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Key Man Life Insurance:
Protecting Your Business's Future

In the fast-paced world of business, the unexpected loss of a key employee can be a significant blow to your
company’s stability and growth. Key Man Life Insurance is a strategic tool designed to mitigate this risk, providing
financial support, and ensuring business continuity. This brochure will guide you through when and how a Key Man
Life Insurance policy works, highlighting the complexities and tax benefits involved.

When to Consider Key Man Life Insurance
1. Start-up Phase
e Vulnerability: New businesses rely heavily on founders and initial team members.
e Protection: Ensures the company can survive the loss of a key individual during its most
critical phase.
2. Growth Phase
e Expansion: Key employees drive innovation and manage key operations.
e Stability: Maintains growth momentum by protecting against the loss of vital personnel.
3. Succession Planning
e Family Businesses: Ensures smooth transitions in leadership.
e Continuity: Provides funds for buyouts or covering financial gaps during leadership
changes.
4. Loan Applications
e Collateral: Lenders often require key man insurance to secure business loans.
e Assurance: Increases your company's creditworthiness and attractiveness to investors.

How Key Man Life Insurance Works
Step 1: Policy Selection
e |dentify Key Personnel: Determine which employees are critical to your business’s
operations and success.
e Choose Policy Type:
o Term Life Insurance: Coverage for a specific period.
o Whole Life Insurance: Lifetime coverage with a cash value component.
Step 2: Coverage Amount
e Assessment: Calculate the financial impact of losing the key person.
o Revenue Impact: Consider the revenue generated by the individual.
o Replacement Costs: Factor in recruitment and training expenses.
o Business Losses: Account for potential loss of business and customer
relationships.
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Step 3: Application Process
e Company as Policyholder: The business applies for the insurance policy and becomes
the beneficiary.
e Medical Examination: The key person undergoes a medical exam as part of the
underwriting process.
Step 4: Premium Payments
e Tax-Deductible: Premiums paid by the company are typically tax-deductible as a
business expense.
Step 5: Claim Process
e Filing a Claim: In the event of the insured key person’s death, the company files a claim
with the insurance provider.
e Payout Utilization: The payout, often tax-free, can be used for:
o Financial Losses: Covering revenue shortfalls.
o Recruitment: Hiring and training a replacement.
o Stabilization: Maintaining business operations.

Complexities Involved in Key Man Life Insurance
Policy Structuring

e Choice of Coverage: Deciding between term and whole life insurance based on the
key person's role and the company's long-term needs.

e Coverage Amount: Determining the right coverage amount to balance cost and
adequate protection.

Underwriting Process

e Medical Examinations: The key person must undergo thorough medical evaluations,
which can impact policy approval and premiums.

e Financial Justification: Providing financial justification for the coverage amount, which
involves detailed documentation of the key person's value to the business.

Premium Costs

e Cost Management: Managing premium costs within the company’s budget while
ensuring sufficient coverage.

e Policy Renewal: Navigating the complexities of policy renewal, especially for term life
Insurance, which might require new medical examinations and updated financial
assessments.

Tax Implications

e Deductibility: Understanding the conditions under which premiums are tax-deductible.

e Payout Taxation: Ensuring that the death benefit remains tax-free and used
appropriately for business purposes to avoid potential tax liabilities.
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Tax Benefits of Key Man Life Insurance
Premium Payments
e Tax Deductibility: Premiums paid by the company are generally tax-deductible as a
business expense, provided the company is both the owner and beneficiary of the
policy.
Death Benefit
e Tax-Free Payout: The death benefit received by the company is typically tax-free,
providing financial support without additional tax burdens.
Cash Value Component
e Whole Life Policies: For whole life policies, the cash value component grows tax-
deferred. This means the company doesn’t pay taxes on the growth of the policy’s
cash value unless it is accessed.
Loan Collateral
e Business Loans: Key man insurance can be used as collateral for business loans,
potentially improving loan terms and reducing interest rates. The interest paid on loans
secured by key man insurance may also be tax-deductible.

Benefits of Key Man Life Insurance
Financial Stability

e Cushion: Absorbs the financial shock of losing a key employee.

e Operations: Helps maintain day-to-day operations without disruption.
Creditworthiness

e Loans: Improves chances of securing business loans.

e Investments: Enhances attractiveness to potential investors.
Business Continuity

e Transition: Ensures smooth transitions during critical periods.

e Growth: Protects the business’s growth trajectory.
Employee Assurance

e Confidence: Demonstrates a strong risk management strategy.

e Trust: Builds confidence among employees, investors, and clients.

Key Man Life Insurance is more than a protective measure—it is an essential part of your business’s risk
management strategy. By understanding the complexities and tax benefits involved, you can safeguard
your company’s future against unforeseen disruptions. Whether you’re in the early stages of your
business or looking to secure your growth, Key Man Life Insurance should be a cornerstone of your
strategy.

For more information or personalized advice on Key Man Life Insurance, contact our team.
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