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These key people can include the owners, senior 
directors, sales people, production managers, research
and development staff or other people with specialist
skills or knowledge.

Often a person’s value to the business is reflected 
in their remuneration package. When you are trying 
to identify the key people this can be a good place 
to start, although this may not always be the case.

Whatever the key person does, their loss could have
disastrous consequences for the business. Some of
the problems the business may face are:

• loss of profits

• the need to recruit or train a replacement

• loss of important personal or business contacts

• difficulties in meeting existing loan repayments

• loss of confidence from suppliers and customers

• difficulties in raising new finance for new
developments

• loss of detailed knowledge of the businesses
processes and systems

• having to repay a loan the key person has made
to the business

• loss of goodwill.

Having the right protection in place can help to ease 
all of these problems. Bright Grey’s Business Protection
Menu is designed to provide a cash injection if the key
person dies or suffers a critical illness. It can also 
provide a regular income for the business if the key 
person is temporarily disabled and unable to work.

It can’t stop the unthinkable from happening, but it can
make dealing with the consequences a little easier.

You will find that the success of almost all small 
and medium-sized businesses is dependent on 
a few people who make a significant contribution.
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1 Office for National Statistics, 27 August 2007.
of business enterprises in 2006
were classed as small, having 
between 0-49 employees.1

99.3%



There are no hard and fast rules when assessing the
financial value of a key person. Each key person must
be dealt with on their own merits.

There are several options available to guide you in
assessing a reasonable amount of cover, and these 
are outlined below:

Multiple of profits

As one of the main objectives of key person cover 
is to protect the profitability of the business, looking 
at profit is a sensible first step.

The normal multiples would be as follows, although 
higher multiples may be justified for a rapidly expanding
business:

• 2 x gross profit, or

• 5 x net profit.

However, these would be the upper limits on the 
business as a whole. So where there is more than 
one key person, cover would need to be apportioned
according to each person’s contribution.

Multiple of salary

A multiple of gross salary including benefits in kind 
can give a useful guide to the amount needed to recruit 
a replacement. Between 7 and 10 x gross salary may 
be considered. While this could be a useful guide for
non-shareholding employees, care needs to be taken
with shareholders who may be taking a reduced salary
to build the business or taking dividends for tax reasons.

Proportion of salary roll

This method covers the key person’s contribution to
turnover. In a similar way to the multiple of salary route,
a shareholding key person may show salary that is 
artificially low so care needs to be taken. The formula
used would be:

Loan security

Any outstanding business loans will need to be covered
(apportioned between the relevant key people as 
appropriate). As well as the lender usually requiring 
this cover, many directors may have given personal
guarantees and/or used their own residential home 
as security, so there is the added need to ensure that
dependants are protected.

Directors may well have made loans to the company
themselves either by making a cash injection or leaving
salary, bonus or dividends in the business. These are
known as Director Loan Accounts. On death they
become repayable to the estate of the deceased key
person and therefore need to be included in the sum
assured. On critical illness the repayment of such a
loan would give the director much needed personal
financial security.

In a partnership there may be similar loan accounts
owed to individual partners and these need to be
covered in the same way.
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calculating the cover

Special circumstances

Business start up

When a company starts up it requires working capital.
This can be at risk until profit flows have stabilised.
So it is sensible to cover the key person’s proportion 
of this risk.

Management buyout

A management buyout will often be financed by 
a bank or venture capitalist. This could be through
a loan or equity finance. Either way the providers
of the finance will want to protect their investment 
by covering the proportion each key person is liable
for. As with any loan there is also the question of
any personal security that has been offered and 
the need to protect dependants.

These guidelines should help advisers work out the
appropriate level of cover. But all businesses are 
different and their needs will be particular to their 
own circumstances.
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Key person’s salary x turnover x years 
to recruit and train a replacement

Total salaries



HOW TO SET UP THE COVER 5

Each type of business needs a different solution.

Limited companies
There are two solutions that can be considered for key
person and loan protection for companies.

Life of another

The company takes out a ‘life of another’ plan on the 
key person. The Bright Grey Business Protection Menu
allows you to combine Life Cover, Critical Illness Cover
and Life or Critical Illness Cover into one plan that suits
each company’s particular needs. Then, if the key 
person suffers a critical illness or dies, the benefits 
would be paid directly to the company. These funds 
can be used to meet the company’s financial needs
while it reorganises or recruits a replacement. In the 
case of a critical illness claim it is possible the key 
person will return to work, so the funds could be used 
to pay for a temporary replacement or replace lost 
profits (see chart below).

Key Person Income Cover for Sickness could also be
taken out. This provides a regular payment if the key
person is absent through illness or an accident for any
length of time. The income can be used to compensate
for loss of revenue, to fund loan repayments, to pay 
a temporary replacement or to fund sick pay for the key
person. Key Person Income Cover for Sickness differs
from Personal Income Cover for Sickness in that the
cover limits are higher.

Key Person Income Cover for Sickness can cover up 
to 75% of the gross profit that would be lost if the key 
person was no longer there. Income Cover for Sickness
will only cover 50% of the key person’s salary. And as
the cover is to finance the short-term loss of profit
caused by the loss of a key person the maximum 
payment period is five years. It is therefore not suitable
as a long-term salary replacement vehicle.

Own life in trust

If the key person is a shareholding director they can take
out a plan on their own life, written under a Bright Grey
Business Trust for all of the other shareholders. Should
the key person die or suffer a critical illness the other
shareholders will receive the benefits provided by the
plan, through the trustees.

The shareholders can then lend the benefits to the 
company to offset the potential loss of revenue while
they reorganise or recruit a replacement. This is done 
by creating or increasing directors’ loan accounts.

The key advantage of this method is the extra flexibility
it offers as the other directors can choose when the
money is loaned and how much of it they use. Because
the money has only been loaned to the company, once
the business is back on its feet again it can be withdrawn
at any time without any tax liability.

The downside of this is the cost because the premiums
have to be met from post-tax income. Or if the company
pays, the premiums would be treated as income in the
hands of the shareholders. There is more detail about
the tax treatment within the taxation section on page 22.

Each shareholder could also take out Income Cover for
Sickness to protect their income if they are unable to
work because of illness or an accident. The Bright Grey
Business Trust makes sure that this cover is always
payable for their benefit rather than the other shareholders
(see chart below).

Key Person Income Cover for Sickness should not be
taken out using this method as the benefits would be
payable to the ill shareholder instead of the company.
If Key Person Income Cover for Sickness is needed,
this should always be applied for as a life of another plan.

how to set up the cover

A

B C

£100,000 Life or Critical Illness Cover
and £25,000 Income Cover for Sickness

If A dies or becomes ill the plan benefits are paid
directly to the company

Business Trust

If A is unable to work
because of an accident or
illness, £25,000 each year
paid to A

If A dies or suffers 
critical illness, £100,000
paid to B and C

Loan repaid
tax-free

ABC Limited

ABC Limited

A B C
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Partnerships
Partnerships in England, Wales and Northern Ireland do
not have a separate legal entity. This means they cannot
enter into a contract in the same way a limited company
can, so a different approach is needed.

There are two different key person needs affecting 
partnerships.

A partner

Each partner takes out a plan on their own life which is
written under the Bright Grey Business Trust for their co-
partners. If one of the partners suffers a critical illness
or dies, the plan benefits are paid, through the trustees,
to the remaining partners. They can then be invested in
the firm once the future of the deceased or ill partner’s
share has been decided (see chart below).

Each partner could also take out Income Cover for
Sickness to protect their income if they are unable to
work because of illness or an accident. The Bright Grey
Business Trust makes sure that this cover is always
payable for their benefit rather than to the other partners.

An employee

If the key person is not a partner, but is employed by the
partnership, then one or more of the partners needs to
take out a life of another plan on the key person written
under trust for all of the partners. If the key person
suffers a critical illness or dies, the partners will receive
the benefits provided by the plan, through the trustees.

Alternatively if there are only two or three partners, each
partner could take out a life of another plan on the life of
the key person. The amount of cover for each would be
their proportion of the overall loss the partnership would
suffer following the loss of the key person.

These funds can then be used to meet the firm’s 
financial responsibilities while it reorganises or recruits 
a replacement. In the case of a critical illness claim it is
possible the key person will return to work, so the funds
could be used to pay for a temporary replacement, or
replace lost profits (see chart below).

Key Person Income Cover for Sickness could also be
taken out in the same way to provide a regular payment
if the key person is absent through illness or an 
accident for any length of time. This income can be used
to compensate for loss of revenue, to pay a temporary
replacement or to fund sick pay for the key person.

In Scotland a partnership is a separate legal entity 
and can take out the plan itself.
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A

B C

£200,000 Life or Critical Illness Cover
and £15,000 Income Cover for Sickness

If A is unable to work
because of an accident
or illness, £15,000 each
year paid to A

If A dies or suffers 
critical illness, £200,000 
paid to B and C

ABC Partners

A

B C

£100,000 Life or Critical Illness Cover 
on life of key person

Business Trust

If key person dies or
suffers critical illness,
£100,000 paid to A,
B and C

ABC Partners

A
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Sole traders
There are two key person situations a sole trader may
need to protect against:

The sole trader

The solution for a sole trader is to take out a plan on 
their own life with both Critical Illness Cover and Life
Cover. The plan is written under a Bright Grey Split Trust
with their family as the beneficiaries. If the sole trader
suffers a critical illness the plan will pay them the
benefits if they survive the illness by 30 days. The sole
trader can then meet the financial responsibilities of the
business, change their lifestyle if necessary and
safeguard the future of their family.

In the event of the sole trader’s death the plan will pay
the benefits to their family allowing them to meet the
financial responsibilities of the business and safeguard
their future financial wellbeing. If the family decide to
continue the business after the sole trader’s death,
the benefits from the plan can help considerably.

Income Cover for Sickness could also be taken out to
provide a regular payment if the sole trader was unable
to work through illness for any length of time. This income
could be used to compensate for lost profit or to pay 
a temporary replacement (see chart below).

An employee

In addition to being a key person, the sole trader may
employ someone who is also key to the success of the
business. The loss of this person could have the same
impact on a sole trader as it could on any other business.

The solution for the sole trader is to take out a ‘life of
another’ plan on the key person. In the event of the key
person suffering a critical illness, dying or being unable
to work due to long-term illness the sole trader will
receive the benefits of the plan. These funds can then 
be used to meet the sole trader’s financial responsibilities
while they reorganise or recruit a replacement. In the
case of a critical illness claim it is possible the key 
person will return to work, so the funds could be used 
to pay a temporary replacement or replace lost profits.

Key Person Income Cover for Sickness could also be
taken out to provide a regular payment if the key person
is absent through illness for any length of time. This
income can be used to compensate for loss of revenue,
to pay a temporary replacement or to fund sick pay for
the key person.

A’s Family

A

£100,000 Life or Critical Illness Cover and
£30,000 Income Cover for Sickness

If A suffers a critical
illness and survives
30 days, £100,000
paid to A  

Or if A is unable to
work because of
sickness or an 
accident, £30,000
each year paid to A

If A dies, £100,000
paid to A’s family
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A

£100,000 Life or Critical Illness Cover
and £30,000 Key Person Income Cover

for Sickness on life of key person 

If key person dies or 
suffers a critical illness,
£100,000 paid to A 

Or if key person is 
unable to work because 
of sickness or an 
accident, £30,000 
each year paid to A

Split Trust 



8 OTHER CONSIDERATIONS

Limited Liability Partnerships (LLP)
A Partnership created under the Limited Liability
Partnership Act 2000 is effectively halfway between 
a limited company and a partnership, while the taxation
of the individual partners is similar to a traditional
partnership. Their individual liability is limited to the
amount they have subscribed to the partnership.

In a similar way to a limited company, a limited liability
partnership has its own legal persona and can contract
in its own name. Therefore it can take out policies for Life
Cover, Critical Illness Cover, Life or Critical Illness Cover
and Key Person Income Cover for Sickness on the life 
of the key person or partner in the same way a limited
company can.

This business format is becoming increasingly common,
especially among professional practices such as
accountants and solicitors.

Board/partner’s resolution

Before taking out the cover the business should record
its intentions in the minutes of a board or partners 
meeting. Suggested wording is shown below but this
should be amended to suit each client’s requirements.

Company resolution
‘RESOLVED THAT the company shall effect a protection
plan on the life of <name of key person> for the amount
of <amount of cover> payable on death <or diagnosis 
of a critical illness>.

The plan is being taken out solely for the purpose of
protecting the company against the financial loss to the
company likely to arise in the event of <his/her> death
<or being diagnosed with a critical illness> while in 
the service of the company and is not intended for 
the benefit of <key person name> or <his/her> family.’

Partner’s resolution
‘RESOLVED THAT <name of key person> shall effect 
a protection plan on <his/her> life for the amount of
<amount of cover> payable on death <or diagnosis of
a critical illness>. The plan shall immediately be placed
under trust for the benefit of the present partners in the
firm of <name of partnership> other than <name of
key person>.

The plan is being taken out solely for the purpose of
protecting the firm against the financial loss to the firm
likely to arise in the event of <his/her> death <or being
diagnosed with a critical illness> while in the service of
the firm and is not intended for the benefit of <name 
of key person> or <his/her> family.’

Confirmation of tax position

General guidance on the tax position of key person 
protection plans is given later in this guide. But the actual
treatment is dependent on the specific circumstances of
each business.Your client should therefore attempt to get
written confirmation from their local Inspector of Taxes
as to how any plan they take out will be treated for tax
purposes. A draft letter to HM Revenue and Customs 
is included within the taxation section on page 29.

other considerations

key person and loan protection 3

calculating the cover 4

how to set up the cover 5

other considerations 81



<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /CMYK
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments true
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile (None)
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile (None)
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /Description <<
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /DAN <>
    /DEU <>
    /ESP <>
    /FRA <>
    /ITA <>
    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /PTB <>
    /SUO <>
    /SVE <>
    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /ConvertToCMYK
      /DestinationProfileName ()
      /DestinationProfileSelector /DocumentCMYK
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /DocumentCMYK
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice




