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Becoming successful takes hard work

Staying successful takes planning

By  Jeffrey S. Hahn, MBA, ChFc, CLU

     It used to be that if you had a good product and provided solid customer service, you could pretty much count on being successful. And while product and service are still critical to the success of any business or professional venture, other variables – chief among them increased competition for key employees - can make maintaining and building on that success difficult.  

Consider your own business. Your success didn’t happen overnight. More likely than not it took careful planning, attention to detail, and a lot of hard work. And if your business or practice is like most, the contributions of a few key employees – yourself included – are probably responsible for the lion’s share of your success. That’s part of the reason why more and more business owners are looking for creative ways to reward and retain their key people. Unfortunately, government regulations can make it difficult for businesses to reward one select group of people without doing something for everyone. 

So how do you build on your success and reward the people who’ve worked hard, year after year, to make that success happen? One answer may be through the use of a non-qualified, IRS-approved welfare benefit plan designed especially to help small business owners and professionals provide themselves and select, key employees with substantial life insurance benefits. 

Why life insurance? Life insurance is one of the most remarkable financial tools ever developed. For literally pennies on the dollar, life insurance proceeds can be used to: 

· help families maintain their lifestyle and pursue their objectives following the loss of a major breadwinner.

· fund the purchase of a co-owner’s share of the business following his or her pre-mature death.

· pay estate taxes and other expenses, allowing personal and business assets to pass to an individual’s named beneficiary intact.

How does the plan help business owners?


Generally referred to as a “Section 419 Plan” after section 419 of the Internal Revenue Code, the plan is available to owners of C corporations, sub-chapter S corporations, limited liability corporations and, under certain conditions, general partnerships. It allows for the purchase of life insurance on owners and selected key employees using corporate dollars. The benefits to business owners are many and include:

· Plan contributions (policy premiums) for qualified participants are considered a tax-deductible expense of the business.

· All plan assets, (policy cash values), grow free from current income taxes.
· You can provide yourself and select key employees with substantial life insurance benefits - in some cases up to 15 times each participant’s W-2 - that, with proper planning, can pass to your or their named beneficiary(s) income tax-free.  (Other plans allow for an unlimited amount of death benefit,* allowing for maximum contribution and benefit levels. Such plans are often used for business buy-out purposes). 
*Some restrictions apply.

· You can limit participation in the plan to just owners of the business. If you choose this option, there must be more than one owner and none of the other owners can own over 50% of the business. In such cases, a non-owner participant must also be included. (Two joint owners, however, each owning 50% of the business, would be eligible to participate in the plan).

· You can accommodate your company’s cash flow needs by choosing from a variety of flexible funding alternatives. Depending upon the type of life insurance policy you select, you can make large contributions during peak earning years and minimal or no contributions in later years. Typically, universal or variable universal life policies are used because of their premium flexibility.

· All plan assets are sheltered from the claims of creditors, be they business or personal.

· Your plan can be integrated into any existing business continuation and estate plans, buy/sell agreements, and/or personal estate plans you or your employees may already have established. 

· Depending upon how you set your plan up, employees (“participants”) who leave the plan may be able to purchase their policies. 

· The only “cost” to plan participants is the income tax due on a small portion of plan premiums – either a government-declared rate (called the PS 58 cost) or the lowest term cost of the issuing company for the amount of death benefit provided. Some employers choose to provide employees with a “bonus” equal to this amount.

In addition to the personal protection Section 419 Plans can offer you, your key employees, and their families, the life insurance proceeds they provide can also protect your business in the event you or a key employee dies. The effects of the death of a business owner or key employee on a business can be extensive: Financial institutions can restrict credit; customers can lose confidence; other key employees, concerned about their future, can begin to look elsewhere for opportunities. And while life insurance can't replace you or an “irreplaceable” employee, it can help ensure a smooth transition to a new ownership, or help pay for assistance until a suitable replacement employee can be found. In short, life insurance can help keep your business solvent. 


The bottom line: you and your key employees are very likely the backbone of your past, and current, success. By protecting them, yourself, and your business with life insurance, you can help ensure your company’s future success as well. 
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