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shareholder
protection
Could you retain control of your business?
When you run a business typically your main focus is directed towards the 

day-to-day operations and trading position, but have you ever considered the 

impact of a shareholder dieing or becoming seriously ill?

If overlooked and without prior planning for such an 
event, shares could end up going to  the deceased’s 
family, which has no interest in the business and 
would prefer a cash sum. The company or other 
shareholders will usually want to retain control by 
buying lost shares, but may not have the resources 
to do so. In addition, the shares may be taken over 
by someone who does not share the company’s 
objectives and may even be a competitor.

Did you know?
You can:
n  �make provision for a cost-effective form of life 

assurance cover. 
n  ��provide cover for a defined term. 
n  �pay out a predetermined lump sum in the 

event of death during the term of cover. 
n  �include critical illness cover. 
n  �implement a business trust and  

cross-option agreement.

Shareholder Protection sets out the procedures 
and policies to help ensure that you retain 
control, and have the necessary funds to do 
so. This means that you can arrange for the 
most appropriate transfer of shares to the 
surviving shareholders, or the company, at a fair 
commercial price.

Insurance policies set up solely for this purpose 
will ensure the funds are available to purchase 

the shares and that funds set aside for other 
purposes will not have to be used.

The key benefit to the business is that it 
prevents the sale of shares to hostile parties, or 
competitors, and documentation enables all 
transactions are made tax-efficiently.

The dependants of the critically ill or deceased 
shareholder also remain financially secure 
and the business stability and continuity 
is maintained. This has the positive effect 
that there is a retained confidence for both 
employees and customers.Shareholder or Partnership Protection is available to 

people who are in business with others in a limited 
company or a partnership. It allows for sufficient 
funds to become available in the event of the death 
or serious illness of a shareholder. This will ensure that 
the company can continue to operate unhindered 
while the ongoing shareholder or their family receive 
fair compensation for their share of the business. It 
also enables you to retain control and ownership of 
your business. 

It is essential to provide a safety net following the loss 
of a shareholder, for the continued financial security, 
business stability, and continuity, particularly for 
private limited companies where there may only be a 
small number of principal shareholders. 

Protection should be arranged under 
an appropriate trust from inception 
and in conjunction with an appropriate 
partnership agreement.

Buy and Sell Agreement - the advantage 
of this is that the partners or directors know 
exactly what will happen, but there are distinct 
inheritance tax disadvantages as generally 
Business Property Relief is not available.

Cross Option Agreement - this gives the 
surviving partners or directors an option to 
buy the deceased’s share within a 

specified period, usually six months. The 
disadvantage of this is that it is based on 
options rather than obligations. The advantage 
is that it does not prejudice the availability of 
Business Property Relief.

The partners or directors have an obligation to 
effect and maintain life policies on their own 
lives. A regular review is therefore necessary, 
and costs can be apportioned between 
partners or directors.

A variety of plans are available to protect the 
profits of the business, loans and investments.

Need more 
information? 
Please email or contact  
us with your enquiry.
If you would like us to email a 
copy of our digital magazine to 
someone you know, please email 
us with their details and we’ll 
send them a copy.

The dependants 
of the critically ill 

or deceased shareholder 
also remain financially 
secure and the business 
stability and continuity is 
maintained. 
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Key man life Insurance cover is a policy taken out to 
protect a business against the financial loss of the key 
people who drive the business or against the financial 
repercussions of loosing them.  These key people are 
typically those whom without the business could 
financially suffer.

Business owners logically insure their equipment, 
or their company cars, but what about the most 
important assets of your company, “the key people,” the 
directors, partners, shareholders, integral managers, 
or key IT development specialists or development 
operators.

Key person insurance will enable you to protect profits 
that may see a serious fall without that person. In 
addition, this insurance can provide an income to the 
company whilst the key person is away from work or to 
train or recruit their replacement.

Monies can also be made available to the remaining 
directors, shareholders or partners in order for them to 
buy out the shares from the original owner. These shares 
may otherwise fall into the wrong hands such a wife or 
husband who knows nothing about your business.

The insurance payout could also be made available 
to anyone involved in guaranteeing business loans or 
other banking facilities.

The damaging effect of loosing a key person may go well 
beyond just the cost of their replacement. They could be 
the sole reason why the business is doing so well. So it 
is logical that insurance to cover any loss of profits is an 
important consideration for business owners.

Families of the deceased or long term ill may also want 
to sell their stake in the business to someone unfit to 
hold such a high position within the company. Or a 
member of the family may want to take up a place on 
the board and make decisions within your company. 
Insurance policies can be set up to provide the 
necessary finance to buy the shares from the original 
shareholder or their family.

Business’s will often have loans or will have raised 
finance, which will often require a guarantee or charge 
on their personal property. Lenders may well and often 
do call in the loan at this time. An insurance product can 
be structured to pay off this loan and free the business 
and possibly the family from this financial burden.

Protecting the business against 
financial loss requires prior planning 
In most organisations, it is possible to identify certain individuals whose 

contribution is particularly important. Their loss could result in the loss of profits, 

which could ultimately lead to the business not being able to service or repay 

outstanding loans, or may lead to plans being curtailed for expansion.

The damaging  
effects of loosing 
a key person

Key 
man life 

Insurance cover 
is a policy taken 
out to protect a 
business against 
the financial 
loss of the key 
people who drive 
the business 
or against 
the financial 
repercussions  
of loosing 
them.
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Only one in ten adults have seriously discussed long-
term care funding with their parents and almost half 
(47 per cent) underestimate its cost. This is despite 
figures showing that care home fees are set to double 
in the next twenty years* meaning that all adults could 
face huge bills for either their own care or that of their 
parents. Most worryingly, over half of people (56 per 
cent) with parents in their 60s have not discussed ways 
to meet the cost of long-term care at all, despite them 
being in the key age bracket where solutions need to 
be discussed and plans made.

The Saga study also revealed a series of 
underestimations and misunderstandings in how 
people anticipate their parents would pay for long-term 
care. The annual cost of care is between £25,000 and 
£30,000; however, 47 per cent of people underestimate 
the bill by as much as £20,000 a year. Even considering 
these massive miscalculations, over half of people  

(57 per cent) think it likely that any potential inheritance 
will be ‘eaten up’ funding long-term care.

Once informed of the true cost of care, over a third (36 per 
cent) of adults think that parents will be forced to turn to 
the ‘Bank of Sons and Daughters’ as they will not be able 
to afford their own care. A quarter expect their parents 
will have to be looked after by a family member to save 
money and over one in ten (11 per cent) feel that they 
or their siblings will have to foot the bill directly. More 
surprisingly, 64 per cent of people would consider caring 
for elderly parents themselves in order to protect an 
inheritance or family assets, even stopping work to do so.

*Forecast commissioned by Laing & Buisson November 
2007 exclusively for Saga Research carried out by 
Opinium Research for Saga Care Funding Services 
between 17th and 21st of July 2008 amongst a UK 
representative sample of 2,209 respondents.

VCT investment rules 
n  �Companies chosen must be 

quoted on the London Stock 
Exchange 

n  �These companies must meet 
the same qualifications as single 
Enterprise Investment Scheme 
(EIS) companies 

n  �70 per cent of funds raised 
must be invested in qualifying 
companies within three years of 
raising the money 

n  �The remaining 30 per cent can 
be invested in whatever the 
manager chooses 

n  �No more than £1 million can be 
invested in one company in any 
single tax year 

n  �Two investments in the same 
company must be separated by 
at least six months 

n  �Investments in any one 
company must be less than  
15 per cent of the total amount 
invested 

n  �At least 10 per cent of any one 
qualifying investment must be 
in ordinary shares 

n  �Across the portfolio, at least  
30 per cent of holdings must be 
in ordinary shares 

n  �VCTs cannot retain more than  
15 per cent of the income received 
from shares and securities

n  �For investments of up to 
£200,000 in any one tax year, 
you could receive a 30 per cent 
income tax rebate if you hold 
the shares for at least five years. 
Dividends are tax-free on both 
the income that you derive from 
the underlying investments and 

capital gains realised inside the 
VCT portfolio. There is also an 
exemption from capital gains tax 
on the shares sold at a profit.

Venture Capital Trusts 
Nothing ventured, nothing gained

Established to encourage 

investment in vibrant smaller 

companies, Venture Capital 

Trusts (VCT) are usually 

large funds (£10m to £50m), 

which means they are able 

to spread their investments 

over a number of companies, 

typically 30 to 50 per trust. 

VCTs can offer you significant 
tax benefits, but you should 
be aware that there are higher 
risks involved than with most 
typical equity funds. The 
secondary market for VCTs 
tends to be illiquid, as selling 
the holding in the open market 
can be difficult unless the VCT 
has a planned wind-up within 
the prospectus. In addition, 
there is no tax relief on shares 
sold at a loss.

Bank of 
mum and dad
Forced to turn to bank of sons and 
daughters to fund long term care
The generation who have relied on ‘The Bank of Mum and Dad’ may unwittingly become ‘The 

Bank of Sons and Daughters.’ As parents fail to save for long-term care fees, children may be 

forced to forgo their inheritance to pay for care or stop working to look after elderly parents. The 

findings are revealed in a study released by Saga Care Funding Advice Services.

Need more 
information? 
Please email or contact  
us with your enquiry.
If you would like us to email a 
copy of our digital magazine to 
someone you know, please email 
us with their details and we’ll 
send them a copy.

Only one  
in ten adults 

have seriously 
discussed long-
term care funding 
with their parents 
and almost half 
(47 per cent) 
underestimate  
its cost. 
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You don’t want to find yourself 
having to sell just when the 
price has fallen. If you plan to 
spend the money soon, say in a 
few years, perhaps to celebrate 
an anniversary, or if you are 
nearing retirement and are 
planning to take an immediate 
income from your pension fund, 
you will want to safeguard the 
value of your money.

The value of shares can go up and 
down in the short term, and this 

is difficult to predict, but long 
term they can be expected to 
deliver better returns. The same 
is true to a lesser extent of bonds. 
Only cash offers certainty in the 
short term. Broadly speaking, you 
can invest in shares for the long 
term, fixed interest securities for 
the medium term and cash for the 
short term.

As the length of time you have 
shortens, you should assess and 
consider changing your total risk 

by adjusting the “asset mix” of your 
investments. It is often possible to 
choose an option to “lifestyle” your 
investments, this is where your mix of 
assets is risk-adjusted to reflect your 
age and the time you have before 
you want to spend your money.

Talk to us about how we could help 
you to decide what investments 
are appropriate to your particular 
situation based on your future 
goals. Please email or contact us for 
further information.

Investment 
planning
The expectation of greater reward
Your investment goals and the question of time should determine your investment plan. 

Generally, the longer it is before you need your money, the greater the amount of risk you are 

able to take in the expectation of greater reward. 
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Need more 
information? 
Please email or contact  
us with your enquiry.
If you would like us to email a 
copy of our digital magazine to 
someone you know, please email 
us with their details and we’ll 
send them a copy.

The value of 
shares can 

go up and down 
in the short term, 
and this is difficult 
to predict, but 
long term they 
can be expected 
to deliver better 
returns. 


