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1Buy-Sell Agreement  

Buy-Sell Agreement
What is a Buy-Sell Agreement?
At the retirement, disability, or death of a shareholder,  
a buy-sell agreement governs how the remaining 
shareholders will purchase the stock, (business interest) 
of the departing shareholder. It is a legal contract that 
specifies the value of the stock, the time frame over 
which this agreement will occur, and the method by 
which the agreement will be funded. This guide will 
examine the likely events surrounding the disability or 
death of a shareholder of a closely held business.

Why is a Buy-Sell Agreement Needed?
According to the 1998 Beneficiaries of Small-Business 
Owners Survey, only 21% of small-business owners had a 
formal written plan to transfer their share of the business 
at their death. Not having a plan in place creates a 
number of problems. 

Without a buy-sell plan:

  •   Surviving shareholders might be forced to sell or 
dissolve the business. 

  •   The business could be placed in the difficult position 
of having to decide how it will compensate the 
deceased’s family for the decedent’s stock 
ownership.

  •   The deceased’s estate cannot be guaranteed to 
receive a fair price for the stock. 

  •   The business will also be confronted with the 
uncertainty that comes with losing the services  
of a significant member of the company. 

Active shareholders typically focus on the tangible, day-to-
day operations of the business such as quarterly earnings, 
distribution conflicts, and inventory – rather than on the 
consequences of a premature death. The short and long-
term consequences of losing a shareholder should not 
and cannot be overlooked. The loss of a shareholder 
creates a void in both management and operation and 
hence, a significant challenge to business continuation.  
A properly designed and funded buy-sell agreement  
can help solve this problem. First, it can provide liquidity 
for the payment of the departing shareholder’s stock 
ownership. Next, it can help establish a fair price for the 
stock. A formal buy-sell agreement can also help ensure 
that the business, and the careers that depend on it,  
will continue.
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Outlining a Buy-Sell Agreement
Business Valuation
Valuation is a key element in the buy-sell agreement 
process. If a proper business valuation is not done, the 
IRS may challenge the value that the shareholders have 
placed on it. In turn, this could lead to litigation. If the 
courts rule in favor of the IRS, there could be additional 
taxes both at the business and personal level. 

Determining business valuation is not an easy process, 
and it is generally recommended that it be done by a 
professional assessor. There are a variety of methods  
and factors to consider when determining business 
valuation. For most businesses, the simple formula of 
assets minus liabilities is not a complete assessment  
of value. Other important factors to consider are:

  •   Average annual earnings.

  •   Number of years a business has been in existence.

  •   Nature of the business.

  •   Ownership control.

  •   Goodwill, or the earning power of a business in 
excess of a fair return on the business’s tangible 
assets. 

Once the initial business valuation has been done, it 
should be adjusted or updated as needed to reflect  
any dramatic change in business operation or value.

Funded Versus Unfunded Buy-Sell Agreements
A funded buy-sell agreement provides that the funds  
will be available, when they are needed, to pay for the 
stock. There are a variety of ways in which a buy-sell plan 
can be funded, including life and disability insurance, 
installment payments, (payments are taken either from 
company cash flow or in the form of loans) and/or a 
savings account. Advantages and disadvantages of each 
option will be discussed in detail later. An unfunded  
buy-sell agreement could create complications and delays 
with the Internal Revenue Service during the business 
valuation process. In addition to potential legal and tax 
delays, an unfunded agreement can add to the 
uncertainty that typically surrounds the death of a 
shareholder.
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What Types of Buy-Sell Agreements are there?
Entity Plan
An entity purchase buy-sell agreement is a legal agree-
ment between a business and its shareholders. In the 
event of a stockholder’s retirement, disability, or death, 
the agreement provides for the transfer of the stock in 
exchange for cash. Once the cash is received by the 
departing shareholder’s estate, the stock is transferred  
to the business where it is then retired from service. 
Although an entity plan may be funded by other means,  
it is generally accomplished through the use of life 
insurance. Life insurance can guarantee that the 
necessary funds will be available at the disposition  
of the stock.

 
  •   Entity Plan funded with life insurance:  

The business entity obtains a life insurance policy  
on each shareholder in the amount of the stock 
ownership. The business is the owner, beneficiary, 
and premium payer of each policy. At the death of 
the shareholder, the proceeds are received by the 
business. The business then uses the funds to 
purchase the stock of the deceased shareholder.  
The business next retires the stock. The value of  
the remaining stock is increased by the percentage 
amount of the purchase price. If the business is a 
corporation, the plan is generally known as a stock 
redemption agreement.

  •   Advantages of Entity Plan:  
There may be fewer policies involved than in a  
cross-purchase agreement (see “Cross-Purchase 
Agreement”). The business is responsible for the 
premium, thus removing the burden of premium 
payment from the shareholders. At the death of  
a shareholder, the value of the stock held by the 
remaining shareholders is increased by the purchase 
price. Policy proceeds are generally received tax-free 
by the business.1 

  •   Disadvantages of Entity Plan:  
Policy proceeds and accumulated values are available 
to creditors of the corporation. At the death of the 
shareholder, the life insurance proceeds “balloon” 
the value of the business prior to the buyout. This 
result may be mitigated in a properly drafted buy-sell 
agreement. For C-Corporations, policy proceeds 
could be exposed to the alternative minimum tax. 
During the premium paying years, the C-Corporation’s 
current adjusted earnings are increased by the policy’s 
annual cash value increase over the annual premium. 
At the death of the shareholder, the C-Corporation’s 
current earnings are also increased by the amount of 
the death proceeds over the policy’s cash surrender 
value. At the death of the shareholder, the value of 
the stock of the remaining shareholders is increased 
by the purchase price. However, the cost basis is not 
adjusted, and there is greater potential for gain to be 
realized if the stock is sold prior to death.

1  Assuming the notice and consent requirements of IRC & 101(j) are met prior to issuance of the policy.
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Cross-Purchase Agreement
A cross-purchase buy-sell plan is a legal agreement 
between shareholders that provides for the planned 
disposition of their stock in the event of a retirement, 
disability, or death. 

  •   Using Life Insurance in a  
Cross-Purchase Agreement:  
Under the cross-purchase agreement, each share-
holder is required to purchase a proportional share 
of the deceased owner’s interest. The number of 
policies required is based on the formula N (N – 1), 
(where N equals the number of shareholders). Each 
shareholder purchases a life policy on the life of the 
other shareholder in the amount of their respective 
stock ownership, and names him or herself as the 
beneficiary. Upon the death of the shareholder,  
the surviving shareholder receives the insurance 
proceeds from the policy. These proceeds are 
received tax free. Pursuant to the agreement,  
the deceased’s estate transfers the stock to the 
remaining shareholders, in exchange for a payment 
equal to the value of the stock. The insurance 
proceeds are used as the cash payment to fund the 
cross-purchase agreement. If there is an increase in 
the value of the business since the initial valuation, 
the original life insurance contracts may be inadequate 
to provide reimbursement for the appreciated stock. 
If this is the case, additional buy-sell funding should 
be considered.

  •   Advantages of a Cross-Purchase Agreement:  
A well designed plan will guarantee that the deceased 
shareholder’s estate will receive a fair price for the 
stock. The control of the agreement is in the hands 
of the share holders. The purchase price provided by 
the buy-sell agreement becomes part of the remaining 
shareholder’s cost basis. Thus the shareholders new 

“stepped up” cost basis is equal to the total value  
of the stock they own. This should result in a lower 
taxable gain if their “stepped-up” stock is sold prior 
to death. 

  
  •   Disadvantages of a Cross-Purchase Agreement: 

The agreement becomes complicated when there are 
several shareholders involved. The shareholders use 
their personal funds to pay for the insurance. If there 
are multiple shareholders involved, there may be a 
transfer for value issue. Transfer for value for life 
insurance policies could change the tax-free status  
of the proceeds. The potential problem may arise 
when transfers of policies are attempted to other 
shareholders of the business. When a shareholder 
simply wishes to terminate his stock ownership or 
dies, in lieu of surrendering the policies that were 
held by that shareholder, the remaining and/or new 
shareholders may wish to assume ownership of 
these policies. This change of ownership may cause 
a violation of the transfer for value rule. If the policy 
transfer violates the transfer for value rule, the policy 
proceeds in excess of the net premiums paid will  
be taxable as ordinary income. To avoid causing a 
transfer for value, the following ownership exceptions 
are allowed:

– Transfers to the insured.

– Transfers to a partner of the insured.

–  Transfers to a partnership in which the  
insured is a partner.

–  Transfers to the business in which the  
insured is a stockholder or officer.

–  Transfer between businesses in a tax-free 
reorganization if certain conditions exist.
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Trusteed Cross-Purchase Agreement:
A trusteed cross-purchase plan is a legal agreement 
between a third party, (escrow agent) and the shareholders, 
that provides for the planned disposition of their stock 
ownership in the event of a retirement, disability, or 
death. The trustee or escrow agent acts to carry out  
the obligations of the shareholders. 

  •   Using life insurance in a trusteed  
cross-purchase agreement:  
An impartial trustee is appointed and acts as 
custodian for the insurance policy. A corporate 
trustee or escrow agent may be selected. Typically 
the trustee should be the owner and beneficiary of 
the policy. The agreement may provide that the 
trustee collects the premiums from the insureds.  
At the death of a shareholder, the trustee distributes 
the proceeds to the deceased shareholder’s estate  
in exchange for the stock. 

  •   Advantages of using a trusteed  
cross-purchase agreement:  
An impartial third party is used to oversee the 
agreement. If a funding problem arises with one  
of the shareholders, the trustee can notify the 
remaining shareholders. Due to the fact that there 
are no incidents of ownership, (trustee is owner  
and beneficiary of the policy) the value of the policy 
will not be included in the decedent’s estate. The 
policy proceeds are received tax free by the trustee. 
Pursuant to the agreement, the trustee distributes 
the proceeds from the insurance policy to the 
deceased’s estate in exchange for the stock. A well 
designed plan will guarantee that the shareholder’s 
family will receive a fair price for their stock. 

  •   Disadvantages of using a trusteed  
cross-purchase agreement:  
Finding a responsible, impartial third party may  
be difficult. In the event of policy surrender, the 
disposition of the values may cause a taxable event. 
It is generally considered that this would be the  
case if the cash surrender value of the policy were  
in excess of the computed cost basis.

Key Person or One Way Buy-Sell Agreement
A one way buy-sell plan is a legal agreement between a 
key person and a shareholder. The agreement provides 
for the planned disposition of the owner’s stock 
ownership to the key employee in the event of an 
owner’s retirement, disability, or death.

  •   Using life insurance in a  
one way buy-sell agreement:  
The key employee purchases a life policy on the 
owner in the amount of the stock ownership. The key 
employee is the owner, beneficiary, and the premium 
payer of the policy. Under this agreement, the key 
employee is responsible for the payment of premiums. 
At the death of the shareholder, the key employee 
buys the stock from the deceased’s estate. 

  •   Advantages of Key Person Buy-Sell Plan:  
The agreement provides that the key employee  
will have a vested interest in the business and its 
continued prosperity. Due to the limited number  
of parties involved, the structure of this agreement 
promotes a high level of control with little admin-
istration. A well designed plan will guarantee that the 
shareholder’s estate will receive a fair price for the 
stock. 

  •   Disadvantages of Key Person Buy-Sell Plan:  
The key employee is responsible for the life insurance 
premiums. Depending on the age and health condition 
of the shareholder, the life insurance premiums 
could be cost prohibitive. The insurance premiums 
are not deductible.
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“Wait and See Approach”
The “wait and see approach” is similar to other types of 
buy-sell agreements. The difference is that the buyer is 
not a predetermined part of the agreement. This sort  
of buy-sell agreement contains a provision that provides 
the business first option to purchase the departing 
shareholder’s stock. If the business elects not to purchase 
the stock, the option is then presented to the remaining 
shareholders. If the shareholders choose not to buy all  
of the stock, the business is then required to purchase 
the remaining stock.

Advantages of the “Wait and See Approach”: 

  •   It provides for business continuation without 
intrusion from outside parties. 

  •   Shareholders are certain to receive a specified  
price for their stock.

  •   It allows for greater flexibility by allowing the 
business to postpone the decision to select the  
form of the agreement until after the loss of  
the first shareholder. 

  •   It allows for the most tax advantageous  
agreement to be chosen when the agreement  
is exercised.
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What Methods of Funding  
Are Used In a Buy-Sell Agreement?
Life Insurance
At the death of the shareholder, the estate receives  
a payment in the amount of the stock ownership. In 
exchange for the cash payment, the deceased’s estate 
transfers the stock to the surviving shareholders. 
Depending on the agreement chosen, the insurance 
policy is either owned by the remaining shareholders, 
(cross-purchase), business, (entity plan), or the escrow 
agent, (trusteed cross-purchase).

  •   Advantages of Life Insurance:  
Life insurance is the most certain method of funding 
the buy sell agreement. The amount of premiums 
paid is normally far below the purchase price, 
(Discounted Dollars Theory, the cumulative 
premiums are generally a small percentage of the 
total death benefit). The benefit is paid at the death 
of the shareholder, and if structured properly, is 
equal to the amount required under the agreement. 
A variety of insurance products exist to match the 
client’s premium paying ability, risk tolerance, and 
time horizon.

  •   Disadvantages of Life Insurance:  
The insurance premium is not deductible. If the 
stockholder is advanced in age, or in poor health,  
the cost of the insurance can be high.
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Installment Payments
The surviving shareholders make a series of installment 
payments in the amount of the stock ownership to the 
deceased shareholder’s estate. The payments include 
principal and interest. The parties to the agreement  
may specify an appropriate interest rate in the contract.  
If they do not, the tax code provides for a minimum rate 
of interest on installment obligations under the imputed 
interest Code Section 483, and original issue discount 
rules, (Code Sec. 1274). For sales of property with a 
principal amount of $4,800,800 or less, an interest  
rate up to a maximum of 9% can be used. For sales of 
property greater than $4,800,800, the minimum rate  
of interest is the applicable federal rate. The Treasury 
publishes the applicable federal rate monthly. At the 
death of the shareholder, the deceased’s estate gets a 
stepped-up basis for the business assets resulting in little 
or no recognizable gain on the principal payments. The 
interest component of the payment is taxable as ordinary 
income to the estate or its heirs.

 •   Advantages of Installment Plan:  
The deceased’s stock is received immediately by  
the surviving shareholders at the death of the 
shareholder. The interest incurred on the installment 
payments is fully deductible as a business expense.

  •   Disadvantages of Installment Plan:  
The surviving shareholders will be hampered by  
the need to make future installment payments. The 
deceased shareholder’s estate will not receive an 
immediate full payment for the stock. Also, the heirs 
must rely on the ability of the surviving shareholders 
to make installment payments.

Savings Fund
Annual deposits are made to a savings account.  
Under the savings fund plan, deposits are assumed to 
accumulate to an amount equal to the purchase price of 
the individual shareholders. In a cross-purchase plan, the 
amount of the savings should equal the stock ownership 
of the other shareholders. In an entity plan, the business 
provides the deposits to the savings account in an amount 
equal to the individual shareholder’s stock ownership.

  •   Advantage of Savings Fund:  
Savings can be used if one of the shareholders  
is uninsurable. 

  •   Disadvantages of Savings Plan:  
The savings amount may be inadequate in an early-
death contingency. To maintain the safety of the 
principal, a low-risk, low-yield investment vehicle 
must be used. Under both the cross-purchase and 
entity plans, the annual earnings on the account 
value are subject to income tax that would be 
attributed to the account owner. Under the entity 
plan, the savings account is considered a company 
asset and is subject to claim from creditors.
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How is a Buy-Sell Agreement Put in Place?
The buy-sell agreement should include  
the following provisions:

  •   Parties to the agreement.

  •   Purpose of the agreement.

  •   Method of funding.

  •   Method of determining the purchase price  
for the business interest.

  •   Purchase obligations of the parties.

  •   First-offer, or lifetime transfer restriction preventing 
the business owner from making a business transfer 
without first offering to sell the business interest to 
the parties listed under the agreement.

  •   A provision allowing for modification or termination 
of the agreement..

This information is not intended as tax or legal advice. Please consult with your Attorney or Accountant 
prior to acting upon any of the information contained in this booklet.



Specimen Cross-Purchase Agreement

AGREEMENT by and between___________________________, residing at 

___________________________, and_______________________, residing at 

___________________________.

WITNESSETH:

WHEREAS,___________________________and____________________________ are 
the sole stockholders of________________________________________, a corporation 
organized and existing under the laws of the State of______________with its principal 
place of business at________________________________________________________ 
hereinafter referred to as the “Corporation”),___________________________________
owning___________________________shares and_____________________________
_owning __________________shares of the stock of the Corporation, representing in the 
aggregate all of the presently outstanding shares of capital stock of the Corporation.

WHEREAS, it is the desire of the aforesaid stockholders: (1) to provide for the purchase 
by the remaining stockholder of a deceased stockholder’s interest in the Corporation;  
(2) to provide for the purchase by the other stockholder of a stockholder’s stock during 
his lifetime if any stockholder should desire to sell his stock; (3) to provide for the option 
to purchase a stockholder’s stock if he should leave the employ of the Corporation for  
any reason; and (4) to provide the funds necessary to carry out such purchase.

NOW, THEREFORE, in consideration of the mutual agreements and covenants contained 
herein and for other valuable consideration, receipt of which is hereby acknowledged, it is 
mutually agreed and covenanted by and between the parties to this Agreement as follows: 

Article 1.  Transfer of Shares Restricted.  No stockholder shall transfer or encumber all or 
any part of their respective stockholdings in the Corporation by sale or otherwise except 
as provided in this Agreement. 
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Article 2.  A.  Lifetime Transfer of Shares.  If a stockholder desires to sell his stock during 
his lifetime, he shall give the other stockholder and the Secretary of the Corporation 
written notice of such desire, and the other stockholder shall have the right to purchase 
such stock at any time within ninety (90) days after such notice at the price determined 
by Article 8.  The remaining stockholder shall have the right to purchase the total number 
of shares owned by the withdrawing stockholder.  If such offer is not accepted by the 
other stockholder within 90 days after the receipt of such written notice, the Seller may 
dispose of all or any part of his stock during the period of 30 days beginning at the end of 
the 90-day offer period, except that any sale may not be made at a price that is less than 
the price provided in Article 8 without the consent of the remaining stockholder.  If such 
stock is not sold by the end of the said 30-day period, it shall again become subject to the 
restrictions of this Agreement as though it had never been so offered.

B.  If a stockholder ceases to be an employee of the corporation for any reason, the 
procedure outlined in Article 2(A) shall be followed.

Article 3.  Death of a Stockholder.  Upon the death of a stockholder the survivor, if any, 
shall purchase and the estate of the deceased stockholder shall sell the stock interest  
now owned or hereafter acquired by the stockholder who dies.  The purchase or sale  
price of such stock shall be determined in accordance with the provisions of Article 7  
of this Agreement.

Article 4.  Life Insurance.  To ensure funds to pay for the stock, insurance on the life of 
each stockholder has been obtained from National Life Insurance Company, of Montpelier, 
Vermont, by the other stockholder, as follows:

On the life of_____________________________, $___________________ (of which only 

$___________________ is for the purpose of this agreement) applied for by and payable  

to____________________________________________or his estate;

On the life of______________________________, $_____________, applied for by and 

payable to___________________________________or his estate.

This specimen document has been produced for illustrative purposes only.

Client’s Legal Counsel is solely responsible for preparing the actual document to be used.
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As long as this Agreement is in effect, each stockholder agrees to maintain the insurance 
owned by him in full force and effect and will not, without the prior written consent of 
the other stockholder, cancel his policy or take or omit to take any action which may give 
rise to the termination or cancellation thereof. Each stockholder must take out additional 
insurance on the life of the other whenever additional insurance would be required to 
enable him to carry out his obligation under this Agreement. This Agreement shall extend 
to and include all additional insurance policies issued pursuant to this Agreement, such 
additional policies to be listed in Schedule A attached hereto and made a part hereof.

 
During the term of this Agreement, each stockholder agrees to pay premiums on the 
policies owned by him as they become due and to give proof of such payment within 20 
days after the due date of each premium.  If any premium is not paid within 20 days after 
its due date, the insured may pay such premium and shall be entitled to reimbursement 
from the owner.

 
National Life Insurance Company is hereby authorized and directed to give the insured, 
upon his written request, any information with respect to the status of the policy on his 
life.  The owner of each policy agrees to notify the insured, in writing, of any exercise of 
any of the rights, privileges or other benefits of the policy on the life of the insured.

 
Article 5.  Stock Certificate Legend.  Promptly after execution of this Agreement, each 
stockholder shall deliver to the Secretary of the Corporation the certificates for all of the 
stock owned by him, and the Secretary will endorse on the face of each such certificate a 
legend reading substantially as follows:

 
Any sale, assignment, transfer, pledge or other disposition of the shares of stock represented 
by this certificate is restricted by, and subject to, the terms and provisions of an Agreement 
between____________________and_________________________, dated____________.  
A copy of said Agreement is on file with the Secretary of the Corporation.  By acceptance 
of this certificate the holder hereof agrees to be bound by the terms of said Agreement.

This specimen document has been produced for illustrative purposes only.

Client’s Legal Counsel is solely responsible for preparing the actual document to be used.
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Such endorsement and deposit shall not affect the right of the stockholder to vote the 
stock and receive the dividends thereon until such time as the full purchase price has 
been received by him or his executor or administrator under the terms of this Agreement.  
The Secretary shall hold and deliver the stock in accordance with this Agreement.  A list 
of the stock subject to this Agreement is attached hereto as Schedule B. 
 
 
Article 6.  New Share Certificates.  On payment of the full purchase price by the 
remaining stockholder, the Secretary shall issue to the purchaser new certificates for as 
much stock as he is entitled, and the executor or administrator of the deceased 
stockholder shall execute such assignments, receipts and releases as shall be required by 
the purchasing stockholder or the Secretary of the Corporation for the protection of all 
parties concerned and to carry out the intent of this Agreement. 
 
 
Article 7.  Valuation on Death.  The purchase price of each share of stock in the event  
of death of any stockholder shall, except as provided in Paragraph (D) of this Article 7,  
be equal to its proportionate share of the value of all of the outstanding stock of the 
Corporation as of the end of the month immediately preceding the date of death. Such 
value shall be determined as follows: 
 
 
A.  Unless and until changed as hereinafter provided, the value of all of the outstanding 
stock of the Corporation shall be $__________________.  Such value includes an amount 
mutually agreed upon as representing the goodwill of the Corporation.  Within 45 days after 
the end of each fiscal year of the Corporation, the stockholders shall, by mutual agreement, 
redetermine such value as of the end of the fiscal year and the redetermined value shall be 
entered on the Valuation Schedule attached hereto.  If the stockholders fail to redetermine 
the value as of the end of any fiscal year, the last previous stipulated value shall apply, 
except that if no value is agreed upon for three consecutive fiscal years prior to the date 
of death or the occurrence of total disability, the value of all of the outstanding stock shall 
be agreed upon by the remaining stockholder or the representative of the deceased stock-
holder.  If they do not come to an agreement within 60 days after the appointment of the 
representative, the value shall be determined by arbitration as follows:  The remaining 
stockholder and the representative shall each name one arbitrator and the two shall 
determine the value as of the end of the fiscal year immediately preceding the date of 
death. If the two arbitrators cannot agree upon the value of the stock they shall appoint  
a third arbitrator and the decision of the majority shall be binding.  The value as redeter-
mined by the arbitrators shall be entered on the Valuation Schedule attached hereto.

This specimen document has been produced for illustrative purposes only.

Client’s Legal Counsel is solely responsible for preparing the actual document to be used.
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B.  The value of all of the outstanding stock, as of the end of the month referred to in this 
Section 7, shall be the value last entered on the Valuation Schedule increased or decreased 
by an amount equal to the profits or losses of the Corporation from the date as of which 
such last entered value was fixed to the end of such month, determined by the accountant 
regularly employed by the Corporation in accordance with accounting principles normally 
employed by him or her in preparing the balance sheet of the Corporation and his or her 
determination shall be binding and conclusive upon the parties hereto, their personal 
representatives and successors and all other persons involved. 
 
 
C.  If there is a single class of stock outstanding, the proportionate share of the total 
value as of the end of the month allocated to each share in determining its purchase price 
shall be equal to the total value of all outstanding shares divided by the number of such 
shares.  If there is more than one class of stock outstanding then the total value of all stock 
shall be allocated between the various classes in accordance with the agreement of the 
stockholders but if the stockholders are unable to reach any such agreement then, there 
shall be allocated to any preferred stock an amount equal to the greater of its par value or 
redemption price and each share of common stock, although of differing classes, shall be 
deemed to have a value equal to the value of all other shares. 
 
 
D.  In the event the purchase price of the stock of a deceased stockholder be less than the 
proceeds of life insurance received on the policy or policies purchased on his life by the 
surviving stockholder under this Agreement, such excess proceeds shall remain with and 
be the property of the surviving stockholder.  The term “proceeds” includes any amount 
paid by reason of death by accidental means under any agreement for additional indemnity, 
as well as the face amount, plus any dividends and any additional amount payable to the 
beneficiary. 

Article 8.  Other Valuation.  In the event of the termination of employment with the 
Corporation by any stockholder or on the acceptance by a stockholder of an offer 
under Article 2 of this Agreement, the purchase price of each share shall be equal to its 
proportionate share of the value of all of the outstanding stock of the Corporation as of 
the end of the fiscal quarter preceding the date of termination or the date on which such 
acceptance occurs. Such value shall be equal to the book value of each share as of the end 
of such fiscal quarter determined by the accountant servicing the Corporation as of the  
time of termination or acceptance, but subject to the following provisions:

This specimen document has been produced for illustrative purposes only.

Client’s Legal Counsel is solely responsible for preparing the actual document to be used.
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A.  No allowance shall be made for the goodwill or trade name of the Corporation;

B.  All accounts payable shall be taken into account at face amount less discounts 
deductible therefrom and all accounts receivable shall be taken at face amount less 
discount less a reasonable reserve for bad debts;

C.  All real and tangible personal property shall be taken into account at the value thereof 
on the books of the Corporation; and

D.  All securities owned by the Corporation shall be valued as follows:

(i) If traded on a national exchange, at the closing price thereof on the last market day of 
such quarter;

(ii) If traded over the counter, at the average bid price thereof on the last market day of 
such quarter, as reported in the National Daily Quotation Service or other similar service, 
or if none is reported for such day, then as reported on the next succeeding day on which 
bids were reported; or

(iii) If neither traded on a National Securities Exchange nor over the counter, at net worth 
per share as shown on the financial statement of the organization in question at the time 
closest to the last day of such quarter.

The book value as determined by the accountant of the Corporation shall be binding and 
conclusive upon the parties hereto, their personal representatives and successors; and all 
other persons involved. 
 
 
Article 9.  Payment of Purchase Price Upon Death of a Stockholder.  Upon the death  
of a stockholder, the surviving stockholder shall proceed expeditiously to collect the 
proceeds of the life insurance policies specified in Article 4 on the life of the deceased 
stockholder.  After such proceeds have been received by the surviving stockholder and the 
purchase price has been determined, the surviving stockholder shall pay the proceeds to 
the estate of the deceased stockholder, except that if prior to the time payment is made, 
the deceased stockholder’s personal representative informs the surviving stockholder that 
the stock has been distributed, then such payment shall be made to the distributee of the 
estate.  In all events, such payments shall be made within six (6) months of the deceased 
stockholder’s death.  Nothing in this Agreement shall be interpreted to interfere with or 
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prejudice the installment payment of federal estate taxes as allowed by Section 6166 of the 
Internal Revenue Code of 1986, as amended.

If the purchase price as set forth in Article 7 of this Agreement exceeds the proceeds of 
life insurance, the balance of the purchase price shall be paid in six bi-annual installments 
beginning on the first day of the third complete month after the date of the decedent’s 
death.  The unpaid balance of the purchase price shall be evidenced by a series of six 
negotiable promissory notes made by the surviving stockholder to the order of the estate 
of the deceased stockholder (or to the order of the distributee of the estate) with interest 
at the Applicable Federal Rate determined as of the date of the purchase hereunder in 
accordance with the provisions of Section 1274 (d) of the Internal Revenue Code of 1986, 
as amended.  Said notes shall provide for the acceleration of the due date of all unpaid 
notes in the series on default in the payment of any note or interest thereon, and shall 
give the maker thereof the option of prepayment in whole or in part at any time without 
premium or penalty. 
 
 
Article 10.  Transfer of Life Insurance on Sale of Shares.  If a stockholder during his life 
sells all of his stock pursuant to the provisions of Articles 2 and 8 above, the stockholder 
so purchasing such stock may also purchase the policies of insurance on his own life 
which are owned by the withdrawing stockholder for a price not to exceed the cash 
surrender value as of the date of the sale.  On payment of the price for the insurance by 
the purchasing stockholder, the selling stockholder shall assign the policy to the purchaser 
and shall execute such assignments or releases as may reasonably be required to effectuate 
a complete transfer of the title of the policy to the purchaser.  In addition, on payment by 
the selling stockholder of the purchase price of the policy on his life, owned by the other 
stockholder, the selling stockholder may purchase on the same terms as described above 
from the other stockholder the policy or policies on his life and the other purchasing 
stockholder shall assign the policies to the selling stockholder and shall execute such 
assignments or releases as may reasonably be required to effectuate a complete transfer  
of the title to said policy or policies to the seller.

Upon the death of a stockholder, the surviving stockholder shall have the right to purchase 
from the estate of the deceased stockholder, and the executor or administrator of the estate 
of the deceased stockholder shall have the duty to sell, any policy or policies of insurance 
upon the life of such surviving stockholder, for a price not to exceed the cash surrender 
value as the date of the termination of this Agreement.  Upon payment of the price, the 
executor or administrator shall execute such assignments or releases as may reasonably 
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be required to effectuate a complete transfer of the title to said policy or policies to the 
purchaser.  If the insured does not, within 30 days from the sale of such stock, purchase 
the policy on his life, the seller, the executor or administrator may surrender the policy 
for its cash value and the other stockholder agrees to execute such releases as may be 
necessary. 
 
 
Article 11.  Termination of Agreement.  This agreement shall terminate on:

(1)  The written agreement of the stockholders;

(2)  The dissolution, bankruptcy or insolvency of the Corporation; or

(3)  The death of all stockholders simultaneously or within a period of 30 days.

Upon termination of this Agreement, each stockholder may, at his option within 60 days 
of said termination, purchase the policies of insurance on his own life but owned by the 
other stockholder for a price not to exceed the cash surrender value as of the date of the 
termination of this Agreement. 
 
 
Article 12.  Executors, Administrators, Heirs and Assigns.  The executor, administrator, 
or personal representative of a deceased stockholder shall execute and deliver any 
documents or legal instruments necessary or desirable to carry out the provisions of this 
Agreement.  This Agreement shall be binding upon the stockholders, their heirs, legal 
representatives, successors and assigns.  This Agreement shall be governed by the laws 
of the State of _____________________ notwithstanding the fact that one or more of the 
parties hereto is now or may become a resident or citizen of another state.
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The guardian, trustee, or personal representative of any stockholder (including, without 
limitation, the trustee, executor or administrator of any deceased stockholder) shall be 
required to sell shares as provided in this Agreement in the same manner and to the same 
extent as the stockholder is required to sell such shares hereunder.  In furtherance of the 
foregoing, each stockholder shall execute a will, trust or other testamentary document 
directing his or her personal representative to perform this Agreement and to execute 
all documents necessary to effectuate the purpose of this Agreement, but the failure to 
execute such a will, trust or other testamentary document shall not affect the rights of 
any party hereto or the obligations of any estate as provided in this Agreement. 
 
 
Article 13.  Amendments.  This Agreement may be amended or altered in any provision, 
and such change shall become effective when reduced to writing and signed by the 
stockholders who are parties hereto. 
 
 
Article 14.  Insurance Company.  Notwithstanding the provisions of this Agreement, 
any insurance company which has issued a policy of insurance in connection with this 
Agreement is hereby authorized to act in accordance with the terms of such policies as 
if this Agreement did not exist, and the payment or other performance of its contractual 
obligations by any such insurance company in accordance with the terms of any such 
policy shall completely discharge such company from all claims, suits and demands of  
all persons whatsoever. 
 
 
Article 15.  Notices.  All notices, offers, acceptances, requests and other communications 
hereunder shall be in writing and shall be deemed to have been duly given if delivered or 
mailed by certified or registered mail to the stockholder at the following address:

  ________________________________  ________________________________

  ________________________________  ________________________________

  ________________________________  ________________________________

or at such other address as the stockholder shall designate to the other party in writing.
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A copy of this Agreement shall be filed with the Secretary of the Corporation.  During 
the term of this Agreement a legend reading substantially as stated in Article 5 shall 
be endorsed on each certificate for stock hereafter issued by the Corporation to any 
stockholder or any transferee thereof whose stock is subject to the terms of this 
Agreement.

 
Article 16.  Severability.  The invalidity or unenforceability of any particular provision of 
this Agreement shall not affect the other provisions thereof and the Agreement shall be 
construed in all respects as if such invalid or unenforceable provision(s) were omitted. 
 
 
Article 17.  General Construction.  In this Agreement, the use of the masculine gender 
includes the feminine, and the use of the singular or plural includes the other where 
appropriate. 
 
 
Article 18.  Strict Compliance.  Strict compliance shall be required with each and every 
provision of this Agreement, it being understood and agreed that no stockholder shall, 
as set forth in Article 2 hereof, have the right or power to sell or assign any of his shares 
of stock except in strict compliance with the procedures set forth in this Agreement.  
The parties hereto agree that the shares of stock are unique, that failure to perform 
the obligations provided by this Agreement shall result in irreparable damage, and that 
specific performance of these obligations may be obtained by suit in equity. 
 
 
Article 19.  Separation or Divorce.  If a part or all of a Stockholder’s shares are transferred 
or awarded to his spouse under a decree of divorce, dissolution or separate maintenance 
or under a property settlement or separation agreement, then this event shall constitute 
an offer by the stockholder or his transferee to sell all such shares to the other stockholder, 
on the terms and conditions set forth in this Agreement for lifetime transfers of shares.
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IN WITNESS WHEREOF, the parties hereto have executed this Agreement by 

subscribing their names and affixing their seals at______________________________, 

County of________________________________, State of________________________, 

on this__________day of______________, A.D., 20____.

IN PRESENCE OF:

________________________________     ______________________________ 
Witness     Stockholder

________________________________ 
Witness     

________________________________     ______________________________ 
Witness     Stockholder

________________________________ 
Witness     
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Consent of Spouse. 

I acknowledge that I have read the foregoing Cross-Purchase Buy-Sell Agreement  
dated__________________20___  and that I am aware of all its contents.  I know 
that by its provisions my spouse and/or I agree to sell all shares of the Corporation, 
including any community property interest I may have in them, on the occurrence 
of certain events.  I hereby consent to the sale, approve of the provisions of the 
Agreement, and agree that those shares and any interest I have or may have in them 
are subject to the provisions of the Agreement; I will take no action at any time to 
hinder operation of the Agreement on those shares or my interest in them.  I agree 
that if my spouse’s shares, or any portion of such shares, or any interest (including 
any community property interest) I may have in such shares is hereafter transferred or 
delivered to me, whether as separate property or otherwise (as a result of death, divorce, 
dissolution of our marriage or otherwise), all shares that I then receive or own shall be 
subject to the provisions of the Agreement as though I were initially a Stockholder and 
had executed this Buy-Sell Agreement.  Nothing contained in this Consent or the Buy-
Sell Agreement is intended to or will create an interest in the shares registered in the 
name of my spouse other than which I may already have or hereafter otherwise obtain.

Dated:_______________________, 20_____.

IN PRESENCE OF:

_________________________________   ____________________________________ 
Witness     Stockholder

_________________________________ 
Witness     
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Schedule A

Additional Insurance Policies:
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Schedule B

Stock Subject to Cross-Purchase Agreement

 Certificate             Owner   #of Shares

  __________________ ____________________  ____________________   

  __________________ ____________________  ____________________

 
  __________________ ____________________  ____________________

 
  __________________ ____________________  ____________________

 
  __________________ ____________________  ____________________

 
  __________________ ____________________  ____________________

 
  __________________ ____________________  ____________________

 
  __________________ ____________________  ____________________ 
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National Life Group is a dynamic and growing family 
of insurance and financial service companies offering  
a comprehensive range of life insurance, asset 
accumulation and retirement planning products. 
Our flagship, National Life Insurance Company, 
licensed in all 50 states and the District of Columbia, 
has been serving customers with value and integrity 
since 1850.

National Life Home Office: One National Life Drive, Montpelier, Vermont 05604 • Telephone: 800-277-9929 • www.nationallife.com

National Life Group® is a trade name of National Life Insurance Company and its affiliates.


