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There are almost two million small
businesses in Australia, and while 61
per cent have sole proprietors, the
rest employ almost 4.8 million people
or 48 per cent of private sector
employees.1 Small business is really
big business!
But what happens when a key person
in a small business dies or can no
longer work?
It’s estimated there’s a 52 per cent
chance that if there are two male
business partners both aged 35 then
one will die or become permanently
disabled before age 65. If there are
four partners this risk rises to 77 per
cent, and to 89 per cent if the
business has six partners.2
That’s why all small businesses need
insurance which allows the business
to keep operating should the owner or
a key employee become incapacitated. The smaller the business, the
greater the impact can be.

Keeping the wheels turning

The main insurances protecting
business owners are buy/sell and key
person insurance. While each type
assists the business to continue
operating, they are separate options
that complement each other.

A business needs to maintain an
effective continuity strategy.
Key person covers the company for
loss of revenue or capital should a
key player die or become incapacitated. While that person may not be a
shareholder in the business, their
knowledge and expertise is considered vital. This insurance provides the
business with a lump sum to help
keep the business afloat until a
replacement is found.
Buy/sell insurance is not about cash
flow but business succession, helping
the remaining partners or shareholders fund a buyout if a partner dies or
becomes incapacitated.
Without buy/sell insurance, surviving
partners may be thrust into business
with the spouse of their original
business partner, regardless of their
availability, skills or interest. The
results can be devastating: surviving
partners running the business
single-handedly but having to share
the profits, or locked in dispute with
the new partner over key decisions. A
buy/sell agreement lets the surviving
partner buy the business, and sets an
agreed sum in place so that the
business is not sold for an unreasonable amount.

All businesses need an exit plan from day one,
so why not talk to us about how your business
can plan for and survive the unexpected.
1 http://www.innovation.gov.au/Section/AboutDIISR/FactSheets/Pages/SmallBusinessFactSheet.aspx
2 AXA Australia Family Business Research Unit, Monash University

