LIFE INSURANCE-BASED STRATEGIES TO
HELP ATTRACT TALENT AND PROTECT YOUR BUSINESS

Key Person Coverage
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Insuring key
people may he
one of your
most important
business
decisions.

KEY PERSON COVERAGE

Taking Care of Business

As a business owner, you probably didn’t think twice about the need to insure the
building, inventory, and equipment of your business. But have you overlooked something?
How about protecting the business against the loss of its most valuable assets—its key
people? Consider:

» What could happen to your business if something prevented you from returning to work,
or you lost one of your key employees?

» Would your business continue to run smoothly or would projects be stalled, customers
lost, and productivity reduced?

» Would creditors become nervous about continuing to extend credit?

» How would the loss affect the bottom line of your business?

TAKING CARE OF YOUR BUSINESS

It's the skill, knowledge, ability, judgment, leadership, and experience of key people

that makes it possible for a business to produce profits. The loss of the talents of key
employees, owners or otherwise, can financially cripple a company. Whether your business
is a sole proprietorship, a partnership, a limited liability company, or a closely held
corporation, insuring the people who are vital to its success may prove to be one of your
most important business decisions.




Why should a business establish
a key person strategy?

The primary purpose of insuring a key person is to help the business get through
potentially difficult times should that individual die. Depending on who the key person
is, the business may need funds to hire and train replacements, pay expenses while
the business stabilizes, and/or maintain the confidence of employees, customers,

and creditors.

HELP A BUSINESS ACCESS CREDIT

When a banker is dealing with a business that has a key person whose loss would
disrupt the business, the banker will often make key person life insurance—with
benefits equal to the credit line assigned to the bank—part of the approval process.
This is especially true where the business is a sole proprietorship or a closely held
business.

HELP RETAIN KEY EMPLOYEES

Key person coverage on the owner can help fund the cost of a stay bonus plan to
retain key employees in a closely held business where the loss of an owner can have a
devastating impact on the operation of the business, especially if other key employees
are enticed to leave the business.

PROBABILITY

THE LOSS OF THE TALENTS OF KEY EMPLOYEES, OWNER OR OF ONE DEATH
OTHERWISE, CAN FINANCIALLY CRIPPLE A COMPANY. AGES BEFORE 65

This may be even more alarming when you consider the statistics in relation 30/30 29.2%
to death before age 65.* The probability of the death of at least one of two 40/40 27.3%

people before age 65 is surprisingly high.

* Source: Information is based on Table 2000CM, which is the table used
by the Internal Revenue Service to calculate life expectancy.

50/50 22.8%
30/35 28.8%
40/45 26.4%




KEY PERSON COVERAGE

A KEY PERSON CAN BE ANYONE—AN OWNER OR A NON-OWNER

What distinguishes someone as a key person is that his or her loss would severely
impact a business until a replacement is found. Key people can be found in a variety
of positions and with various titles. They could be:

» business management executives such as presidents and vice presidents
» research and development executives
» production executives

» key sales representatives

The bottom line is that any person considered vital to the success of the business
and essential to its profitable operation is a key person.

COMMON USES FOR KEY PERSON INSURANCE COVERAGE

» Securing loans for business growth

» Strengthening the business’ credit position

» Providing funds for recruiting and training a replacement key employee
» Paying expenses while the business stabilizes

» Purchasing the business interest from the estate of the deceased owner
» Continuing salary for a surviving spouse

» Funding an executive compensation arrangement



Your financial
professional
can provide you
with guidelines
to help you.

While cash or loans can be used to pay the costs of replacing a key person, life insurance
may be a more cost-effective alternative.

» Using cash takes money out of the day-to-day operation of the business.

» Loans come with the disadvantage that the business will have to repay the loan,
plus interest.

» The company’s credit may be adversely affected due to greater debt.

Life insurance, on the other hand, is easy to administer, and funds are immediately
available, even if death occurs shortly after the policy is issued. When funding a key person
arrangement with life insurance, the business applies for the policy and usually names
itself as owner and beneficiary.

IMPORTANT TO NOTE: Before policy issue, the business must provide the key person
specific written notice of its intent to acquire coverage and receive his or her consent.

It's suggested that the business retain this notice and consent to substantiate the annual
tax filing on Form 8925. A sample notice and consent form may be available from your
financial professional.

HOW MUCH LIFE INSURANCE SHOULD THE BUSINESS PURCHASE?

The amount of life insurance coverage should reflect the estimated monetary loss the
business would suffer from the death of the key person. Varied approaches exist to
estimate the monetary loss to the business. Your financial professional can provide you

with guidelines to help you with this decision. Determining the correct amount of key
person coverage is important to the future financial health of the business. Purchasing
too little coverage leaves the business exposed to sudden and unexpected financial
risks. Purchasing too much coverage creates unnecessary expense for the business.




THE PROTECTION COMPANY
FOR OVER 140 YEARS

Prudential Financial is one of the world’s largest financial
institutions and has been meeting customers’ financial
challenges for over 140 years.



Prudential Financial and its financial professionals do not give legal or tax advice. Please consult your own advisors.

Life insurance is issued by The Prudential Insurance Company of America and its affiliates. All are Prudential
Financial companies located in Newark, NJ, and each is solely responsible for its own financial condition and
contractual obligations. Life insurance policies contain exclusions, limitations, reductions of benefits, and terms
for keeping them in force. Your financial professional can
provide you with costs and complete details. The availability | Investment and Insurance Products:

of other products and services varies by carrier and state. Not Insured by FDIC, NCUSIF, or Any Federal Government
Agency. May Lose Value. Not a Deposit of or Guaranteed by Any

Bank, Credit Union, Bank Affiliate, or Credit Union Affiliate.

Prudential, Prudential Financial, and the Rock symbol are service marks of
Prudential Financial, Inc. and its related entities.
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