
Business Continuation Plans 
 

As a business owner, much of your wealth is now or will someday be tied up in your 
business. While investing profits back into the business will help it grow and it most cases 
is a good tax shelter, it may also create liquidity problems for your beneficiaries if you die 
while still owning all or a large part of the business. The value of your business will be 
included in your estate and mostly likely your beneficiaries will need to secure the liquidity 
necessary to pay taxes that are due. Let’s take a look at some of the problems associated 
with the continuation of a business and some of the solutions that are available with proper 
planning that will help ensure the continuation of the business in the event you are not able 
to continue. 
 
One of the biggest problems facing a business owner is how your beneficiaries will get the 
necessary liquidity to pay taxes due in the event you pass away. Will your beneficiaries be 
forced to liquidate the business, or a portion of it? A forced sale poses a serious threat to 
the future viability of a business and can dramatically diminish its value.  
 

 When a forced liquidation sale occurs, the value of business equipment and 
inventory is often reduced. 

 Accounts receivable might be more difficult to collect during a liquidation, which 
can diminish the value even further. 

 To make matters worse, the liquidation may force intangibles – such as 
reputation, customer loyalty and location to be lost. 

 Finally, family control of a business can be lost in a forced liquidation sale. 
 

Without proper planning, your business may die in your absence. How can you help 
ensure the successful continuation of your business after you’re gone? A business 
continuation plan is an important step.  
 

 It provides the cash needed to buy – out deceased owner’s interest. The deceased 
owner’s heirs will then have ready cash to pay estate taxes and other estate 
settlement costs, thus avoiding the need for a forced liquidation sale to cover these 
costs. 

 It protects against unwanted or inexperienced owners entering the business. 
Without an agreement, surviving owners could find themselves in business with a 
member of the deceased owner’s family who knows little about the business or 
doesn’t agree with the survivors on the direction the business should take. 

 It ensures that profits benefit active, rather than inactive, owners. 

 It ensures a ready market and fair price for your share of the business. Your stock 
will be purchased upon your death, eliminating the need to go out and find a buyer 
on the open market, which can be difficult or impossible with a closely-held, family 
business. Because the buy-sell agreement provides a ready market and a pre-
determined purchase price, the need for a forced liquidation sale is virtually 
eliminated. 

 It reduces the economic pressure on beneficiaries to liquidation other assets to pay 
estate settlement cost. 

 When the value of the business is accurately reflected in a buy-sell agreement, that 
value will likely be accepted by the IRS to determine the value of a deceased 
owner’s interest for estate tax purposes. 

 



What are the steps involved in creating a business continuation plan?  
 

 Determine the purchase price or fair market value of your business. 

 Find a source of funding for the buy – out. 

 Select a buy – sell arrangement that is best for you. Your choice will depend on 
whether your business is a sole proprietorship, S or C corporation, partnership, or 
some other form. 

 Implement the plan. The first three steps are meaningless unless the plan is 
properly implemented and funded. 

 
Let’s examine each of the steps in more detail. 
 
The first step in creating a business continuation agreement is to determine the purchase 
price – or fair market value – of your business. Proper business valuation can eliminate 
future conflicts between shareholders and the IRS. If you fail to establish an accurate value 
for your business, the IRS will establish one for you. The IRS can use four methods to 
calculate the value of your business: book value, capitalization of earnings, discounted 
future earnings, or years purchased method. 
 
A business continuation agreement isn’t worth the paper it’s written on unless a source of 
funding exists for the buy – out. There are several options available. 
 

 Borrowing the money can be the most expensive. Over time, it can increase the 
purchase price by up to 300% and put a financial drain on the business. 

 An investment side fund, or sinking fund, can be costly for a business since 
investments gains may be subject to taxation.  

 Installment payments require relying on making payments from reserves when there 
may be better uses for the business capital. 

 Life Insurance death benefits that provide the cash to fund the buy – out. The 
surviving partners can provide a means to buy out heirs and retain control over the 
business, and the deceased owner’s interest can be converted into cash for the 
heirs. (Note that premium payments are not deductible. Generally, the death 
benefits proceed from a life insurance policy are received free from income tax. The 
death benefit may be included in your gross estate for federal estate tax purposes.) 

 
For these reasons, life insurance can often times be the most effective funding option. The 
arrangements you choose depend on a variety of factors, including the type of business 
you own – a sole proprietorship, partnership, or closely held corporation – how many 
owners are involved, and the owners’ financial goals. Your attorney may consider these 
types of arrangements: 

 

 A stock redemption arrangement 

 A cross-purchase arrangement  
 
Here’s how a stock redemption arrangement, also as an entity buy – out, works using life 
insurance. 
 

 The business entity agrees to purchase the deceased owner’s interest in the 
business. 



 To create the liquidity needed to buy out the deceased owner’s interest, the 
business entity purchases, owns, and is the beneficiary of life insurance policies 
insuring the lives of each of the owners. 

 
Let’s look at some considerations for a properly structured stock redemption arrangement. 

 The death benefit can be received by the business income tax – free.  

 The death benefit is not included in the estate of the insured. 

 The redemption of stock by the business entity may not be an income tax-free event 
in a family – owned business. 

 Premium payments are not a tax – deductible business expense. 
 
Let’s look at some of the financial considerations for this type of arrangement. 
 

 One policy is needed for every business owner. 

 The business entity is the owner of the policies; therefore, the business entity pays 
the premium on each policy. 

 
Here’s how a cross  - purchased arrangement works using life insurance: 
 

 The owners agree among themselves to purchase the business share of any 
deceased owner. 

 To create the liquidity necessary to buy the deceased owner’s interest, each owner 
purchases, owns, and is the beneficiary of life insurance policies insuring the lives 
of each of the owners. 

 
Let’s look at some of the tax considerations associated with this type of arrangement: 
 

 The death benefit can be received income tax – free. 

 The death benefit is not included in the estate of the insured. 

 The surviving company owners can receive a step – up in cost basis on the stock 
purchased from the deceased. 

 payments are not deductible. 
 
Lets look at some financial considerations for a properly structured cross – purchase 
arrangement. 
 

 Each owner purchases a policy on the lives of the other owners. For example, a 
business with four owners would require 12 policies to affect a life insurance funded 
cross – purchase arrangement. 

 Owners use personal funds to purchase the polices or use funds from the business 
entity through a bonus arrangement or a split dollar arrangement. 

 Premium payments are not deductible to individuals or businesses. 
 
The last step to successful business continuation planning is to get your plan in place. If 
ensuring the continuation of your business makes sense to you, then consult with your 
attorney or other professional advisors to put your plan in place today. 


