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Introduction to business protection

One of the greatest risks to any business, but 
particularly a small business, is the critical illness or 
death of an owner or key person, but few firms have 
sufficient cover in place to protect themselves.
Clients often take steps to protect themselves and their families, but how many business 
owners are fully aware of the options available to safeguard their business when an owner 
unexpectedly becomes critically ill or dies? 

The loss of someone who is critical to day-to-day operations can be hugely detrimental to 
the profitability and even the viability of a business. This in turn affects the income that the 
remaining owners can receive and the value of their ownership of it.

The business may need to repay outstanding commercial loans to improve its financial 
position, at a time when it may lack cash reserves, or the ability to borrow more.

It may also need further funds to replace the resulting loss of profits due to the absence of 
a key person. Alternatively, the business could use these to pay for the recruitment and 
training of a replacement.

Where a business is owned by two or more people, the remaining owners may need to buy 
out the interest of a critically ill owner. 

In the event of an owner’s death, they may also want to compensate the bereaved family for 
the value of their shares in the business. In either event, they will need capital, which can be 
provided by insurance.

Business protection policies are designed to protect the owners against the impact of 
unforeseen circumstances on their firm.

Personal Protection
Mortgage Family

Income

Business Protection
Profit Ownership

Debt
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The impact of critical illness or death on a business

The potential consequences of someone who is crucial to the operations of a business becoming 
unable to contribute their skills to the workforce can trigger a sequence of events, which may 
ultimately lead to its insolvency. 

Let’s take a closer look at six key risks:

Decline in profitability
A loss of income has a knock-on 
effect on profitability, a situation 
that could be compounded by the 
need to take on debt. Debt may 
increase during times of expansion 
or financial difficulty and place 
significant pressure on a firm.

Insolvency
In the event of death, any funds 
an owner has lent to the business 
must be repaid to their estate. 
Being unable to do so may result in 
the business insolvency.

Lower productivity
The absence of a key person will 
almost certainly hit a business’s 
productivity. The higher the input, 
the greater the effect. In a larger 
firm, this may take longer to be felt.

Providing protection which includes life and critical illness cover ensures the business can claim in either event. It will provide capital at a time when other funding 
options may not be available.

Adverse effect on staff and 
suppliers
Employees and suppliers rely 
on businesses for income. As 
revenues and profits decline, the 
business may be unable to meet its 
obligations to them. In a small firm, 
this could happen within just a few 
weeks.

Loss of control
Being unable to acquire a 
deceased owner’s interest in the 
firm may mean an unqualified 
person assumes a share in it 
through inheritance.

Loss of income
Lower productivity leads to loss 
of income. The absence of a key 
individual is likely to have a direct 
impact on business income, 
especially if it only employs a few 
people.
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The impact of critical illness or death on a business

How likely is your client to die or suffer a critical illness before reaching 65? The below table(1) is based 
on the average life expectancy of male and female non-smokers who already have life insurance. 

How prevalent is critical illness in the UK?
• Almost 1,000 people are diagnosed with cancer every day, 50% will survive at least 10 years(2) 

• Every 5 minutes, someone in the UK will be admitted to hospital due to suffering a heart attack(3)

• More than 1.2 million people in the UK are living with the after-effects of a stroke(4) 

• Over 130,000 people are living with Multiple Sclerosis in the UK(5)

Sources: 
1. Zurich calculations based on CMI mortality and morbidity tables, May 2020, www.actuaries.org.uk. Mortality data of 100% of TMNL08 and TFNL08 mortality table  

(2007-10 data collected by the CMI and published in Working Paper 94 (2017), and morbidity data of 100% of SC04 morbidity table (calendar years,  
CMI Working Paper 75 (2017), using a starting duration of 0.

2. http://www.cancerresearchuk.org/health-professional/data-and-statistics
3. www.bhf.org.uk/what-we-do/our-research/heart-statistics 
4. www.stroke.org.uk  
5.  www.mssociety.org.uk/what-we-do/our-work/our-evidence/ms-in-the-uk/

Death Number of lives

Age 2 3 4 5 10

30 9% 13% 17% 20% 37%

35 8% 12% 16% 20% 36%

40 8% 12% 15% 19% 34%

45 7% 11% 14% 18% 32%

50 7% 10% 13% 16% 29%

55 5% 8% 10% 12% 23%

Illness Number of lives

Age 2 3 4 5 10

30 23% 33% 41% 48% 73%

35 23% 32% 40% 47% 72%

40 22% 31% 39% 46% 71%

45 20% 29% 37% 43% 68%

50 18% 26% 34% 40% 64%

55 15% 22% 28% 33% 56%
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Understanding business types

Although many risks are common to all types of business, the structure of your client’s firm 
determines the options available for their protection arrangements.
There are four main types of trading entity. Each one is governed by separate legal and operational requirements. Financial advisers should work with the firm’s owners to seek 
advice from their accountant, solicitor or tax specialist, to determine the most suitable solution for their business.

Below, we outline the features of each business structure and the main considerations when arranging protection policies:

Limited Company Limited Liability Partnership Partnership Sole Trader

Separate legal entity Separate legal entity
The business is the personal 

property of the partners
The business is the property  

of the proprietor

Owned by shareholders,  
managed by directors

Owned and managed  
by members

Owned and managed  
by partners

Owned and managed  
by the proprietor

Governed by its memorandum and articles 
of association, supported by an optional 

shareholder agreement

Governed by an  
LLP agreement

Governed by an optional  
partnership agreement

Governed by a 
personal will

Pays corporation tax on its profit Members pay income tax on their  
share of the profit

Partners pay income tax on their  
share of the profit

Proprietor pays income tax  
on all the profit

Liable for its own debt. Shareholder 
liability for debt limited to the value of 
their shares or personal guarantees.

Members’ personal liability for debt is 
joint and several and unlimited.

Assets and debt are owned by the 
partners. Partners all have unlimited 

liability for debt.

Assets and debt are owned by the 
proprietor. Proprietor has unlimited 

liability for debt.

Protection policies can be owned  
by either the company or the 

shareholders

Protection policies can be owned  
by the LLP or its members

Protection policies can only be owned by 
the partners, except in Scotland, where 

policies can be held by the business

Protection policies can only be  
owned by the proprietor, on a life of 

another basis
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Protecting key people

Key people are those who are crucial to 
ensuring a business can trade and generate 
profits. They may be owners, directors, 
managers or specialist employees. If they 
were to become critically ill or die, there may 
be a significant impact on the firm.
One of the ways to protect the profitability of a firm is to ensure that sufficient funds 
are available to keep the business operating, cover the cost of replacing a key 
person and provide additional capital to repay any outstanding commercial debt.

Key person protection can be arranged for limited companies and limited liability 
partnerships without the need for a trust. The key person is the life assured and the 
business owns the policy, so any claim proceeds are paid to it directly.

Depending on the business requirements and the number of key people involved, 
business owners may want to arrange multiple policies to cover debt and loss of 
profits separately, particularly where there is a large commercial loan.

Traditional partnerships (other than in Scotland) are unincorporated businesses 
and so they can’t own life policies like limited companies and limited liability 
partnerships. In this case, a partnership key person trust is required to ensure 
claim proceeds remain an asset of the partnership.

Sole traders might also need business protection and can arrange personal 
policies on a life of another basis to protect themselves against the risk of one of 
their key employees becoming critically ill or dying. 

Our Business Protection and Relevant Life trusts can be completed fully online 
on our Life Protection Platform, without the need for physical signatures. If you 
have all the relevant information from your client to hand, you can complete 
the application in one go.

This applies to our Flexible Business Trust, Partnership Keyperson Trust and 
Relevant Life Trust. Profit protected

Cost of  
replacement

Trade  
continues

Debt  
repaid

Payment to 
business

Key Person Protection  
Ltd companies & LLPs

Key Person Protection  
partnerships

Key person policy owned 
by the business

Key person policy  
owned by partner

Payment into trust 
for other partners
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Protecting business owners

Control over ownership is one of the primary 
considerations of business protection. However, ensuring 
that the value of your client’s share in their business is 
passed on to their family is equally important.

Depending on whether the business is a limited company, LLP or partnership, there are various 
methods of arranging protection to cover both the critical illness or death of a shareholder, member or 
partner.  

Business owners will usually wish to pass on their shares to relatives in the event of their death. An 
insurance policy will be required to provide enough money to ensure the relatives receive an agreed 
payment for their share. This allows the surviving owners to maintain control of their business. 

In the event of an owner becoming critically ill and wishing to leave the firm, the insurance provides 
sufficient funds for them to receive cash in exchange for their shares.

One solution that provides effective ownership protection for the business is the own life into trust 
route, where each shareholder, member or partner effects a policy on their own life for the benefit of 
their co-owners. This ensures that in the event of critical illness or death, funds are readily available for 
distribution by the trustees.

Option agreements govern the transaction, ensuring that in the event of death, either the remaining 
co-owners or the family of the deceased can initiate the sale or purchase. If the owner is critically ill, 
only they have the option to sell their share of the business.

Automatic accrual

Some owners of professional practices, such as chartered accountants or solicitors, are unable to 
pass on their share to their families. The requirements of their business mean that only qualified 
individuals can become members or partners. In firms such as these, there will be an agreement to 
automatically transfer the deceased’s interest in the business to the surviving owners. 

An insurance policy should be arranged by the individual members or partners on their own life to 
ensure that their family receives a payment equal to the value of their share, as there will be no 
payment from the surviving business owners.

Shares purchased by 
co-shareholders

Critical  
illness

Payment  
to family

Payment into 
trust for 

remaining 
shareholders

Payment to 
ill owner

Share of business 
recovered

Claim Death

Shareholder holds an  
Own Life in Trust policy

7

ZUR-NP722714003.indd   7ZUR-NP722714003.indd   7 09/02/2022   11:1809/02/2022   11:18



Company share purchase

There is an alternative share purchase arrangement, 
which is only available to limited companies. This enables 
the company to purchase the shares of an incapacitated 
or deceased owner.

This has the advantage of being simpler to set up initially, with no trusts or premium equalisation 
being required. In addition, though the premiums do not qualify as a deductible expense against 
corporation tax, they are also not taxable as a benefit in kind to the life assured. 

However, in order for this method to be effective, there are certain criteria which must be met: 

• The company’s articles of association must authorise the company to buy its own shares 

• The shares have to be held for a minimum of five years if the shareholder were to instruct the sale 
due to a critical illness, or three years if they have died and their estate representatives are initiating 
the sale on behalf of their family.

• There is a possibility that the company share purchase may be prevented, especially if the company 
is trading at a loss at the time it needs to buy the shares. This is in line with the requirements of the 
Companies Act 2006. 

• There may be potential capital gains implications for the remaining shareholders whose values have 
increased proportionally upon the company purchasing the shares from the former shareholder. 

These requirements need to be fulfilled in order for the funds to be used as they were intended. If 
there is an option agreement and one party decides to invoke their option to sell, but the company 
has insufficient funds to buy, then the validity of the arrangement would be at risk. 

Company share purchase

Critical  
illness

Payment  
to family

Payment  
to company

Payment to 
ill owner

Share of business 
recovered

Claim Death

Limited company holds  
a Life of Another policy

The process of a company purchasing its own shares is complex and clients should seek 
professional tax and legal advice to ensure compliance with all requirements of any 
relevant legislation.
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Protecting the employee’s family

Businesses owners and company directors with too few employees for a group death in service 
scheme may benefit from setting up relevant life policies which provide valuable life cover as a 
multiple of remuneration. In addition, those who are fully utilising their pension contribution 
allowances may also benefit from the cover.

Relevant Life policy

The policy can only be taken out by the employer  
on behalf of their employees.

This includes:

• Employees of a sole trader

• Employees of a partnership

• Employees of a limited liability  
partnership

• Directors or employees of  
a limited company

• A charity 

The basics of Relevant Life policy 

• Premiums paid by the employer are usually viewed as an allowable business expense.

• No assessment of premiums on the employee as benefit in kind or otherwise.

• Premiums paid do not count towards annual pension contribution limits.

• Benefits do not count towards the lifetime allowance for pension purposes.

• In most cases benefits are paid free of inheritance tax.

• Policies are usually transferable, should the employee leave their current employer. They 
will be able to continue the policy in their own name.

Relevant Life policy

The business 
arranges the policy

Employee is the  
life insured

Payment to family  
on death

Written into a Relevant 
Life Policy trust

Whilst the business is the applicant for a relevant life policy, the beneficiary is the 
employee’s family.

Cover can be arranged for any employee in receipt of schedule E earnings. In the event of death, funds are paid to the trustees and distributed to the family. 
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So what might a comprehensive protection solution for a 
business owner look like?

Key person policy 

can help protect the business from  
loss of profits, repay business loans  

or fund the recruitment of  
a replacement employee. 

Business Protection Relevant Life Policy Personal Protection 

Personal life and critical illness cover  

can help repay the mortgage in the 
event of the policyholder’s death or 

critical illness. Relevant life policy  

allows an employer to provide a 
tax-efficient death in service benefit  

for employees.Shareholder or partnership  
protection policy  

ensures funds are available so that the 
remaining owners can retain ownership 

of their business if one of them 
becomes critically ill or dies.

Income protection   

ensures that a business owner  
can cover their financial commitments  

if they were unable to work through 
injury or illness.
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For use by professional financial advisers only.  
This document has not been approved for use with clients.

Zurich Assurance Ltd.
Registered in England and Wales under company number 02456671.  
Registered Office: Unity Place, 1 Carfax Close, Swindon, SN1 1AP. 
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