Business Solutions
Funding a Buy-Sell Agreement with Life Insurance
Case Study
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Meet Zach and Andy
Zach and Andy are equal part shareholders of Grilling, Inc., a large retail store set up as a
C-Corporation that supplies local chefs with high-end grilling gadgets.
Grilling, Inc., has been in business for a little over a decade, and Zach and Andy are both very
involved in the business’ day-to-day operations. Andy manages the books and buying functions
that keep the desired products on the shelves. Zach manages a staff of 10 (25 around the holidays),
organizes scheduling, and oversees the promotional activities that the business engages in.
Due to the recent added success of the business, Zach and Andy decide it’s time to engage in some
business continuation planning in the event that one of them unexpectedly passes away. Both owners
are married and have built the company from the ground up, and none of their children are interested
in the family trade.
They have discussed the desire to keep the ownership interest of
Grilling, Inc., closely held and decide to engage in a Cross-Purchase
Buy-Sell Agreement.1 They also agree that they want flexibility in their
planning and use the Builder IUL® indexed universal life insurance in the
agreement because it’s designed to accumulate long term cash value.
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Andy, 53

Scenario 1 – Death Trigger
Building the business for years has been a lot of hard work, and Zach
decides it’s time for a vacation. On his way to a golf trip, Zach’s plane
experiences technical difficulties and crashes, leaving no survivors. Thanks
to the Buy-Sell agreement in place, Andy, as named beneficiary, is paid the
death benefit from the policy owned on Zach’s life and is able to buy out
Zach’s share of Grilling, Inc., from Zach’s family. Despite the great loss to
the business Andy is able to keep Grilling, Inc., running, and Zach’s family
isn’t left with shares in a business they don’t want.

Scenario 2 – Disability Trigger
Zach leaves early one morning to head into the store because the roads
are especially icy due to freezing rain. On his way into work, Zach gets
in a car accident that leaves him permanently disabled. Because of his
disability, Zach isn’t able to perform all of his job responsibilities and
needs to step back from his involvement in the business. Any cash
value accumulated from the Builder IUL policy helps Andy to partially
buy out Zach’s shares now, and he can use the policy to continue to
make payments to Zach over time.

Scenario 3 – Retirement Trigger
Grilling, Inc., has now been in business for 25 years, and Andy
considers taking an early retirement as the business has produced
income beyond his initial expectations. He decides to spend more time
with his family and agrees to sell Zach his stake in the business. Zach
uses accumulated cash value from the policy on Andy’s life to fund
a down payment on the purchase, with an agreement to continue to
make payments over time. Andy takes the money for retirement and
sells his interest in the business to Zach.
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Neither North American Company nor its agents give tax advice. Please advise your customers to consult with and rely on a qualified legal or tax advisor before
entering into or paying additional premiums with respect to such arrangements.
IRS CIRCULAR 230 NOTICE
Any tax advice included in this written or electronic communication, including any attachments, was not intended or written to be used, and it cannot be used
by you or any taxpayer for the purpose of avoiding any penalties that may be imposed on you or any other person under the Internal Revenue Code or applicable
state or local tax law provisions. Although any tax advice contained herein was written to support the promotion or marketing of the transaction(s) matter(s)
addressed by the advice, it cannot be used by you or any taxpayer to, promote, market or recommend to another party any transaction or matter addressed herein.
Taxpayers should seek advice based on their particular circumstances from an independent tax advisor.
Index Universal Life products are not an investment in the “market” or in the applicable index and are subject to all policy fees and charges normally associated
with most universal life insurance.
Builder IUL plans are issued on policy form number LS172 by North American Company for Life and Health Insurance, Administrative Office, Sioux Falls, SD 57193.
Products, features, riders, endorsements or issue ages may not be available in all states. Restrictions and limitations may apply.
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