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BUSINESS IQ
By Bryan Nester,
Nester Insurance, Inc.
Most business owners
spend their time
focused on growth, rev-
enue, and operations.

However, one of the most important
aspects of long-term planning is often over-
looked… What happens to the business
when an owner exits unexpectedly?

Buy-sell life insurance is a key tool that
ensures stability, continuity, and financial
protection when that moment comes.

What Is a Buy-Sell Agreement?
A buy-sell agreement is a legally bind-

ing contract that outlines what happens to
an owner’s share of a business if they die,
become disabled, retire, or otherwise leave
the company.

Typically, the agreement allows the
remaining owners, or the business itself, to
purchase the departing owner’s interest at
a predetermined value or formula.

Why Life Insurance 
Is Used to Fund It

Life insurance is the most common and
effective way to fund a buy-sell agreement
because it provides immediate liquidity
when it’s needed most.

Key advantages include:
• Immediate cash at death. 
• Predictable and guaranteed funding. 
• Generally income tax-free proceeds. 
• No need to liquidate assets or take on debt. 

Without proper funding, even a well-
wri!en agreement can fall apart.

What Happens Without a Plan?
Failing to understand or implement a

buy-sell strategy can create serious problems:
1. Financial Pressure: Surviving own-

ers may need to scramble for cash and hav-
ing to use reserves, borrowing money,
and/or selling assets to purchase the busi-
ness interest of that owner that passed
away or became disabled. 

(Continued on page 46)

WHY UNDERSTANDING 
BUY-SELL LIFE INSURANCE

IS CRITICAL FOR 
BUSINESS OWNERS
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2. Unintended Ownership Transfer:
Ownership could pass to a spouse or heirs
who may not be involved in the business
or aligned with its goals.

3. Conflict Between Family and
Business: The family of the deceased own-
er typically wants full value for their share,
while the business needs to protect cash
flow and stability.

4. Operational Disruption: Uncertainty in
ownership can impact employees, customers,
and overall confidence in the company.

Key Design Considerations
A buy-sell plan is not one-size-fits-all.

Proper structure is critical and should include:
• Type of agreement 
– Cross-purchase (owners buy each other’s

shares) 

– Entity purchase (the business buys the shares) 

• Business valuation method 
– Fixed price, formula-based, or periodic appraisal 

• Policy structure 
– Who owns the policy 

– Who pays the premiums 

– Who receives the benefit 

• Regular reviews 
– Ensuring coverage keeps up with business value 

Each of these decisions carries legal, tax,
and financial implications.

Why It Matters
When properly structured, buy-sell life

insurance creates clarity and protection for
everyone involved:
• The business continues without disruption 
• Surviving owners maintain control 
• The family receives fair compensation 
• Risk of disputes is significantly reduced 

Final Thoughts
Buy-sell life insurance is not just a tech-

nical detail, but rather a foundational part
of responsible business planning.

Understanding how it works ensures
that when the unexpected happens, the
business is protected, the transition is
smooth, and everyone involved is treated
fairly.

At Nester Insurance,we help business
owners navigate the complexities of buy-
sell planning and life insurance funding,
delivering solutions that create clarity, sta-
bility, and long-term protection.

Visit our website h!ps://nesterinsur-
ance.com/executive-planning/ or call us
directly at 484.390.5312 for more informa-
tion or a consultation.


