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What Happens When a Sole Proprietor Dies? 

2 A Sole Proprietor Insured Buy-Sell Plan 

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

It then becomes the responsibility of the sole proprietor's executor or administrator to settle the 
estate, including disposition of the sole proprietorship. 

Since a sole proprietorship has no legal identity apart from its owner, the 
death of a sole proprietor terminates the business. 
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Survivor Income How will an income be continued to surviving 
family members? 

Will there be sufficient funds to pay the sole 
proprietor's personal and business debts? 

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

How can the value of the business interest best be 
preserved for the heirs? 

When a sole proprietor dies, a number of problems may arise: 

Unfortunately, without proper advance planning, the only solution to these problems may be a 
financially-disastrous forced liquidation of the sole proprietorship in order to pay debts and 
estate settlement costs, with the heirs receiving the remainder of the liquidation value, if any. 

Debts 

Estate Settlement Costs 

Business Disposition 

There may, however, be another alternative... 



A Potential Solution Using Life Insurance 
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When a potential purchaser for 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 
ownership at the sole proprietor's death. 

A market for the sale of the sole proprietorship is created. 

The price at which the sole proprietor will sell and the purchaser will buy the business is 
agreed upon in advance. 

The full purchase price is available exactly when needed at the sole proprietor's death. 

The business is sold promptly and for its full market value, avoiding the losses associated 
with a forced liquidation. 

The value of the sole proprietorship may be fixed for federal estate tax purposes. 

Cash is available to settle the estate promptly and efficiently. 

With advance planning, an insured buy-sell plan can accomplish the following: 



How Can a Buy-Sell Plan Be Funded? 
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There are FOUR ways the purchaser of a sole proprietorship can fund a buy-sell plan: 

Cash Method 1. 

The purchaser could accumulate sufficient cash to buy the business at the sole proprietor's 
death.  Unfortunately, it could take many years to save the necessary funds, while the full amount 
may be needed in just a few months or years. 

Installment Method 2. 

The purchase price could be paid in installments after the sole proprietor's death.  For the 
purchaser, this could mean a drain on business income for years.  In addition, payments to the 
surviving family would be dependent on future business performance after the sole proprietor's 
death. 
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