries of non-
income-producing staff (like administrative support). This coverage usually
pays a monthly benefit, and it's short-term - commonly up to 12 months
(sometimes 24). It's not intended to cover indefinite losses, just to ride out a

rough patch.

What it doesn’t cover: It's not for replacing the owner’s personal income
(that’s what personal income protection is for). And it generally won'’t cover
costs that naturally stop when you can’t work (like materials for jobs you’re not
doing, or commissions you're not paying because sales halted).

Think of it like: if you had to step away temporarily, this insurance would step

@ in to pay the rent, keep the phones and electricity on, cover your assistant’s
wages, and so on - so that when you’re ready to return, your business hasn’t
fallen apart in the meantime.

% Case example: Dr. Sarah runs a small veterinary clinic. She is the sole vet
S (income generator) and has one receptionist, plus typical clinic expenses
around $10,000 a month (rent, utilities, insurance, staff wage). Sarah
unfortunately is injured in a car accident and will be unable to work for 4
months. Without business expenses cover, her clinic’'s income drops to zero,
but the $10k in monthly expenses still must be paid - draining her savings or
forcing her to take a loan, and she might even have to consider closing the
clinic. With a Business Expenses policy in place, the insurer pays her a benefit
of $10,000 per month for those 4 months, covering all the fixed costs. The
receptionist keeps the office running (rescheduling clients, managing inquiries),

and the clinic is ready for Sarah to resume work when she recovers.
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= Result: Her practice survives a temporary setback, without piling up debt or
V= losing its premises.

For many sole proprietors and small partnerships, this type of cover is a lifesaver. It
ensures a temporary disability doesn’t turn into a permanent business closure. The
premiums are typically tax-deductible as a business expense (and any claim payments
are taxable as income to offset the expenses they’re covering).

In essence, it gives you the peace of mind that the “hard costs” of your business are
taken care of during a short-term crisis, so you can focus on recovery.
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DEBT PROTECTION

Small businesses often have loans and liabilities, and it's very common for owners to
personally guarantee those debts. For instance, you might have used your house as
collateral for a business loan, or simply signed a director’s guarantee for a line of credit.
This means if the business can’t pay, you (or your estate) remain liable to repay that debt.
Now consider what happens if an owner dies or is permanently disabled: the business
might falter, and the bank or creditors could demand immediate repayment of outstanding
loans (banks sometimes have clauses to review or call a loan upon a guarantor’s death).
This can put the owner’s family at risk of losing personal assets to settle business debts.

Debt protection insurance is a straightforward way to neutralise that risk. The idea is to
take out a life (or life and TPD) policy for the specific purpose of clearing a particular
business debt if an owner passes away or can’t work anymore. The policy amount is tied
to the loan balance. If tragedy strikes, the insurance payout is used to pay off the loan in
full.

There are a couple of ways to structure it:

@ The business can own the policy and be the beneficiary, then use the proceeds to
pay the loan (sometimes with the lender noted as a third-party beneficiary or loss

payee).

@ Or the owner can own the policy personally but direct in their will or a buy-sell
agreement that the payout must go toward settling the business debt.

Either way, the goal is that the debt is wiped out and no one else has to shoulder it. The
deceased owner’s family won’t have to worry about the bank coming after the house or
other personal assets, and surviving business partners won'’t suddenly inherit a debt they
may not be able to service on their own.
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EXAMPLE:

Two partners take out a $500,000 loan to expand their business, and both sign
personal guarantees. They each obtain a $500,000 life insurance policy
designated for loan protection. One partner unexpectedly passes away. The
insurance pays $500k, which is used to clear the remaining loan.

The business can continue without the burden of debt, and the deceased’s family
doesn’t risk being pursued for repayment. If the business is later sold or wound
up, it can be done cleanly without creditors in the mix.

Debt protection is often relatively inexpensive (it's essentially term life cover for
the loan amount, possibly decreasing as the loan is paid down). Some banks
even require key person or life insurance on major loans - check if you already
have something in place from loan conditions. If not, it's worth considering for any
significant debts.

IN SUMMARY:

If you’ve put personal assets on the line for your business, align some insurance
to back those promises. It ensures that a personal tragedy doesn’t trigger a
second blow: the loss of your home or other assets to settle business debts. It's
about shielding your loved ones and co-owners from financial fallout that has
nothing to do with them. As a bonus, a lender who knows you have this in place
will be much more comfortable - effectively, the loan is self-insured.
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WHAT EVENTS CAN TRIGGER A
BUSINESS INSURANCE PAYOUT?

It's useful to clarify the typical trigger events for the different covers in a business
protection plan:

G

Death: A life insurance policy pays a lump sum upon the death of the life
insured. In a buy-sell context, this is the primary trigger for ownership transfer. It
provides the funds to buy out the deceased owner’s share, and the agreement
takes care of the transfer of ownership to the survivors.

Total and Permanent Disability (TPD): TPD insurance pays a lump sum if the
insured person becomes totally and permanently disabled and is unlikely to
ever return to work. For business planning, this is treated much like death - if an
owner is permanently unable to participate in the business, you generally
activate the buy-sell agreement so that the person can be bought out (they get
the cash, the other owners get their shares). TPD definitions can be “own
occupation” (unable to work in your specific role or profession) or “any
occupation” (unable to work in any job suited to your education and
experience). Own occupation cover is more expensive but more likely to pay in
some cases; however, it generally can’t be held in superannuation (for policies
issued since July 2014) and is usually only taken by certain professionals.

Trauma (Critical lliness): Trauma insurance (also called critical illness cover)
pays a lump sum on the diagnosis of specific serious conditions like cancer,
heart attack, or stroke (assuming they meet the policy’s definitions). Trauma
cover can be included in business planning, although it's less common than Life
or TPD. It is often used as key person cover (to inject cash if a key person is
out short-term) or as an optional trigger in buy-sell agreements if owners agree
to treat certain major illnesses similarly to a permanent disablement. The key
difference is that with a trauma, there’s a chance of recovery, so some
agreements give the ill owner the choice to come back to the business after
recovery or to sell their share if they can’t continue. Trauma payouts can
support the business through an owner’s recovery or facilitate a buyout if
needed.

Terminal lliness: Most life insurance policies will pay out early if the insured is
diagnosed with a terminal illness (typically with a life expectancy of less than 12
or 24 months). In practice, this often triggers the same process as a death
benefit (just happening before the person passes away, which can actually be
very helpful to get affairs in order).
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Temporary Disability: While not a typical trigger for lump-sum business
succession policies, shorter-term disabilities are covered by things like income
protection or business expenses insurance. For example, if an owner is
temporarily unable to work, business expenses insurance would kick in to
cover overheads (but that wouldn’t force any ownership changes).

Each business can decide which of these events to cover and plan for. Death and TPD
are must-haves for any long-term partnership arrangement. Including trauma cover is a
bit of a “belt and braces” approach. Not everyone does it, but it can add an extra layer of
protection, especially if the owners want to be prepared for serious health scares that
might or might not be permanent.
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HOW MUCH COVER DOES
YOUR BUSINESS NEED?

One of the most common questions is how to figure out the sum insured for each type of
cover. There’s no one-size-fits-all formula, but here are frameworks for thinking about it:

For Key Person cover (revenue protection):

Estimate the financial loss if that person were gone:

%

>~
©)|ial

Lost profits: How much of the annual profit is directly tied to that person’s
efforts? (This could be through sales they generate, efficiencies they bring,
relationships they manage, etc.) A typical approach is to insure 1-3 years’
worth of that contribution. For instance, if Jane drives approximately $200,000
of profit per year, you might consider $400,000-$600,000 cover to cover two to
three years.

Replacement costs: Factor in hiring a recruiter, paying a higher salary or
contract rate for a while, training costs, signing bonuses, etc. If you think it
would take 6 months and $50k to find someone plus another $50k to get them
up to speed (or to pay an interim contractor), that $100k should be added.

Margin of error: It's common to err slightly on the higher side because there
may be unanticipated costs or a longer recovery time. You don’t want to run
short in the middle of a turnaround. For example, you might round up
calculations by 10-20% as a buffer.
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For Buy-Sell cover (ownership transfer):

This should mirror the value of each owner’s stake:

i Agreed business value: Ideally, the co-owners agree on the overall valuation

@% of the business (or use a formula). Multiply that by each person’s ownership
percentage to get their share value, and that’s roughly the cover amount for
that person. E.g., if the business is valued at $4 million and you own 25%,
you'd insure about $1 million on your life (and similarly your partners would for
their portions).

Include any capital gains tax or other costs: If your business would likely
alis incur CGT when transferring shares (which it often would if the value has
grown), you might need to “gross up” the insurance so that after paying any
tax, the net amount left equals the desired payout. Some agreements specify
that the purchase price is net of taxes, which means the insurance needs to
cover the tax bill too so the estate isn’t shortchanged. This can be a complex
area - your accountant can help estimate if, say, an extra 10-20% is needed for
taxes.

IIII@L

Regular review: The key is not just to pick a number once and forget it.

g% Business values change. You might start with modest coverage reflecting
today’s value but update in a couple of years if the business grows. Many
insurance policies allow increase options without full medical underwriting if it's
due to business growth (these are sometimes called business safeguard or
future insurability options).

For Business Expenses cover:

Calculate the total fixed expenses per month that would continue if you were out of
action. Typical ones: rent, utilities, insurance (business insurance, not personal life
insurance), salaries of staff who wouldn’t be let go, loan repayment interest, accounting
fees, etc.

Let's say that sums to $12,000 per month. If you get a policy that covers up to $12,000
per month with a 12-month benefit period, that would effectively cover $144,000 of
expenses if you were disabled for a full year. Most insurers cap the benefit period at 12
months (occasionally 24).

You can usually choose a waiting period too (e.g. it only kicks in after you’ve been out for
30 days). The sum insured is usually set as the monthly benefit rather than a lump sum.
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For Debt Protection cover:

Look at the balances of the business loans, especially those you have personally
guaranteed or that would be hard for the business to service without you. Commonly, if
you have a specific business loan (say a $500k bank loan), you might take a $500k life
(or life/TPD) policy assigned to that loan. If multiple owners guarantee a loan, sometimes
each would cover their portion or the whole amount is covered on each owner (with the
payout earmarked to clear the debt, and maybe only one policy pays if one dies, which is
fine because the loan is cleared for all). This can become quite technical. Just make sure
for each major debt, you have a plan: either the business has enough other assets or
insurance to wipe it out if an owner dies.

N

Rule of thumb: Many business owners prefer to err on the side of slightly
more cover, though this involves higher premiums. If you overshoot and end up
with slightly more money than needed, that’'s generally not a problem (excess
can go into the business or to the family). But if you under-shoot, you can’t go
back and get more after the fact. Of course, more cover means higher
premiums, so it's a balance. Work with your adviser to find the sweet spot
where you are comfortable with the protection and the cost.

Finally, remember that these insurance amounts can be adjusted over time.
Many policies allow increases if you provide financial evidence (like showing
the business value went up or a new loan was taken). Also, if you sell the
business or one partner leaves, you might reduce or cancel corresponding
cover. It's all flexible - the key is to put something in place soon, and refine the
details as you go, rather than waiting. Having some cover in place early may
be better than waiting until you “know the exact perfect amount” (which might
be never).
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INSURANCE OWNERSHIP STRUCTURES

This is one of the most important technical aspects of business insurance planning: Who
should own the policy and receive the money?

Getting the ownership structure right is critical. The goal is to make sure that if a claim
occurs, the money goes to exactly who needs it, in the right way, to execute the plan. A
mismatch can lead to delays, disputes or unwanted tax bills.

o0 The golden rule: Align the policy ownership with the succession plan. If the
L plan is that surviving owners will get the funds to buy out shares, then set it up
so the surviving owners receive the payout. If the plan is the business uses the
funds, have the business own the policy, etc.
The common ownership structures are:
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SELF-OWNERSHIP

Each business owner personally owns the insurance policy on their own life (and is free
to name their estate or family as beneficiary, or sometimes a specific beneficiary like the
other owners via the agreement).

o

i

How it works: If that owner dies, the lump sum goes to their estate (or
nominated beneficiary). The buy-sell agreement then obligates the estate to
sell the business share to the survivors in exchange for that payout
(essentially, the estate keeps the insurance money as the price of the shares).

For a disability, the payout would go to the owner themselves (since they’re still
alive), and then they would sell their shares to the others for that amount.

Advantages: Very simple. Each person just keeps their own policy. It's
portable (if an owner leaves the business, they take their policy with them).
Also, life insurance proceeds paid to original owner or their estate are generally
tax-free (no income tax, and exempt from capital gains tax).

It also avoids any issues with one owner paying premiums for another (which
can have tax/fringe benefit implications).

Disadvantages: It relies on the buy-sell agreement being followed. The funds
go to the departing owner or their estate first, so you need full trust that they
will then complete the share transfer. In a well-drafted agreement this is
enforceable, but if something wasn’t clear, disputes could arise (“estate has the
money and still holds shares until formalities are done”).

Also, if the business ownership is via entities (e.g., a family trust or holding
company owns the shares), self-ownership can complicate things because
technically the individual owner doesn’t directly own the business interest.

Despite the potential hiccup, self-ownership is commonly used by many small businesses
due to its simplicity and tax effectiveness.
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CROSS-OWNERSHIP

Each owner holds a policy on each of the other owners’ lives. In a two-owner partnership,
for example, you own a policy on your partner’s life (you're beneficiary), and your partner
owns one on yours. If your partner dies, you get the insurance payout directly; you then
pay that to their estate under the agreement to buy their shares.

Advantages: The surviving owner(s) have the cash in hand immediately,

%ﬂﬂ which gives them control. There’s no waiting for estates or needing to ask for
the money - they literally receive it. In a two-person scenario, it's clean and
efficient.

Disadvantages: For more than two owners, it becomes cumbersome. Also, if

ﬂl@ an owner leaves the business, they might have to transfer or cancel policies
which can be messy - and a new owner means new cross-policies all around.
Additionally, there’s a tax quirk: if a surviving owner receives a TPD or trauma
payout on another person, that money could be subject to capital gains tax for
them (because they weren’t the life insured or a relative of the life insured).
Death benefits don’t have this issue - they remain tax-free - but living benefits
do. So cross-ownership can inadvertently create a tax liability on disability
payouts, unless handled via some trust mechanism.

Cross-ownership is uncommon in modern business succession planning, including for
two-owner arrangements. In practice, advisers often favour other structures due to
complexity, inflexibility and tax considerations.
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TRUST OWNERSHIP

The business owners set up a special purpose trust (often called an insurance trust or
business succession trust) to own all the policies.

The trust is a separate entity (with a trustee, which could be one of the owners or an
independent person). Each owner might be a beneficiary of the trust to the extent of their
interests.

o How it works: The trust owns the insurance on each owner. If someone

ﬁ@ triggers a payout, the trust receives the money. The trust then pays it out
according to the trust deed and the buy-sell agreement. For example, if Owner
A dies, the trust might pay the agreed amount to A’s estate and simultaneously
transfer A’s shares to B and C (since typically the trust might hold options to
facilitate that) or pay the money to B and C who then pay the estate. There are
a few ways to organise it, but essentially the trust acts as an intermediary to
direct money and shares to the right place in one smooth action.

@ Advantages: It centralises everything, which is great for multiple owners. Each

ﬁﬂﬂ owner doesn’t need to hold numerous policies; the trust holds them. It can also
be very tax-efficient: if structured well, the trust can be set up so that for tax
purposes each owner is considered the beneficial owner of the policy on their
life. This means when a payout occurs, it's as if it was self-owned - avoiding
CGT on TPD/trauma, etc. The trust also makes changes in owners simpler:
you just adjust the trust deed if someone new comes in, or reallocate beneficial
interests, rather than rewriting multiple policies.

e Disadvantages: It's a bit more work to set up initially. You’ll need a lawyer to

M@D draft the trust deed and perhaps ongoing admin (annual accounts for the trust,
etc.). It might cost a bit more in legal fees and maintenance. If not set up
correctly, it could add complexity without benefit - so it demands good advice.

Trust ownership is more commonly used in larger or more complex businesses, or where
owners hold their interests through other entities.

It can provide flexibility and a stable structure that can outlive any one owner’s
involvement, but it also requires careful design and advice from professionals
experienced in this area.
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SUPERANNUATION
OWNERSHIP

Occasionally, owners consider using their
superannuation fund (especially a self-managed
super fund, SMSF) to own life or TPD policies for
buy-sell, because super can offer tax-deductible
premiums for life/TPD. However, this is generally
problematic. The ATO has indicated that using
super solely to facilitate a business succession
agreement could violate the sole purpose test
(which requires super be for retirement or death
benefits for members or their dependants, not for
business deals). Also, if a super fund receives an
insurance payout, it can only pay it out to certain
beneficiaries (like dependants or the member's
estate) - it can’t just hand money to a business
partner. A death benefit paid to a non-dependent
business partner would be heavily taxed or not
allowed at all. Given these constraints, it’s typically
not worth trying to funnel buy-sell cover through
super. Stick to owning it outside super for more
control and compliance safety.

COMPANY OWNERSHIP

With company ownership, the operating company owns the insurance policies on each
owner’s life and receives any claim proceeds.

This structure is most commonly used for key person insurance, where the purpose of the
cover is to support the company itself following the loss of a key individual.

For business succession purposes, company ownership is generally avoided. Tax and
legal implications around share buy-backs, distributions and capital gains can make this

approach complex and potentially inefficient.

As a result, advisers usually recommend alternative structures for buy-sell planning.
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Comparing the structures:

To summarise in simple terms:

POAIN

©

Self-ownership - Often straightforward and tax-effective when owners hold
their interests personally, but it relies heavily on having well-drafted
agreements in place to ensure outcomes occur as intended.

Cross-ownership - Rarely used in modern planning, even for two-owner
businesses. Administrative complexity, limited flexibility and potential tax issues
(particularly on disability claims) mean advisers generally prefer other
approaches.

Trust ownership - Commonly used for three or more owners, or where
ownership is already held through family trusts or other entities. While it can
cost more to establish, it often provides greater flexibility and smoother
outcomes over time.

Super ownership - Not recommended for business succession or buy-sell
purposes due to legal, tax and access restrictions.

Company ownership - Generally avoided for buy-sell or succession planning
due to tax and legal complexity. It is more commonly used for key person
insurance, where the company is intended to retain the benefit.

In practice, many smaller partnerships start with self-ownership, while more complex
businesses may consider trust-based structures as ownership arrangements evolve.

This is one of the most important areas to involve an experienced financial adviser,
accountant and lawyer.

The structure itself matters, but so does execution - including the wording of agreements,
trust deeds, and ensuring policies are set up with the correct ownership and beneficiary

details.

§JY Ultimately, the aim is peace of mind. For example:

“If | die, a clear amount goes to my family, and my business interest transfers
smoothly to my partner, without unnecessary tax, delay or dispute.”

The right structure makes that possible.
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TAX CONSIDERATIONS:
AWARENESS, NOT ADVICE

(A friendly disclaimer: Tax outcomes can get complicated and depend on

é individual circumstances. Always consult with a tax advisor for specific advice.
What follows is to raise awareness of common tax aspects in business
insurance planning.)

From a tax perspective, think of two sides: premiums (are they deductible?)
and payouts (will they be taxed?). And also consider any capital gains tax
(CGT) if business ownership is changing hands.

Premium deductibility:

) Key person insurance (revenue purpose) and business expenses insurance

4 premiums are generally tax-deductible for the business. That’s because they're
seen as protecting profit or covering expenses - akin to insurance on a
company asset or an income protection type expense. (If you deduct the
premium, note that any payout will come in as taxable income, which is usually
fine because it’s replacing lost income anyway).

W Buy-sell insurance (ownership buyout, which is a capital purpose) premiums

= are typically not deductible. They are more like a capital or personal expense
(similar to how your personal life insurance isn’t deductible). The upside of not
deducting is that when a payout occurs, the proceeds are usually not counted
as taxable income to the recipient.

Debt protection insurance is usually in the same bucket as capital purpose -
=& not deductible (unless that debt itself was financing revenue operations, but
usually it's treated as capital).
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Tax on payouts:

D
&

Life insurance death benefits paid to original policy owners or their estates
are income tax-free. Also, by specific tax law, a life insurance payout is
generally not subject to capital gains tax either, as long as it's paid to the
original beneficial owner or specified relatives/dependants. In practice, the aim
is to ensure that’s the case (like with self-ownership or appropriately structured
trust ownership). So if an owner dies, the $ e.g. 1 million from their life policy
comes through without a tax liability arising.

TPD or Trauma benefits can be a different story. These can be subject to
capital gains tax if the recipient of the payout is not the original owner or their
relative. For example, in cross-ownership, if you (as the surviving co-owner)
get a $1M TPD payout because your partner was disabled, you might have to
pay CGT on that money because you weren’t the life insured. However, if it
was paid to the disabled owner themselves (self-owned or via a trust structured
correctly), there’'d typically be no tax. This is a key reason why structure
matters so much for living benefits.

Key person “revenue” payouts (if you deducted the premiums) will be part of
the business’s assessable income. This means the money is taxable, but
remember it's replacing income that would have been taxable anyway.
Essentially it should net out: you lost $500k profit but got $500k insurance, now
you pay tax on that as if you had made the profit normally. If it's for a capital
purpose (like to pay off a loan or compensate loss of goodwill), and you didn’t
deduct premiums, it likely isn’t taxed as income.

Capital gains on share transfers: Independent of the insurance, when one
owner’s equity is transferred to others (or bought back by a company), CGT
may be triggered on any capital gain from the original cost base. Small
business CGT concessions might reduce or eliminate the tax if conditions are
met (for example, active asset held >15 years by someone over 55 might
qualify for the 15-year exemption, etc.). The whole area of CGT on business
succession is complex and something your accountant will plan for.
Importantly, the insurance money itself doesn’t get taxed as a capital gain (it's
not “gaining” value; it's a risk payout), but the transaction of shares might. This
is another consideration for how much insurance to have: if a big tax bill would
hit the estate, you might want the insurance to cover that too so the estate isn'’t
effectively paying part of the buyout money back in tax.
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o Fringe benefits and other issues: If one entity pays a premium for a policy
.".i,‘E that benefits someone else, there could be implications. For example, if a
company pays a premium on a policy owned by a shareholder personally, that
might be seen as a distribution (potentially triggering Division 7A or FBT). This
is usually avoided by aligning payment and ownership (e.g., in self-ownership,
the individual can pay their own premium, or if the company pays it on their
behalf it's accounted for correctly). These are technical details your accountant
will handle when setting up; just flag it to them.

@ In plain terms: get the tax treatment confirmed before finalising the plan. A
=2  well-structured plan can often make the insurance outcome tax-free or largely
tax-free for those involved. A poorly structured one might inadvertently give the

ATO a cut of the money that you didn’t intend.

(possibly)

Here's a quick reference table:

Purpose (use of Premiums

Cover Type P Deductible? Payout Taxed as Income?
Key Person - | Replace lost Yes (business | Yes (counts as business
Revenue trading profit expense) income)
Pay off loans, .
Key Person - y No (generally capital, not
: cover loss of No .
Capital . income)
business value
Buy-Sell . . No (payout to estate usually tax-
B t tal
(owner o equ.l Y (capita No free, though transfer of shares
transaction) .
buyout) may trigger CGT separately)
Business Cover overheads Yes Yes (assessable, but offset by
Expenses (revenue expense) expenses it covers)
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YOUR “SUCCESS TEAM”:
WORKING WITH PROFESSIONALS

Implementing business life insurance and
succession planning is a team effort.

®
Financial &

You, as the business owner(s), will rely Adviser \
on a few key professionals to make sure Business
Owner O=
all bases are covered: @
Accountant

Financial Adviser (The Coordinator)

Your financial adviser (or insurance broker) will often act as the overall coordinator of the
process. They:

L)

L)

L)

Educate you on your options and identify the specific risks to cover (they’ll help quantify
how much cover for key person, buy-sell, etc. based on your input and perhaps some
calculations).

Recommend appropriate insurance products and policy structures from the marketplace
(which insurers, what types of policies, any riders or features beneficial for you). They
keep it neutral (no specific product push beyond fit for purpose).

Navigate the underwriting process - this is a big help because applying for large insurance
policies can involve medical exams, financial questionnaires, etc. A good adviser will
manage this with minimal hassle to you, and negotiate with insurers if needed to get
favourable terms.

Coordinate with your lawyer and accountant. For example, they’ll share info about the
policies with your lawyer drafting the buy-sell agreement to ensure consistency. Or consult
the accountant on premium funding. Essentially, they keep everyone on the same page.

Provide support at claim time. If something happens, your adviser typically will help your
family or business partners to lodge the claim, follow up with the insurer, and sort out any
wrinkles. This advocacy can be invaluable when you’re stressed or grieving.

Think of the adviser as the project manager who understands both the insurance world and a
solid understanding of the legal/tax interplay, able to bring the project together.
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Accountant (The Numbers Expert)

Your accountant plays a crucial role in:

o

Business valuation and financials: They can help determine what your
business is worth, or at least provide the figures that go into a valuation
formula. They’ll also ensure that number is revisited periodically.

Tax planning: We discussed various tax points - your accountant will advise
on whether to deduct certain premiums or not, how to handle any insurance
payout in the books, and how to structure things to minimise tax. They’ll also
consider the CGT implications and possibly plan for use of any CGT
concessions on a future sale or transfer.

Premium funding and accounting: They might set up how premiums are
paid (e.g., through a company and accounted as fringe benefits or loan to
shareholders if needed, or directly by each person). They’ll make sure it’s all
compliant.

Integration with overall financials: If the business takes on a new loan, the
accountant might prompt you to consider increasing insurance. Or if profits
jump, they might flag that your key person cover might need a top-up. Put
simply, they keep the plan aligned with the numbers as they evolve.

Solicitor (The Rule Maker)

A solicitor (lawyer) experienced in business agreements or estate planning will:

I%\\

aa
58

Draft the buy-sell agreement (or add appropriate clauses to an existing
agreement). They'll capture all the scenarios you want to cover, ensure it's
legally binding, and coordinates with your company constitution or partnership
deed.

Set up any trust structures if you go that route for policy ownership. They’ll
prepare the insurance trust deed and make sure it’s correctly executed.

Ensure compliance and clarity: They check that what you intend to happen
can legally happen. For example, they might point out “We need the company
constitution to allow share buy-backs” or “We should get spouses to consent to
this agreement so they can’t later contest it.” They basically cover legal what-
ifs.
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Estate planning harmony: They might suggest tweaks to personal wills to

{ﬁ%] recognise the buy-sell agreement, so that your will doesn’t accidentally
contradict it (e.g., a will leaving shares to a spouse could conflict with an
agreement to sell them to a partner - usually the buy-sell would override, but
best to clean up any ambiguity).

Think of the solicitor as the person who writes the rulebook for the “what if’ scenarios and
makes sure it's enforceable.

COLLABORATION IS KEY:

You want these professionals talking to each other. Often, the adviser will
organise a meeting or call with the accountant and solicitor to finalise the plan.
This prevents any misalignment (like the lawyer not knowing about a trust the
accountant suggested, etc.). It also means you get comprehensive advice - one
might raise an issue the others can solve jointly.

Some advisors have formal training in these areas (some are lawyers or
accreditations in business succession); others might rely more on bringing in
those specialists. If you don’t already have an accountant or solicitor comfortable
with these topics, your adviser can likely recommend ones, or vice versa.

At first glance, involving three professionals might sound expensive or heavy. But
consider that each is addressing a different risk: financial risk, tax risk, legal risk.

By doing it right the first time, you save enormous pain and potentially cost down

the line (failed plans or legal disputes are far more expensive!).

Many advisers actually bundle the service - they project manage it so you only
pay a transparent fee or commission for the insurance and they help coordinate
the rest. Legal documents and any special accounting advice might cost a bit
extra, but it's usually reasonable especially relative to what’s at stake (the value of
your business, which could be hundreds of thousands or millions of dollars).

Remember, these professionals (especially the adviser) have probably done this
many times and know the common pitfalls. Lean on their experience. As a
business owner, you're used to delegating to experts for things like legal contracts
or complex accounting - this is similar, just applied to your succession plan.
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THE IMPLEMENTATION PROCESS

So, how do you go from “good idea” to “plan in place”? Here’s a practical roadmap many
business owners follow:

oo

®

Step 1: Assess Your Needs

Meet with your financial adviser (and possibly your accountant or solicitor).
Discuss your business structure, key people, existing cover, and what
you'd want to happen in different scenarios. This is a discovery session to
scope out risks and priorities.

Step 2: Review What You Already Have

Check any existing life or TPD cover (often held in super), company-owned
insurance, or lender-required policies. These may overlap or need
adjusting. Also review any shareholder or partnership agreements already
in place.

Step 3: Design the Cover and Structure

Your adviser will recommend:

« Cover amounts for each owner (buy-out, key person, debt, expenses).
» Types of policies (life, TPD, trauma, business expenses).

« Ownership structure (self, cross, trust).

« Premium options (stepped vs level, waiting periods, benefit periods).

You'll decide what to implement now and what to stage later if needed.
Prioritise the most critical risks first.
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Step 4: Apply for Insurance

Complete applications and begin underwriting. You'll provide health and
financial info. For larger sums, expect medicals and possibly financial
statements. Underwriting can take 2-4 weeks, but interim cover is often
available during this time.

)
1
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1
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Step 5: Draft Legal Agreements

Engage your solicitor to prepare the buy-sell agreement (or update an
existing one). Often, you wait to sign until insurance is approved.
Agreements typically include a clause making them conditional on
insurance being in place.

Step 6: Confirm Ownership and Beneficiaries

Ensure policies are correctly owned and aligned with the plan. For self-
ownership, each person owns their own policy. For trust ownership, provide
the trust deed to the insurer. Double-check beneficiary designations with
your adviser.

P R —

Step 7: Inform Key People and Store Documents

Let your spouse, executor, or key staff know a plan exists and who to
contact. Store copies of policies and agreements securely. Your adviser
and solicitor should also retain copies.

--—--- (@R

Step 8: Annual Review

®
AN

[

Each year (often at the end of financial year), revisit the plan. Update
business valuations, cover amounts, and agreements as needed. Check
for new debts, ownership changes, or health developments. Ensure
premiums are paid on time - auto-debit is ideal.

YRR —

By following these steps, you'll create a living plan that evolves with your
business. Most of the work is upfront; after that, it’s just maintenance. The peace
of mind is worth it - you'll have pre-decided the hard stuff, so if a crisis comes,
everyone knows what to do.
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UNDERWRITING: WHAT TO EXPECT

Underwriting is the insurer’s process for assessing risk and confirming terms. It includes
both personal and financial elements:

Health Underwriting

.) You’ll complete a health questionnaire covering medical history, lifestyle, and family
history.

.) For larger cover amounts, expect a medical exam, blood tests, and possibly GP
reports.

.) Be honest and thorough - non-disclosure can void a claim.

') If you have pre-existing conditions, the insurer may apply a loading (higher premium),
exclude certain conditions, or decline cover.

@ Advisers can help with pre-assessments to identify which insurer is most likely to offer
favourable terms.

Financial Underwriting

@ Required for high-value policies (often $2M+).

Insurers may request business financials, valuation documents, or accountant letters
@ to justify the sum insured.

@ For key person cover, they may ask how the insured contributes to revenue or profit.

@ For buy-sell cover, they may want to see the agreement or valuation method.

Underwriting Outcomes

@ Standard terms: accepted at normal rates.
.) Loaded terms: higher premium due to health or occupation risk.
@ Exclusions: specific conditions not covered.

@ Postponed or declined: if recent health events or high risk.
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Timeframes

.) Simple cases: 2-5 business days.
@ Complex or high-value cases: 2-4 weeks.

.) Interim cover is often available during underwriting, especially for accidental death.

Tips for a Smooth Process

.) Book medicals promptly to avoid delays.
@ Have financials ready (e.g. profit/loss statements).
@ Let your adviser know if timing is critical (e.g. linked to a loan or business deal).

@ If one partner is uninsurable or heavily loaded, your adviser can help adjust the plan
or explore alternatives.

Underwriting is a one-time hurdle. Once your policy is in place, you typically won’t need to
go through the process again unless you apply for more cover later. Getting it done early,
while everyone is healthy and insurable, is one of the smartest moves you can make.

It's also a valuable opportunity to take stock of your business, your risks, and your goals.
Many business owners find that the underwriting process itself helps clarify what’'s most
important to protect - and what'’s at stake if they don't.

The Underwriting Process

How insurers assess your application before confirming cove

Application
E PP/

Insurer begin:

© Health Assessment &8 Financial Assessment

@ Health guestionnaire @ Required for covers over $2M

@ Medical exam (larger covers)
® Blood tests / GP reports

® Pre-existing conditions review

® Business financials requested
® Valuation or accountant letter

® Revenue [ profit contribution

[

POSSIBLE OUTCOMES

Standard Loaded Exclusion Postponed
Accepted at normal rates Higher premium applied Specific conditions Deferred or declined
excluded
Most applicants receive standard or loaded terms. Help from an adviser can position your application favourably
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WHEN IT'S TIME TO CLAIM

Let’s briefly cover what would happen if a claim needs to be made, as understanding this
can ensure you’ve left instructions for others:

O
2

Notify the insurer promptly. Usually, your adviser can do this for you or your
partners. For a death, your family or business partner should reach out to the
adviser (or insurer) as soon as practical to get the claims process started. For a
disability or trauma, once the condition is clear (e.g., diagnosis of a critical
illness or a determination that someone will likely meet the TPD definition),
start the claim. Insurers have claim forms and a dedicated claims team to guide
you.

Gather required documents. For a death claim: you'd need the death
certificate, and documents proving the claimant is entitled (like a probate or
will, if paying to an estate, or identification of a beneficiary). For TPD/trauma:
medical evidence, doctor’s reports, etc., confirming the condition. The insurer
often contacts doctors directly but will need permission. The business might
also provide financial statements if it's a key person revenue claim to show the
loss. Having the buy-sell agreement copy handy can be useful, though insurers
typically don’t enforce that - it's more for the parties themselves.

Work together as per the plan. While the insurer is processing (which can
take a little time, especially for TPD where they may wait out a period to ensure
the disability is permanent), the remaining owners and perhaps the family of
the affected owner should be communicating. Your lawyer can prepare any
draft transfer documents so that once money is ready, things can be executed
simultaneously. The process should be coordinated so that on the day the
payout arrives, share purchase agreements are signed transferring shares to
survivors, and payment is made to the estate. ldeally, the insurance is the
exact amount needed, so it’s just a direct swap.

Use funds as intended. If it's a key person claim, use the funds wisely for the
business (document in meeting minutes what you'’ll spend it on - e.g., “to cover
6 months of expenses and hire a contractor in marketing department”). If it's a
buy-sell claim, ensure the money gets to the right place (through the trust or
directly) to fulfill the agreement - your lawyer often handles the settlement like a
mini transaction. If it was a debt protection claim, remit payment to the bank as
soon as you can, and get confirmation the loan is discharged.
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Keep everyone informed. Let staff know, in a delicate and appropriate way,
that while a colleague/owner is gone or ill, the business has resources in place
and a plan. This helps maintain confidence and calm. Also inform your
customers if needed that “it's business as usual, we’ve taken steps to ensure
continuity.” People appreciate knowing that you were prepared - it reflects well
on the business’s stability.

Update or wind up plan if needed. After one partner is bought out, you might
need to update remaining arrangements. For example, if two of four owners
are left, their buy-sell needs tweaking for new values or maybe they’ll dissolve
it if one wants to just run solo. Or if an insured key person left and you got a
payout, that policy is done - consider if you should insure someone else now.

The claiming process in a well-planned scenario is relatively straightforward. Business life
insurers in Australia pay a very high percentage of claims that meet definitions (it’s in the
high 90s% range for death, and a significant majority for TPD/trauma too). If everything
was set up honestly and correctly, you can expect it to work as designed.

It's a bit like having an evacuation plan and insurance on your house in case of fire: you
hope never to use it, but if you do, you know everyone gets out safely and you can
rebuild because the insurance money comes. Having gone through the steps above
means if the “fire” happens, you'll activate a practiced plan, not run around not knowing
where the exits are.
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COMMON MYTHS ABOUT
BUSINESS INSURANCE

As you consider this, you might have some doubts or have heard objections. Let’s clear
up a few myths:

“We have life insurance, so we’'re covered.”

Reality: Just having personal life insurance (especially through super) isn’t the
same as having a business succession plan. Your family might get money, but
without a buy-sell agreement, your surviving business partner might not get
control of the company, or your family might get stuck co-owning something they
can't manage. Insurance alone doesn’t ensure a smooth transfer - the legal
agreement is essential too.

“Our handshake deal is good enough.”

Reality: Handshake deals work while everyone is alive, well, and friendly. But if a
partner dies, it's their spouse or estate that your remaining handshake is with -
and they weren’t part of that informal pact. Or if someone is incapacitated, neither
they nor you can reliably act on a handshake. Courts can’'t enforce unwritten
promises easily. A written agreement avoids confusion and conflict by spelling it
all out.

“We'll sort it out if something happens.”

Reality: In the midst of a crisis, clear thinking is at a premium. Grief, stress, and
urgency make for poor negotiation conditions. Sadly, many businesses without
plans end up in protracted legal disputes or distress sales because they tried to
“sort it out” under duress. Planning ahead is done in a calm, pressure-free
environment, leading to much better outcomes.

“My business is too small for this kind of thing.”

Reality: If your business is small, it likely means you are even more critical to its
operation. A corner store, a solo tradie, a husband-and-wife consultancy - these
might not be multi-million dollar firms, but they are very vulnerable to the loss of
their key people (often the only people!). Business insurance scales down nicely -
even a sole trader with a bit of debt can benefit from insurance to cover loans and
provide income if they’re hurt. You don’t need a board of directors and complex
shareholdings to justify a plan. In fact, small businesses often suffer more from
these events because they lack backup personnel and reserves.
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“It's too expensive.”

Reality: Premiums vary by age and amount, but consider this: say two partners
each pay $200 a month for significant cover. That's $2,400 a year each. Minor
compared to their salaries or the profits of the business. And what does it protect?
Possibly a business worth hundreds of thousands or more, plus their family’s
financial security. It's an ROI decision - spending a small percentage of business
value to safeguard the whole. Also, premiums for business purposes can
sometimes be claimed or at least paid pre-tax, easing the cost. Many come to see
it as just another business expense like insuring a company vehicle or the office -
just insuring something far more valuable (the people!).

“We only need life cover (death cover); we can skip TPD or trauma.”

Reality: Statistically, people are more likely to suffer a serious disability or iliness
during their working life than to die young. Surviving a major event can actually
lead to more complex situations - the person is still around but can’t work, and
may need financial support. TPD and trauma cover address those scenarios. If a
co-owner is permanently disabled, you'll be glad you have the funds to buy out
their share (so they have money to live on and you have full control to move
forward). Without it, you might have them still technically as a co-owner but
unable to contribute - a tough spot for all involved. So while life cover is a must,
don’t ignore the living events.

“I have insurance in my superannuation, that should cover it.”

Reality: Insurance in super is usually meant for personal use (to cover your
family). It's not easily deployable for a business because the beneficiary has to be
your dependent or estate. Your business partner can’t get that money unless they
happen to be your spouse or similar. Also, default super cover may be much less
than your share of the business value. By all means, keep your super life cover
for personal needs, but don’t rely on it for the business continuity - it's not
designed with that flexibility.

Address these myths by considering the actual consequences rather than assumptions.
Business owners who have gone through real events will often tell you they wished they’d
acted sooner. Those who had a plan never regret the small ongoing cost once they see
how smoothly it can work when needed.
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CASE STUDIES: POTENTIAL SCENARIOS

A few hypothetical examples will illustrate how these plans play out:

I Case Study 1: The Partnership Buyout

Maya and Ben are equal partners in a café worth about $800,000. They've
worked hard to build it up. They wisely set up a buy-sell agreement and each took
out $400,000 life & TPD cover on themselves (self-owned, with the agreement in
place). Ben tragically dies in a car accident. The life insurance on Ben pays $400k
to Ben’s estate (his wife Emma). According to the agreement, Emma is obligated
to sell Ben’'s shares to Maya for $400k. They execute this smoothly: Emma
receives the $400k (from the insurance payout, effectively) as the sale price, and
Maya becomes 100% owner of the cafe.

Outcome: The business continues under Maya’s sole ownership with no

T debt. Emma receives financial security and can move on, without
involvement in a business she didn’t know how to run. Both families
maintain a good relationship, and the transition is orderly. (Imagine the
alternative: no agreement - Emma inherits 50%, and she and Maya might
clash on decisions; maybe cafe performance suffers and they eventually
sell it under value. The insurance alone wouldn’'t have guaranteed Maya
gets the shares without the agreement.)
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I Case Study 2: Key Person Loss

Alpha Digital is a marketing agency. One of the founders, Chloe, is the creative
director and is integral to winning new business; about 40% of revenue is thanks to
her work. They decide to get a key person trauma policy on Chloe for $500,000.
Unfortunately, Chloe suffers a severe stroke and will be out for many months,
possibly unable to return full-time. Upon the diagnosis, the trauma policy pays the
business $500k. The agency uses that money to: hire a senior freelance creative for
a year ($200k), invest in training two other team members to step up ($50k), and
cover some lost profits to keep everything else running ($250k buffer). Over the year,
the clients are retained and the staff rally. Chloe partially recovers and returns in an
advisory role later. The business remains stable, and the clients hardly felt a service
dip because the gap was bridged.

E_Ejﬂ Outcome: Key person insurance saved the agency from possibly losing
T Cclients (and revenue) which could have happened in the months after Chloe’s

stroke if they hadn’t had the funds to bring in a high-level substitute. It helped
preserve the value of the company and its client relationships.

I Case Study 3: Solo Business and Expenses

Dr. Natalie runs her own dental practice. She has one receptionist and fixed costs of
$15,000 per month (rent, equipment lease, staff wage, utilities). Natalie has a
personal income protection policy that covers her personal salary if she’s unable to
work, but no business expenses cover. She breaks her arm badly in a biking accident
and cannot work for 4 months (16 weeks).

—) Without business expenses insurance: The practice’s income drops to near

$=@& zero during those 4 months (maybe a bit from a locum she finds for one day a
week, but not much). However, the practice must still pay $15k a month =
$60k over 4 months. Natalie uses her personal savings and part of her income
protection benefits to cover the clinic’s costs, but it's straining her finances.
She contemplates laying off the receptionist and shutting the office temporarily
(which could permanently drive away patients).

]S  With business expenses insurance: The policy reimburses those overheads

each month for up to 12 months. So, for 4 months, $60k is paid by the insurer
to cover rent, leases, and the receptionist’s salary. Natalie's personal income
protection can then just cover her own bills, not the business’s. She keeps the
practice current on all bills, and the receptionist continues to engage patients
(rescheduling appointments, handling inquiries). When Natalie is healed and
returns, everything is as she left it - no mountain of debt, no angry landlord, the
same phone number and patient records in place, and goodwill intact. She
picks up where she paused. The difference is the survival of the practice.
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I Case Study 4: Family Business Succession

Bill (60) owns 60% of a family hardware business; daughter Kate (35) works in it
and owns 20%; son Mark (30) owns 20% but is not involved day-to-day. Bill wants
Kate to take over eventually, but also wants to treat Mark fairly. They arrange that
if Bill dies, Kate will buy Mark’s share. To fund this, Bill has a $500k life policy
(roughly the value of Mark’s 20% stake). When Bill passes away some years later,
Kate inherits Bill's 60% (through his will or a buy-sell with her) and now owns
80%. Mark inherits 20% by default, but concurrently, the $500k insurance payout
is used for Kate to purchase Mark’s 20%. Mark is happy to sell at that price (it was
agreed upon), so he gets $500k cash for his shares. Kate becomes 100% owner.

Outcome: Kate can run the business without interference, fulfilling the plan

L for continuity. Mark receives his equivalent inheritance in money, which he
perhaps invests in his own career or elsewhere - he’s satisfied as it
equalised what he got out of the family estate. No sibling disputes and the
business doesn’t have to be sold or split up. Planning ensured both “family
harmony” and “business stability” were achieved.

These stories mirror countless real-life cases in Australia. In each, having a plan made a
huge positive difference.
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NEXT STEPS FOR YOU

By now, you should have a clearer understanding of how business life insurance works
and why it's worth doing. If you're ready to improve your business’s resilience, here are
some practical next steps:

=X

Start the conversation with your business partner(s) or family. It can be as
simple as: “Mate, what would we do if something happened to one of us?
Maybe we should have a plan.” Sometimes sharing a guide like this with them
kicks off a productive discussion.

Gather your team of advisers. Reach out to your financial adviser if you have
one, or ask your accountant or lawyer for a recommendation if you don’t. Many
accounting firms have connections with insurance specialists, and vice versa.
An introductory meeting can often be free and will outline what’s needed.

Review existing cover and agreements. Pull out any life insurance policies
you already have, and any partnership/shareholder agreements. These will be
the starting point so your adviser and lawyer know what pieces are already in
place (or not).

Identify priorities. You might decide, for instance, that setting up a buy-sell
between partners is the top priority (because you have substantial business
value), whereas key person cover might be secondary (maybe nice-to-have if
budget allows). Or vice versa. Know that doing something is better than
nothing; you can always add more layers later. Your adviser can help rank the
risks.

Get quotes and options. Don’t shy away from discussing cost early. Let the
adviser know if you have a budget in mind, but also be open to seeing what full
coverage would cost. You might be pleasantly surprised - or you might scale
back initial coverage to make premiums comfortable. There are often ways to
adjust premiums (e.g., choosing level premiums to lock in cost, or excluding
certain ancillary benefits, etc.).

Make decisions and implement. Once you have the information, pick a path
and get the wheels in motion on applications and legal docs. There’s a natural
human tendency to procrastinate (especially about uncomfortable topics like
mortality), but remember: you're doing this to protect everything you’ve built.
Consider setting a target date (say, “by next month, we will have this sorted”).
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Taking these steps isn’'t overly time-consuming. Most of
the heavy lifting is initial discussions and some paperwork.
Once in place, maintenance is relatively light.

Finally, give yourself credit: tackling this topic is a sign of a
responsible and proactive business owner. You’re making
sure that come what may, your business and loved ones
are protected. That peace of mind is invaluable and can
even make your business more valuable (banks and
investors like to see succession plans, as it reduces risk).

So, open that dialogue, get the advice, and put a plan in
motion. Your future self - and all the people who depend
on your business - will thank you if the day comes when
that plan makes all the difference.

Get quotes and options. Don’t shy away from discussing cost early. Let the
adviser know if you have a budget in mind, but also be open to seeing what full
coverage would cost. You might be pleasantly surprised - or you might scale
back initial coverage to make premiums comfortable. There are often ways to
adjust premiums (e.g., choosing level premiums to lock in cost, or excluding
certain ancillary benefits, etc.).

Make decisions and implement. Once you have the information, pick a path
and get the wheels in motion on applications and legal docs. There’s a natural
human tendency to procrastinate (especially about uncomfortable topics like
mortality), but remember: you're doing this to protect everything you've built.
Consider setting a target date (say, “by next month, we will have this sorted”).

Tell someone you trust. Let a key employee or your spouse know that a plan
is being put in place. They don’t need all the detail, but it ensures someone
else is aware. For example, “We signed an agreement on what to do if
something happens, and we've got insurance to back it. The documents are
with our solicitor, John, and our adviser, Mary, has the info too.” This way, if
something happens to you tomorrow, at least one person outside the business
partners knows there is a plan and who to contact.

Calendar an annual check-in. Perhaps at the end of each financial year, add
an appointment in your calendar to “Review succession plan”. Even if you just
send an email to your adviser with a quick update on business value or
structure, it will keep things up to date. Life and business move on, and your
plan should keep pace.
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GLOSSARY OF KEY TERMS

Beneficiary: The person or entity who receives the benefit from an insurance policy. In
this context, it could be a co-owner, a trust, or an estate, depending on how the policy is
structured.

Buy-Sell Agreement: A legal contract outlining what happens to an owner’s share of the
business if a trigger event (death, disability, etc.) occurs. It often uses options to ensure
the sale and purchase of shares can happen smoothly.

Call Option: In a buy-sell, the right (but not obligation) for the remaining owner(s) to buy
the departing owner’s interest at the agreed terms.

Put Option: The right (but not obligation) for the departing owner (or their estate) to sell
their interest to the remaining owner(s) at the agreed terms.

Capital Purpose (insurance): Insurance intended to cover a capital loss or need (e.qg.,
buying out equity, paying off a loan). Premiums aren’t deductible, but proceeds are
usually not taxed as income.

Division 7A: Tax provisions that can treat certain payments from a private company to
shareholders as taxable dividends. Relevant when considering how insurance premiums
are funded and by whom.

Revenue Purpose (insurance): Insurance intended to cover loss of revenue or profits.
Premiums can be deductible as a business expense, but proceeds are generally treated
as taxable income to replace the lost earnings.

Cross-Ownership: An insurance ownership structure where business owners own
policies on each other’s lives. E.g., A owns the policy on B, and B owns the policy on A.

Self-Ownership: Each person owns the insurance policy on their own life. E.g., A owns
A’s policy, B owns B’s policy.

Trust Ownership: A trust owns the insurance policies on the owners, and manages
payout distribution according to a trust deed aligned with the succession plan.

Total & Permanent Disability (TPD): An insurance benefit that pays a lump sum if the
insured becomes totally and permanently disabled and can’t work. “Own occupation” TPD
means your specific job; “Any occupation” TPD means any suitable job given your
training and experience. May be referred to as permanent incapacity.
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Trauma Insurance: Also known as critical illness insurance, it pays a lump sum on
diagnosis of specified serious illnesses or medical events (like certain cancers, heart
attack, stroke, etc.).

Business Expenses Insurance: Covers fixed business operating costs for a short term
(like up to a year) if the owner can’t work due to iliness or injury, similar to income
protection but for overheads.

Key Person Insurance: Insurance on a vital individual, with the business as beneficiary,
to protect against financial loss if that person dies or is incapacitated.

Franking Credits: A tax credit for company tax already paid, passed to shareholders with
dividends. Relevant here if a company-owned policy payout is paid out as a dividend -
generally, pure insurance payouts aren’t franked, which can make that dividend less tax-
efficient.

Sole Purpose Test: A rule in superannuation law that an SMSF must be maintained for
the sole purpose of providing retirement (or death/disability) benefits to members, and not
other purposes (like facilitating business transactions).
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REFERENCE SOURCES
& FURTHER READING

This guide is designed to explain business life insurance concepts in plain English. For
readers who would like to explore certain topics in more detail, or who are working with
advisers on implementation, the following resources may be useful points of reference.

ASIC MoneySmart

The Australian Government’s MoneySmart website provides plain-English information
about insurance and financial decision-making. While it is not business-specific, it can be
a helpful starting point for understanding how different types of insurance work more
broadly.

Australian Taxation Office (ATO)

The ATO website contains detailed guidance on the tax treatment of insurance premiums
and claim proceeds in different circumstances. Readers working with advisers may be
directed to specific rulings or legislation when considering business insurance structures.
Relevant areas may include sections of the Income Tax Assessment Act 1997 (such as
sections 8-1, 118-37 and 118-300), as well as interpretive guidance such as ATO ID
2003/1189 and ATO ID 2015/10, depending on the purpose and ownership of the cover.

Business.gov.au

The Australian Government’s business portal occasionally publishes material on
succession planning and business continuity. These resources often highlight insurance
as one of several tools that may form part of a broader plan.

Industry and Professional Publications

Professional bodies such as CPA Australia, Chartered Accountants Australia and New
Zealand, and legal or insurance industry associations publish articles and guidance on
business succession planning, buy-sell agreements and insurance funding. These can
provide deeper technical insight for those who wish to explore the detail.

Council of Australian Life Insurers (CALI)

CALI, the industry body for life insurers in Australia, publishes information on claims
statistics and industry practices. While primarily industry-focused, this material can help
build confidence in how life insurance performs in real-world scenarios.
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IMPORTANT INFORMATION

This guide provides general information only and does not take into account your
personal objectives, financial situation, or needs. It's not personal financial or legal
advice.

Business insurance and succession planning involve complex areas of law and finance.
Before taking any actions, you should consult with qualified professionals:

@ A licensed financial adviser (for advice on appropriate cover and structures for your
situation).

@ A solicitor (for legal agreements and estate planning advice).

.) An accountant or tax specialist (for specific tax implications and to ensure the plan is
set up in a tax-effective manner).

Tax implications mentioned are based on general Australian tax laws as of the date of
publication. These laws can change, and their application can vary depending on
individual circumstances. For personalised tax advice, speak to a registered tax agent or
accountant.

Version: September 2026

This guide is intended to support better understanding and informed conversations
around business life insurance. Implementing strategies discussed should be done in
consultation with professional advice tailored to your situation.

Brought to you by Risk Hub www.riskhub.com.au
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