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Owning a business requires a range of complex issues to be managed on a 

daily basis to ensure its growth and profitability. However, many owners 

find they are simply too busy working with little time to work on building 

their business.

Your unexpected death, disablement or critical illness (or that of a business associate 

or key employee) could jeopardise the ongoing viability of your business.

Have you planned for tHe untHinkable?

Well structured business insurance helps keep your business functioning and protects 

the value of your business in the case of unplanned events. Without business 

insurance, your family and your business associates could be exposed to unnecessary 

financial risk.

If the unthinkable did happen ask yourself these questions:

l Would you or your family receive adequate payment for the transfer of your 

stake in the business?

l Would any loans the business owes to you be quickly repaid?

l Would you, your family or your estate be released from any personal 

guarantees given to lenders for business loans?

l Would your personal assets, such as your home, provided as security for 

business loans, be released to you, your family or your estate?

l Would you have sufficient financial resources to protect your income and 

family’s lifestyle?

l Would you know what your insurance will cover?

Protecting a small business  
using insurance
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If the unthinkable happened to your business 
associates or key employees ask yourself these 
questions:

1. Would any ownership succession be orderly, equitable  
and funded?

2. Would the valuation of your business be maintained?

3. Would your business maintain the confidences of lenders 
and trade creditors? 

4. Would your business have enough cash flow to meet  
its commitments? 

5. Would you retain key employees via confidence in  
your business?

6. Would your business have the financial capacity to recruit 
and train new key employees?

7. Would your business be able to pay out or reduce business 
debts to protect the personal guarantees supported by the 
personal assets of the business owners?

How do you protect your business?

MLC offers competitive, flexible protection to cover both your 
key personnel and business succession risk needs. 

That means you can concentrate on running and building your 
business with the reassurance that your business’ future is 
protected.

What protection does your business need?

There are three basic protection needs that typically apply to 
businesses:

Figure 1.  Probability of at least one owner, where all owners are aged 35, dying beofre reaching age 653

This table shows that although it seems unlikely, the chance of death among owners is surprisingly 
high. For example, there is a 42 per cent chance of least one of three male owners, all aged 35, dying 
before reaching 65.

did you know?
l  69 per cent of people in small business didn’t have income 

protection.�

l  47 per cent of people in small business weren’t aware that 
income protection is tax deductible.�

l  only �5 per cent of people in small business could maintain 
their lifestyle or business for more than six months if they 
suffered serious illness or disablement.�

l  33 per cent of small business owners are aged over 50, 
posing a real issue of succession planning.�
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asset (debt) protection
When asked what their most important assets are, most business 
owners initially think of physical assets. 

Yes, they are valuable to every business, but it’s the intellectual 
capital and personal exertion provided by the key people, like 
you and your business associates, that typically makes these assets 
generate the business’ profits.

Their continued contribution is critical to the long-term success 
of any business.

The problem 

Loss of assets
Material things can always be replaced or repaired but a key 
person’s death or disablement can result in a financial loss more 
disastrous than any loss of, or damage to, physical assets. 

When a key person dies, or is permanently disabled, they’re 
lost to the business forever, which can create immediate 
financial problems.

Without the security provided by the key person, the business 
may be forced to sell assets to maintain cashflow if creditors press 
for payment and debtors hold back payment. 

The assets of the business and the personal assets of the business 
owners securing business loans may be at risk.

Customers and suppliers may not feel confident in the trading 
capacity of the business, and its credit rating could fall if lenders 
are not prepared to extend credit. 

Outstanding loans owed by the business to the key person may 
also be called up for immediate repayment.

The solution

Asset Protection 
This can provide the business with enough cash so it can repay 
debts to preserve its asset base, protect the owner’s personal 
assets, free up cashflow and maintain its credit standing if a 
business owner or loan guarantor dies or is disabled.

revenue protection
Most businesses have one or more key persons whose skill, 
knowledge, experience and leadership generate significant 
revenue ensuring the success of the business.

These may be business owners or key employees.

A key person in any business may generally be defined as one 
whose death, disablement or critical illness would have an 
adverse financial effect on the business.

A drop in revenue is often inevitable when a key person is no 
longer there.

The problem

Loss of revenue 
If there isn’t a suitable replacement within the business it may 
take substantial time and financial inducement to find and train 
a successor; let alone restore any loss of revenue during a very 
stressful time. 

This may, in turn, affect the management of key business 
relationships, or affect the confidence of lenders or key 
trade creditors.

For example losses may result:

l while you’re finding and training a suitable replacement,

l from the loss of revenue generated by a deceased or disabled 
key person,

l from demand that can’t be met,

l from errors of judgement that can happen due to a less 
experienced replacement, or 

l through the reduced morale and confidence of employees. 

The solution

Revenue Protection 
This can provide your business with enough money to 
compensate for the loss of revenue and associated replacement 
costs to replace a key employee or business owner should they 
die or become disabled. 

The aim is to maintain the business in the same, or substantially 
similar situation as it was prior to any or all of these events.

ownersHip protection
People don’t plan to fail, but they typically fail to plan. 

This age-old truth has particular relevance where the death or 
disability of an owner can result in the demise of an otherwise viable 
business simply because of the lack of business succession planning.

The problem

Loss of control
While the owners are alive they can at least negotiate a buy-out 
amongst themselves; for example, on an owner’s retirement. 

But what if one of them dies?

The remaining owners must now negotiate with the 
deceased owner’s legal personal representative, who may 
well be more concerned about the needs of the estate than 
the needs of the business. 

Alternately, the surviving business owner/s may find themselves 
in business with the unwelcome relatives of the deceased, who 
potentially have no experience or expertise to offer, which 
could result in a loss of control of the business but a sharing of 
the profits.

Many business owners mistakenly believe that this contingency has 
been catered for in the business’ constitutional documentation. 

Often there is no buy-out provision or, if there is, it’s usually 
ineffectually drawn up and inadequately funded.

The solution

Ownership Protection 
As part of business succession planning Ownership Protection can 
provide for you, your family and your business associates should 
one of the owners die, be disabled or suffer a critical illness.
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Ownership Protection ensures the continuity of the business 
through the orderly and certain transfer of ownership and, 
importantly, that it is funded.

Ownership Protection also ensures the exiting party receives fair 
value for their equity in the business. While the surviving owner 
gets certainty about their control of the business, entitlement to 
profit and their business’ future.

Consider the alternatives

Absorbing the loss into the profits
This can be risky as it assumes your profits will be sufficient to 
absorb the loss at the time of the event. A reduction in revenue 
and therefore profit is often inevitable, potentially resulting in a 
loss of income for owners and a reduction in the value of the 
business. Profit deterioration may raise concern with lenders and 
the tightening of credit terms.

Tie up capital in an emergency fund
Creating a contingency reserve or emergency fund would 
mean locking away critical working capital otherwise available 
for business growth or distribution to the business owners. It 
would generally take many years to accumulate an adequate 
cash reserve. 

Borrow the funds if you are able at the time
Borrowing the cash is an option many businesses could consider, 
but lenders may not be prepared to extend credit after a key 
person’s death or disablement because the future of the business 
and its ability to re-organise is uncertain. Your business may not 
have the cash flow or security for additional lending. The interest 
on any lending sees this solution costing more than 100 cents in 
every dollar.

Realising existing business & personal assets
Stripping the business of hard earned and valuable assets at such 
a critical time may in fact make matters worse as these assets are 
generally required to generate the business’s revenue. Often 
these assets have borrowings against them, or are security for 

business loans, therefore the owners may not have the discretion 
to sell them without their lender’s approval. Your personal 
assets, including your home, may already be encumbered for 
personal borrowings and may not be readily realisable to cover 
business needs. 

The forced sale of assets may see them sold for only a fraction of 
their value with taxes and charges incurred representing a 
significant cost to the business and its owners.

Loss of control of your business
Without a Succession Agreement granting the continuing 
owners the option to buy a deceased or disabled owner’s interest 
in the business and at a pre-determined price, continuing owners 
may find themselves in business with the unwelcome relatives or 
heirs of the exiting party, and sharing the profits with them. 
Alternately the exiting owner’s interest could be sold to the 
highest bidder including your competitors. 

Paying off the outgoing owner’s heirs
It might be possible to pay off the spouse or heirs of the exiting 
party over a number of years but only if they agree to it. Often 
these parties require full settlement of the purchase to meet their 
own financial needs making any vendor terms impractical. You 
might also find it difficult to come to mutually agreeable terms 
given your business priorities do not align with their personal 
needs. If terms can be agreed you are still saddled with a debt to 
repay plus interest, seeing this solution costing more than 100 
cents in every dollar.

tHe cost-effective solution
Business insurance can provide a unique and cost-effective 
solution to fund these problems.

It’s cost-effective because it can provide the right amount of 
money, for the right person, at the right time, and at only a 
fraction of the cost of the alternatives which, at a minimum, 
would cost at least 100 cents in the dollar.

Table 1.  Protecting the future

The need The problem The solution

Asset Protection A business could have difficulty repaying debts in Asset Protection can provide a business with enough 
for Business Debts the event of the death, disablement or major illness of cash to repay debts so business and personal assets 
 an owner who is critical to its success and profitability. held as security can be released.

Asset Protection A business will almost certainly be liable to the Asset Protection can provide a business with enough 
for Shareholder/ Directors/ deceased’s estate for the immediate repayment cash to repay the loan immediately. 
Beneficiary Loans of any shareholder/directors/beneficiary loans.

Revenue Protection A business could suffer a substantial loss of revenue,  Revenue Protection can provide a business with enough 
for Key People and therefore profits, in the event of the death or disablement cash to compensate for the loss of revenue, and therefore 
 of a key person who is critical to its success and profitability. profits, plus the associated costs of replacing the key person.

Ownership Protection If an owner dies or becomes disabled their interest Ownership Protection can provide the funding for a 
for Continuing Owners’ in a business may be left to their beneficiaries who may Business Succession (Buy/Sell) Agreement granting the 
 not have the skill nor the desire to contribute to the success continuing owner/s the right to purchase the deceased or  
 of the business, but expect to share in the profits disabled party’s interest in the business at an agreed  
 and interfere in the running of the business. price; guaranteeing the orderly, equitable and certain  
    transfer of ownership.

Business Insurance is a cost-effective solution to fund these problems at only a fraction of the cost compared to the alternatives.
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Table 2.  

  Asset protection    
 Asset protection for shareholder/directors/ Revenue Protection  Owner protection  
 for business bebts beneficiary loans for key people for continuing owners

The Problem  
 

The questions  
you need to ask! 

Is there an  
alternative? 

The Solution

Your business could have 
difficulty repaying debts in the 
event of the death, disablement 
or major illness of an owner 
who is critical to its success and 
profitability. Your lender may call 
upon your personal guarantees 
or assets.

Your business will almost 
certainly be liable to the 
deceased’s estate for the 
immediate repayment of  
any loans, causing a severe 
liquidity problem.

Your business could suffer a 
substantial loss of revenue, and 
therefore profits, in the event 
of the death or disablement of a 
key person who is critical to its 
success and profitability.

If an owner dies or becomes 
disabled, their interest in your 
business may be left to their 
beneficiaries who may not 
have the skill, nor the desire, to 
contribute to the success of the 
business, but expect to share in 
the profits and interfere in the 
running of your business.

Who does the business success 
and profit depend on?

On their death or disablement, 
could your business meet its 
loan repayments and creditor 
committments?

Would that person want their 
personal assets held as business 
loan security released?

Would you want to avoid selling 
or encumbering business and 
personal assets?

Would you want to, or be able to, 
borrow more money?

Is the loan on call?

Could your business repay the 
loan immediately?

Would your business face a 
liquidity problem?

Would you want to or be able to 
borrow more money?

If it was your loan would you 
want to know the business could 
repay you?

Who are the key people 
responsible for generating 
revenue/profit for the business?

What would be the effect on the 
business if one of these people 
died or was disabled?

What strategies have you 
undertaken to protect your 
business if this happens?

Would it take long to recruit and 
train a replacement?

Would there be expenses 
associated with recruiting and 
training a replacement?

Would you want to purchase 
their interest in the business?

Would you want to be in 
business with the deceased’s 
spouse, children, relatives or 
other outsiders?

Would you want to share your 
profits with people who make 
little or no contribution to the 
business?

Do you have a “Business Will” or 
Buy/Sell Agreement in place?

Would you have to borrow again 
to purchase their interest?

If there was a cost-effective 
way of ensuring the cash was 
available to repay debts, would 
you want to know about it?

If there was a cost-effective 
way to guarantee the cash was 
available, would you want to 
know about it?

If there was a cost effective 
way to provide you with a “cash 
cushion” to offset the loss of 
revenue/profits, would you want 
to know about it?

If there was a cost-effective way 
to guarantee you had the right 
to purchase their interest, at an 
agreed price, and the cash to 
fund it, would you want to know 
about it?

Asset Protection can provide 
your business with enough cash 
to repay debts so your business 
and personal assets held as 
security can be released.

Asset Protection can provide 
your business with enough cash 
to repay the loan immediately 
returning the capital to the 
deceased’s estate.

Revenue Protection can provide 
sufficient cash to compensate 
your business for the loss of 
revenue and therefore profits, 
plus the associated costs of 
replacing the key person.

Ownership Protection can provide 
the funding for a Business 
Succession (Buy/Sell) Agreement 
granting the continuing owner/s 
the right to purchase the deceased 
or disabled party’s interest in 
your business at an agreed price 
guaranteeing the orderly, equitable 
and certain transfer of ownership.
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