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Please note that the information provided in this booklet is of a

general nature only and should not be considered as personal

advice. Your personal situation has not been taken into account.

Should you wish to take your personal objectives into account please

contact a licensed Financial Advisor.

Ark Total Wealth, ABN 54 052 954 565 (AFSL No: 239445) makes

no representation and gives no warranty as to the accuracy of the

preceding information and does not accept any responsibility for any

errors or inaccuracies in, or omissions from, the information contained

herein (whether negligent or otherwise) and shall not be liable for any

loss or damage howsoever arising as a result of any person acting

or refraining from acting in reliance on any information contained

herein. No reader shall rely solely on the information contained in this

document as it does not purport to be comprehensive or to render

specific advice. This disclaimer does not purport to exclude any

warranties implied by law which may not be lawfully excluded.
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Business Is Personal
According to the KPMG & Family Business Australia: Survey of Family Businesses, 2009:
· Broadly defined, family businesses account for around 70% of all businesses in Australia

· 40 % of current business owners want to pass on the business to their children or other family members, 20% intend to sell to other owners or employees

· $1.6 trillion will change hands within 10 years in business assets and value
· 58% of business owners are over 50 years of age
· 76% have a strategic business plan

· 35% plan to retire in between 5 and 10 years

· 19.3% have a succession plan for the CEO
· 85% do not have formal succession plan,  but 31% are in the process of developing  one

· The probability of at least one partner dying before the age of 65 for a two-partner business structure is a significant 34%, climbing to 71% if your business has six partners1.
· The chance of a partner becoming disabled is even higher with 51% likelihood for a two-partner business structure, and 88% for a business with six partners2.
Notes:

1 Australian Government Actuary 2000-2002 Australian Life Tables.

2 Report of Disability Committee 2002, Institute of Actuaries Australia.
It’s not just your business’s future, but also your family’s
Many business principals do not hesitate to insure physical assets such as motor vehicles, plant and equipment, however they offer fail to insure the most important aspect to revenue generation and decision making: themselves and their key staff.  
This oversight can not only be costly to the business, but the families of those involved.
Businesses are similar to individuals.  They have assets, debts, income and expenses.  In the event of a long term absence of a key income generator or decision maker in the business, how will your business survive?

Here are some common issues in many businesses, with real and viable solutions to assist your business and more importantly, protect your family and other assets in the loss of a owner / director or staff in your business.
Buy / Sell Agreements
WHY: 


           People don’t plan to fail, they fail to plan
Exits can be voluntary or involuntary.
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Voluntary exit: occur when a business 


Involuntary exits occur when a business owner leaves a business on his or her 


owner leaves a business suddenly and
 own terms





unexpectedly

Example: A business owner successfully passes      
Example: A business owner is involved in a on their share of the business via a management
car accident that leaves them totally and buy in






permanently disabled
· 58% of business owners are over 50 years of age
· 42% Chance of death of at least one of three male owners (aged 35) dying before reaching the age of 65

· 85% do not have formal succession plan,  but 31% are in the process of developing  one

WHAT:

A buy sell agreement is a legal contract between business principals which documents what will happen in the event of on of the owners experiences a traumatic event, is totally or permanently Disabled or dies.  It is a Will for the business.  It will comprise of two components:
1. A Transfer Agreement: outlining what will happen each principal’s business interest i these events were to occur

2. A Funding Agreement: outlining how the money will be raised to finance the ownership of the transfer and who will receive it.
CASE STUDY: 
James and Matt each owned 50% in a successful Physiotherapy practice valued at $600K, when Matt suddenly died.
Matt’s shares in the business ($300K) went to his Wife, Sarah who was a fashion designer and had no interest or prior experience in Matt’s Physio business.

Sarah is now a 50% owner, and is entitled to the same management rights and to receive 50% of the profit, even though James is doing all the work.

Fortunately, James and Matt had recently established a legal Buy/Sell agreement with insurance policies held on the life of the other.  When Matt passed away, the buy / sell agreement was triggered and the Life insurance policy was paid out.  In exchange for Matt’s shares in the business, Sarah receive the $300,000 from the insurance policy benefit.

Key Person Insurance

WHY:

Almost every business has one or more individuals who are essential to the continued success of the business.  What would be the financial loss or cost suffered to the business in the event they are removed suddenly from the business?  This can include loss of revenue, recruitment fee and training a suitable replacement.
Who is a Key Person in your business?
· Managing Director: Whose expertise and ability enable the company 
to run smoothly and within budget

· Financial Controller: Who has set up budgeting and reporting systems that have and will continue to reduce costs

· Computer Programmer: Contracted to write a software program that the company can sell in the market

· Specialist Engineer: Who wins contracts through their specialist knowledge 

· Working Director: Who does the work of two employees, but only draws a moderate salary, so more money can go back into the business

· Silent Partner: Who was brought in as a partner because of his/her reputation with financiers which results in access to more credit

What:
Key Person insurance is an insurance policy for a key employee in your business.  Their removal from the business can cause revenues to go down and business costs to increase.  This policy provides a lump sum cash injection into the business in the event a key employee experiences a traumatic event, is Totally or permanently Disabled or dies.   A loss of a key employee can have significant impacts on the day to day running of a business and its long term position.  

There are two integral types of Key Person Insurance.





          Key Person




Revenue Protection

Asset / Capital Protection

Revenue Protection

If something was to happen to you or another key person in your business, this insurance payment could be used to: Offset a reduction in revenue and cover the costs associated with finding and training a suitable replacement.

Asset / Capital Protection

Most businesses use debt to start up and grow their operations which are often secured against homes or with personal guarantees. 

If something was to happen to you or another key person in your business, this insurance payment could be used to repay debts and protect any personal or business assets used as loan security.
	Examples 
of revenue

costs
	Examples 
of capital

costs

	·  Recruiting costs 
	·  Repay loans to the estate 

	·  Temporary replacement
	·  Repay other debts

	·  Training costs
	·  Lost goodwill

	·  Fall in revenue/sales/profits
	·  Replace credit lines

	·  Resulting bad debts
	


Case Study:
Charlotte is the director of her fashion design company.  Charlotte’s business manager and head of runway production, Lucy, has just been diagnosed with brain cancer and is not expected to ever work again.  

Whilst it was emotionally distressing for Charlotte to hear of the sad news, it also resulted in an immediate reduction in business and revenue for her company.

Fortunately, Charlotte had recently consulted with a financial adviser and had invested in a key person insurance on Lucy’s life before she was diagnosed.  As a result, Charlotte received a critical illness lump sum payment which she used to fund the hiring and training of a new business manager and offset the initial loss in revenue associated with Lucy’s sudden departure.

Case Study 2:
Adam, aged 35, has a dry cleaning business which he is looking to expand.  Adam is married to Kylie, and in order for him to fund the new premises, he takes out a $200,000 loan using a personal guarantee and  their  family home as security, which is currently valued at $600,000.

As per most personal guarantees, the debt must be repaid immediately if Adam dies or becomes totally or permanently disabled.  Should this occur, what are Kylie’s options?
Sell the business?  There must be a buyer.  

Sell the family home? There must be a buyer and risk of market and emotional repercussions.

A simple solution involves Adam taking out sufficient insurance so in the event of the unthinkable, a lump sum cash payment will be received to repay the loan.
Business Expenses 
WHY:

Many small business owners or income generating businesses do not adequately plan for the possibility of them becoming disabled and unable to work due to illness or injury.  This impacts the ability to pay the regular, fixed operating cots of running a business such as rent, electricity, loan repayments and administration staff.  Business Expenses Insurance provides a monthly cash payment used to cover the fixed expenses of a business whilst there is a temporary reduction in revenue and therefore protect the viability of the business. 
Case Study:
Tony, aged 44 is an electrician who has employed a junior apprentice, Peter, to assist in his business.  Tony unexpectedly bad broke his leg in a family soccer match and would need at least two months of work to recover.  Fortunately, Tony had Business Expenses Insurance and was able to claim for a monthly payment of $3,500 which assisted in paying the monthly expenses including equipment loans, car registration and Peter’s salary.
This cover enable Tony to focus on improving his mobility, without worrying about his business falling into debt whilst it main income generator was absent.

Structure and Tax – A team approach
There are several strategies and ways business risk policies can be structured and funded.  This can include holding the policy within your Superannuation Account.  

 The ownership / beneficiary structure and relationship  of each policy is also vital, as strategic planning and implementation could remove the potential tax liability at the time of claim.

It is important to work with your financial adviser, accountant and taxation lawyer with regards to how and when these policy premiums and benefit payments are subject to tax.
Some premiums will be tax deductible, however their benefit payments will be tax assessable.  Others will not have a tax deductible premium, however the benefit payment will not be tax assessable.
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