
1.) An entity purchase agreement is drawn up. The document 
spells out what would happen if a triggering event, 
such as death or disability, of an owner occurred.  Other 
triggering events could include personal bankruptcy, 
retirement, or voluntary or involuntary termination of the 
owner.  The owners agree to sell their business interests in 
the company back to the company at the triggering event. 

2.) Life insurance policies are purchased on each owner in an 
amount that is equal to the value of their interest in the 
business. Some businesses will take into account the fact 
that the value may increase over time and purchase an 
amount greater than the actual value, with the balance 
being used as “key person “ coverage.   The business will 
be the owner and beneficiary of the policies.  The business 
will also pay all premiums.  This will be a non-deductible 
expense of the business.

3.) At death the insurance carrier pays the tax-free life 
insurance benefit directly to the business.   

4.) The business uses the death benefits to pay the estate 
of the deceased an amount equal to the value of the 
business interest of the deceased owner.  Additional 
coverage may have been purchased as “key person“ 
coverage, which would provide the business with a 
cushion to offset the loss of the owner.   

5.) While term insurance will provide a death benefit, the use 
of permanent life insurance can provide funds for other 
types of buy-outs when death does not occur prematurely.  
The cash value from the policy can be accessed in a tax 
efficient manner, providing more flexible plan funding.

Business establishes an entity purchase agreement (also called stock redemption for 
corporations). Owners agree to sell their ownership position in business to the business 

at a triggering event (death).
(1)

Life insurance is purchased on each owner in an amount equal to the value of his 
ownership position in the business. The business is the owner, beneficiary and 

premium payer of the policy.
(2)

ADVANTAGES
Cash value of policy is asset of the 
business.
Easy to administer.
Premium paid for by business–
equalizes the premium payments 
across owners.

DISADVANTAGES
Policies and cash values subject to 
business creditors.
Surviving owners receive no increase 
in cost basis of percentage of business 
redeemed.
Business value may increase for estate 
tax purposes because death benefits 
flow to business.

Concept Overview — Entity Agreement

CLIENT PROFILE: Business owners who wish to have the life insurance used for a Buy-Sell Agreement paid for and owned by the business.

Life insurance proceeds are paid directly to business. Death benefit received income tax-free.
(3)

Business pays the estate of the owner who dies an amount equal to the value of the 
ownership position in the business.

(4)

With the use of a permanent life insurance policy, the cash value of the policy can be used to 
provide funds in case of disability, retirement, or voluntary or involuntary termination of the 

owner. Disability insurance policies can also be used to provide coverage.
(5)

SETTING-UP AND FUNDING THE PLAN

AT DEATH

Information contained here is based on current tax guidance and is subject to change.

Crump Life Insurance Services includes the following entities: Hanleigh, LifeSource, The Potomac Group, and TIME Financial. 

For Producer Use Only. Not intended for use in solicitation of sales to the public. For use with non-registered products only. The annuity and insurance products described may be issued by various 

companies and may not be available in all states. All comments about such products are subject to the terms and conditions of the annuity and/or insurance contract issued by the carrier. These materials 

are provided for educational purposes only. Crump makes no representation regarding the suitability of this concept or the product(s) for an individual nor is Crump providing tax or legal advice. You should 

consult your own tax, legal or other professional advisor before promoting these products to your clients. To ensure compliance with requirements imposed by the IRS, we inform you that, unless expressly 

stated otherwise, any U.S. federal tax advice contained in this communication (including any attachments) is not intended or written to be used, and cannot be used, for the purpose of (i) avoiding penalties 

under the Internal Revenue Code or (ii) promoting, marketing, or recommending to another party any transaction or matter addressed herein.  ADVM09-1037, exp. 11/2010   (ASBS.KA.001.3  0509)



Crump Life Insurance Services includes the following entities: Hanleigh, LifeSource, The Potomac Group, and TIME Financial. 

For Producer Use Only. Not intended for use in solicitation of sales to the public. For use with non-registered products only. The annuity and insurance products described may be issued by various 

companies and may not be available in all states. All comments about such products are subject to the terms and conditions of the annuity and/or insurance contract issued by the carrier. These materials 

are provided for educational purposes only. Crump makes no representation regarding the suitability of this concept or the product(s) for an individual nor is Crump providing tax or legal advice. You should 

consult your own tax, legal or other professional advisor before promoting these products to your clients. To ensure compliance with requirements imposed by the IRS, we inform you that, unless expressly 

stated otherwise, any U.S. federal tax advice contained in this communication (including any attachments) is not intended or written to be used, and cannot be used, for the purpose of (i) avoiding penalties 

under the Internal Revenue Code or (ii) promoting, marketing, or recommending to another party any transaction or matter addressed herein.  ADVM09-1037, exp. 11/2010   (ASBS.002.5  0509)

1.) A cross purchase agreement is drawn up.  The 

document spells out what would happen if a 

triggering event, such as death or disability of an 

owner, occurred.  Other triggering events could 

include personal bankruptcy, retirement, or voluntary 

or involuntary termination of the owner.  The 

surviving owners agree to purchase the business 

interests of the other owner in the event of a 

triggering event. 

2.) Life insurance policies are purchased on each owner in 

an amount that is equal to the value of their interest 

in the business. Each owner must purchase a policy 

on each other owner, which is often a cumbersome 

process. 

3.) Each business owner uses the income tax-free death 

proceeds to purchase a portion of the business from 

the estate of the deceased.   The surviving owner will 

receive a full basis step up for that portion purchased 

from the deceased owner’s estate.  

4.) The stock value receives a step up in basis at the 

decedent’s death.  Provided the transaction takes 

place in a timely manner, the estate usually realizes 

no capital gain and no income tax is payable.

Business establishes a cross purchase buy-sell agreement.  Owners as a group agree to 
purchase the interest of any owner at a triggering event (death).

(1)

Each owner buys a life insurance policy on each other owner in an amount sufficient to fund 
a buy-out based on the value of the ownership position in the business.  Each business owner 

is the owner, beneficiary and premium payer of the policy or policies.
(2)

ADVANTAGES
Cash value and policy generally not 
subject to the creditors of the business.
Surviving owners receive full basis 
credit in stock purchased from estate.
Minimal taxes due on sale of stock 
for heirs.

DISADVANTAGES
Cash value and policy are not asset of 
corporation, therefore cannot be shown 
on books.
Policies are subject to individual’s 
creditors.
Premiums are paid from personal funds 
and may be disproportionate since 
younger owners must buy and pay 
premiums for older owners. 
Very cumbersome to purchase and 
administer the policies.

Concept Overview — Cross Purchase

CLIENT PROFILE: Business owners who wish to have the life insurance used for a Buy-Sell Agreement paid for and owned by the owners.

When an owner dies, the life insurance proceeds are paid directly to the surviving  
owner(s)/beneficiary(ies).  Death benefits are received income tax-free. The money is then 

used to purchase the business interests from the deceased owner’s estate.
(3)

The estate of the deceased owner will receive the proceeds of the sale largely 
income tax-free.

(4)

SETTING-UP AND FUNDING THE PLAN

AT DEATH

Information contained here is based on current tax guidance and is subject to change.



Entity Purchase Cross Purchase
Trusteed Cross 

Purchase
Wait and See Insurance LLC

Owner Business
Business owners own policies 
on each other

Trust
Depends on design, usually 
business owners

Insurance LLC

Beneficiary Business Business owners Trust
Depends on design, usually 
business owners

Insurance LLC

Number of 

policies needed
One policy per owner

If 2 owners, then 2 policies. 
However if more than 2 
owners, formula is  
Y x (Y-1) where Y = number 
of owners

One policy per owner held by 
a Trustee

Depends on design
One policy per owner
held by the Insurance
LLC.

Who pays life 

insurance costs?

Life insurance premium paid 
by all owners, based on their 
proportion of ownership.

Policy owners pay premiums. 
Costs are higher for policies 
on older owners.

Policy owners pay premiums 
through Trustee. Costs are 
higher for policies on older 
owners.

Policy owners pay premiums. 
Costs are higher for policies 
on older owners.

Life insurance premiums are 
contributed by the owners 
to the Insurance LLC as 
tax-free capital contributions 
based on their proportion 
of ownership. Premiums are 
made by the Insurance LLC. 
Costs are higher for policies 
on older owners.

Is death benefit 

subject to 

Alternative 

Minimum Tax?

Possibly No No No No

Advantages

Cash value of policy is asset of 
the business, relatively easy 
to administer, premium paid 
for by business – equalizes 
the premium payments 
across owners.

Policies not subject to 
business creditors, no AMT, 
sale by owners’ estate will 
receive capital gains tax 
treatment and because of 
step-up of basis at death of 
owner there will be very little 
or no recognition of taxes.

Limited number of polices 
needed, policies not subject 
to business creditors, no 
AMT, sale by owners’ estate 
will receive capital gains tax 
treatment and because of 
step-up of basis at death of 
owner there will be very little 
or no recognition of taxes.

The major advantage is 
flexibility. The ability to 
decide on exact course of 
action at the triggering event, 
not before.

One life insurance policy
per owner. Full cost
basis increase to the
surviving owners.
Provides an additional
layer of creditor protection. 
Can integrate with owners’
retirement and estate plans. 
No “transfer for value” 
concerns at dissolution.

Disadvantages

Policies and cash value 
subject to business creditors, 
surviving owners receive 
no increase in cost basis 
of percentage of business 
redeemed, business value 
may increase for estate tax 
purposes because death 
benefits flow to business.

Complex to administer 
because of number of 
policies, use of personal after 
tax dollars to fund premium, 
younger owners pay 
disproportionate premiums 
on older owners.

Possible transfer for value 
issue, use of personal 
after-tax dollars to fund 
premium, younger owners 
pay disproportionate 
premiums on older owners. 
Also, possible inclusion of 
life insurance proceeds in 
owner’s estate.

Depending on actual design 
there could be multiple 
owners and administrative 
complexity, and inequality 
of total benefits received, 
or possibly no increase in 
cost basis of percentage of 
business redeemed.

Complex to administer
because the business owners 
must keep accurate LLC 
capital accounts and the CPA/
tax-preparer must 
understand how partnership 
taxation operates.


