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What Happens When a Sole Proprietor Dies?

All business assets and liabilities become part of the sole
proprietor's personal estate.

It then becomesthe responsibilityof the soleproprietor's executoror administratorto settle the
estate,includingdispositionof the soleproprietorship
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Whenasolwietor dies,anumberof problemsmayarise

How will an income be continued to surviving

Survivor Income :
familymembers?

Will there be sufficient funds to pay the sole

Debts : :
proprietor's personalandbusinesslebts?

Will the executor or administrator have sufficient
cash to pay estate taxes and the other estate
administrativecostsrequiredto settle the estate?

Estate Settlement Costs

How canthe valueof the businesanterest best be

Business Disposition preservedfor the heirs?

Unfortunately, without proper advanceplanning,the only solutionto these problemsmay be a
financiallydisastrousforced liquidation of the sole proprietorship in order to pay debts and
estatesettlementcosts,with the heirsreceivingthe remainderof the liquidationvalue,if any.

There may, however, be another alternative..
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A Potential Solution Using Life Insurance
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When a petential purchaserfor the sole proprietorship exists-- a key employee,a relative, or
even a competitor -- an insured buy-sell plan can provide for an orderly transfer of business
ownershipat the soleproprietor's death.

With advance planning, an insured bsgll plan can accomplish the following:

A marketfor the saleof the soleproprietorshipis created

The price at which the sole proprietor will sell and the purchaserwill buy the businesss
agreeduponin advance

Thefull purchasepriceis availableexactlywhenneededat the soleproprietor'sdeath.

Thebusinesss sold promptly and for its full market value, avoidingthe lossesassociated
with aforcedliguidation

Thevalueof the soleproprietorshipmaybe fixedfor federalestatetax purposes

Cashsavailableto settle the estatepromptly andefficiently:.

A Sole Proprietor Insured Bi8ell Plan 4



How Can a Bu$ell Plan Be Funded?
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Thereare FOURvaysthe purchaserof a soleproprietorshipcanfund a buy-sellplan:

1. Cash Method

The purchasercould accumulatesufficient cashto buy the businessat the sole proprietor's
death. Unfortunately,it couldtake manyyearsto savethe necessaryunds,while the full amount
maybe neededin just afew monthsor years

2. InstallmentMethod

The purchaseprice could be paid in installmentsafter the sole proprietor's death. For the
purchaserthis could meana drain on businessncomefor years In addition, paymentsto the
survivingfamily would be dependenton future businesgperformanceatfter the sole proprietor's
death.

continued on next slide
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