
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. 

Presented by Scott D. Sorrell, CLU, ChFC, CASL, CLTCPresented by Scott D. Sorrell, CLU, ChFC, CASL, CLTC
Page 1 of 2Page 1 of 2



 

A532S 

Financing the Replacement of a Key Employee 
 

Replacing an employee – particularly a key employee – can be expensive.  It is better to prepare ahead 
of time for this potential cost. 
There are a number of methods commonly used to finance the hiring and training of a new key employee. 
1. Pay in cash: However, most businesses do not keep large amounts of cash sitting idle; the money is 

typically working in the business.  The need to raise cash quickly may result in “distress sales” of 
valuable assets, at a price below normal market value.  
 

2. Establish a sinking fund: However, dollars kept in a savings account represent lost business 
opportunities.  For example, if each $1.00 put into a marketing campaign returns $10.00 in sales and 
the company has a 15% profit margin, the return on each $1.00 invested in marketing is $1.50.  On 
an annual basis, this would be a 50% return.  If the same dollar (along with the profits) were 
reinvested two or three times a year, with a similar increase, the ultimate return would be many times 
that earned in a bank account. 
 
Therefore, a sinking fund may be very costly when one considers the loss of business opportunities. 
 

3. Borrow the funds: This option assumes that the loss of a key employee does not seriously damage 
the firm’s credit worthiness.  Each dollar borrowed must be repaid, with interest.  If the loan were 
amortized over a 10-year period, at 8% interest, for each $1,000 borrowed the company would repay 
a total of $1,440. 
 
Here, too, the business owner must take into account the “opportunity cost” of missed growth and 
profits, had the money used to repay the loan been reinvested in the company instead. 
 

4. Life insurance policies: Many business owners choose life insurance to protect against the loss of a 
key employee.  The premiums are small compared to the lump sum which would have to be quickly 
raised, either out of earnings or by borrowing, when a death does occur.1 

If permanent-type policies are used there will also be a cash value build up, which can be available for the 
business in time of need, regardless of the firm’s credit worthiness. 

 

1 Under the provisions of IRC Sec. 101(j), death proceeds from a life insurance policy owned by an employer on the life of an 
employee are generally includable in income, unless certain requirements are met.  The law was effective for contracts issued after 
August 17, 2006, except for contracts acquired under an IRC Sec. 1035 Exchange.  State or local law may vary.  Professional 
legal and tax guidance are strongly recommended. 
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