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As part of any business continuity plan, the death, critical illness or permanent disability 
of a key shareholder needs careful consideration. To deal with this eventuality, many 
businesses put a shareholder agreement in place.

What are the issues?
A shareholder agreement, amongst other things, sets out the contractual obligations of shareholders in the event of 
death, critical illness or permanent disability of a shareholding business partner, including such details as:

Where a triggering event occurs, the contractual obligations to buy or sell may create substantial liabilities for the surviving 
shareholders. Therefore, to be an effective tool, the shareholder agreement must include a provision for funding the 
purchase of a deceased/disabled owner’s interest in a timely manner.

Insurance is often the most cost-effective way to fund these buy/sell obligations. Life and disability insurance are preferred 
because they make the necessary proceeds available at the exact time the funds are required most.
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ABC company

• Owns policy on each shareholder
• Pays the premiums
• Is the beneficiary of the policy

• Receives tax-free life insurance proceeds
• Buys the deceased shareholder’s shares
 at a price determined by the shareholder
 agreement provisions

The deceased’s estate

• Shareholder A’s shares are now cancelled
• Shareholder A’s beneficiaries receive the
 agreed upon value for A’s shares

Buy/sell agreement
whereby the deceased
shareholder’s estate is
obligated to sell and the
corporation is obligated
to buy the deceased
shareholder’s shares.

Most tax-efficient but
often most complex
arrangement.

Shareholders B and C
now own 100% of ABC
Company.
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How can mercer help?
Our team provides specialist advice and insurance solutions to protect your business’s critical human assets, its 
people. To learn more, please contact your Mercer protection planning consultant on 1890 375 375 or email us at 
myprotection@mercer.com.

The information contained herein is based on sources believed reliable but no 
representations or warranties, expressed or implied, are made concerning the accuracy 

of information contained herein or the financial condition, solvency, or application of 
policy wordings of insurers or reinsurers. The information is not intended to be taken 

as advice with respect to any individual situation and cannot be relied upon as such. 
Statements concerning legal matters should be understood to be general observations 

based solely on our experience as insurance brokers and risk consultants and should 
not be relied upon as legal advice, which we are not qualified or retained to provide.

Business shareholder protection insurance
Business shareholder protection seeks to mitigate the transition costs associated with the death, critical illness or 
disability of a shareholding business partner. Shareholder protection policies can be personal or corporate owned.

The optimum arrangement will depend on many factors, such as your specific business continuity needs and the legal 
structure of the business. Please consult your legal and tax advisers about the method that is most appropriate for your 
organisation.

The following illustrates how a corporate owned shareholder protection arrangement might work:


