
Disclaimer 
 
This is an educational and financial analysis tool to assist you by providing concise financial 
information. This report is a needs analysis of your current situation. It is comprised of separate 
investment and risk protection informational segments. There is no fee for this information. It is 
presented as part of a sales presentation.  This material does not constitute tax, legal or accounting 
advice and is not intended or written for such use.  Clients interested in these topics should seek 
advice from an independent professional advisor.  The sole purpose of this report is to help you 
make appropriate transactional decisions about financial products that may help you meet your 
goals. The reports and graphics are dependent upon the quality and accuracy of data furnished by 
you. 

 
As a result of this Needs Analysis report, John Hancock Financial Network representatives may 
recommend insurance or securities products as potential solutions. Clients should carefully 
review their client data, as summaries based on inaccurate assumptions may impact the analysis 
results. All growth rates are hypothetical, not guaranteed. This analysis should be used for 
estimating purposes only. Past performance is not indicative of future results. Your attorney and 
accountant should be consulted regarding legal and tax implications. A current prospectus must 
be read carefully when considering any investment in securities. 
 
No liability is assumed from the use of the information contained in this analysis. Responsibility 
for financial decisions is assumed by you. It is important to revise your strategies periodically in 
light of your experiences and changing goals. 
Offering John Hancock insurance products 
 
Securities are offered through Signator Investors, Inc., Member FINRA, SIPC, 197 Clarendon Street, Boston MA 02116 
 

This analysis is for estimating purposes only and must be reviewed periodically. Past 
performance is not indicative of future results. Your attorney and accountant should be consulted 
regarding legal and tax implications. Inclusion of any particular option does not constitute a 
recommendation of a particular option over any other planning alternative. Other alternatives 
may be more appropriate for your particular situation. John Hancock Financial Network and its 
affiliates do not guarantee or express an opinion regarding the accuracy of the system or its 
content, and will not be liable to any person for any damages arising from the use or misuse of 
this content, or from any errors or omissions in the same. This content does not attempt to 
illustrate the precise legal, tax, accounting, or investment consequences of a particular alternative. 
The precise consequences of a particular alternative depend on many variables, some of which 
may not be accounted for or fully described in this content. Unless otherwise indicated, the 
income tax and generation skipping transfer implications of a particular transaction are not 
reflected in this analysis.  

Your own legal and tax advisors should be consulted before you make any estate or business 
planning decisions (or change title to any assets or change beneficiary designations) to determine 
(1) the suitability of a particular alternative and (2) the precise legal, tax, investment, and 
accounting consequences of that alternative. John Hancock Financial Network and its agents do 
not give legal, tax or accounting advice. This presentation and any other oral or written 
communications shall not be construed as such. 
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A215S 

Disability of a Business Owner 
 
Many business owners have created buy-sell agreements to protect themselves and their businesses in 
case of an untimely death.  These agreements are often funded with life insurance to ensure that the 
cash to purchase the business is available when needed.  
Permanent disability is another threat faced by business owners.  Disability of an owner can create 
immediate issues as to who will operate and manage the business.  Often, the risk of a permanent 
disability is not provided for in a buy-sell agreement in spite of the fact that the probability of a long-term 
disability prior to age 65 is greater than the probability of death.   
To provide for this risk, business owners can amend existing buy-sell agreements or create separate 
agreements.  Special disability insurance policies can be used to fund a disability buy-sell agreement.  
These policies can be set up to pay a lump sum, a series of payments, or a combination of the two. 

Key Elements to Consider 
• Definition of disability: How disability is defined in the agreement is very important and should 

probably be tied to the definition in the disability insurance policy. 
• Elimination period: The period of time between the first day of the disability and the trigger date, 

e.g., 12 months to 24 months are frequent options. 
• Trigger date: This is the date at the end of the elimination period when the buyout begins and the 

insurance company begins paying on the policy. 
• Successive disability: A disabled person may temporarily return to work but thereafter have a 

recurrence of the disability.  In many plans, successive disability periods can be tied together to meet 
the elimination period. 

• Funding period: The period over which the buyout payments are made.  It can be an immediate 
lump sum or spread out over a period of months, or a combination of both.  The funding period set in 
the policy should match the terms of the buy-sell agreement. 

• Recover from disability: The recovery of a disabled person after the buyout has begun can raise 
several questions, among them: Does the funding stop?  Can the person return to work with the same 
company?  Lump sum settlement plans, in some cases, can remove some of the uncertainty. 

• Buy-sell agreement: The buy-sell agreement must be in force at the time of disability in order for 
payments to be made from the policy. 

• Converting to individual coverage: Sometimes the disability plan will be convertible to individual 
coverage if the business has no further need for the coverage, the owner needs additional individual 
coverage, and he or she meets certain requirements.  

• Involvement in the business: Many insurers require that the business owner be actively involved in 
the business. 
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A215S 

Disability of a Business Owner 
 
Tax Basics for Disability Buyouts 

 

Corporation Partnership 
Stock 

Redemption by 
the Corporation 

Cross Purchase 
by the 

Stockholders 

Entity Buy-Sell 
by the 

Partnership 
Cross Purchase 
by the Partners 

Are premiums for 
a disability policy 
to fund a buyout 
deductible? 

No 
IRC Sec. 
265(a)(1) 

No 
IRC Sec. 
265(a)(1) 

No 
IRC Sec. 
265(a)(1) 

No 
IRC Sec. 
265(a)(1) 

Are the proceeds 
from a disability 
policy taxable 
income? 

No 
IRC Sec. 
104(a)(3) 

No 
IRC Sec. 
104(a)(3) 

No 
IRC Sec. 
104(a)(3) 

No 
IRC Sec. 
104(a)(3) 

Are payments 
from the 
corporation or 
partnership to 
individual owner 
deductible to the 
entity? 

No N/A No N/A 

How are benefits 
taxed to the 
individual 
receiving them? 

If a complete 
redemption, it is 
treated as a sale 
or exchange. 
IRC Sec. 
302(b)(3) 

Capital gain on 
excess of 

purchase price 
over his or her 
basis in the 
stock. 

IRC Secs. 1001; 
1221; 1222 

Return of basis 
is nontaxable. 
Excess is 

generally taxed 
as ordinary 
income. 

IRC Sec. 736(b) 

Capital gain on 
excess of 

purchase price 
over his or her 
basis in the 
partnership. 

Can the sale 
qualify as an 
installment sale to 
prorate the gains 
over the years in 
which payments 
are received? 

Yes 
IRC Sec. 453 

Yes 
IRC Sec. 453 

Yes 
IRC Sec. 453 

Yes 
IRC Sec. 453 
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A215S 

Disability of a Business Owner 
 
Business Overhead Expense 
Another form of disability insurance specially suited to the business owner is Business Overhead 
Expense (BOE).  BOE policies are designed to reimburse certain business expenses of the owner while 
he or she is totally or partially disabled.  The funds provided by the BOE policy help the business survive 
during the period of the owner’s disability.  Often, the BOE policy is the reason the owner has a business 
to return to after the disability.  Should the disability appear permanent, the owner usually has additional 
time to make decisions regarding the future of the business. 
Generally speaking, there are only certain types of business owners who qualify for BOE coverage.  
These include owners of closely held businesses, owners of small businesses and professionals with 
their own practices. 
Some of the expenses typically covered by a BOE policy include the following. 
• Legal and accounting fees 
• Utilities 
• Principal payments on debt 
• Leased equipment 
• Business insurance premiums 
• Office supplies 
• Salaries of non-owner, non-family employees 
• Professional dues 
• Business taxes 
• Rent 
• Workers compensation 
In no instance is there any payment from a BOE policy to the business owner.  Instead, these funds must 
come from his or her own disability plan. 
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