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FINANCE

Smart Steps to Protect Your 
Business – and Yourself
As many of us are working from 

home while trying to keep 
ourselves and our loved ones 

healthy, there is fear and uncertainty 
about the COVID-19 pandemic and what 
the next several months will look like. 

With every new development, we 
are reminded of how fragile life is and 
that our lives can change quickly. While 
we may feel powerless with the current 
situation, there are steps that we can take 
to ensure that we, as well as our loved 
ones, stay safe and healthy. 

Obviously, following the government 
and medical experts’ advice on social 
distancing and personal hygiene is 
essential. This is also a good time to 
consider ways to protect ourselves and 
our loved ones financially in the event 
that an unfortunate, unplanned situation 
were to occur. Insurance is one of the 
tools that we, as business owners, 
can use. We often put it off, though, 
because as entrepreneurs, we are usually 
optimists and do not want to believe that 
bad things might happen to us. 

Now, with social distancing measures 
in place, most of us have a bit more time 
to consider long-term issues such as 
insurance. As Benjamin Franklin said, “If 
you fail to plan, you are planning to fail!” 
With that in mind, this is a breakdown of 
the most common types of insurance that 
a business leader should consider: Key 
Person, Disability and Life Insurance. 

Key Person Insurance: 
 ■ What is it – A type of term-life 

insurance that a company purchases 
on a key executive of the business. The 
company is the beneficiary of the plan 
and pays all premiums. This is a great 
way to ensure that if anything were to 
happen to the owner, or another key 
employee, there would be money that 
could be used to hire a replacement, 
give time to sell the company, or 
provide the owner’s beneficiary with 

compensation. This type of insurance 
is also known as “key man insurance,” 
“key woman insurance” or “business 
life insurance.”

 ■ Who needs it – All business owners 
should purchase Key Person insurance 
through the company for themselves. It 
should also be purchased on any other 
employee that is irreplaceable or would 
severely hurt the company if they were 
to suddenly pass away.

 ■ What are some of the different 
types – This is a term policy and 
should be purchased for the number 
of years until the business owner is 
planning to retire. 

 ■ How much coverage do I need – 
This will vary but should be calculated 
based on the income of the individual 
as well as the impact losing the insured 
person would have on the company. 

Disability Insurance: 
 ■ What is it - A way to protect 

your income for life’s unexpected 
moments. The younger you are, the 
more important it is to have this 
type of insurance. For example, a 
person between the ages of 35-65 
is three-to-five times more likely 
to need disability insurance than 
life insurance.1 

 ■ Who needs it - Anyone who is 
working and would need to replace 
their income if they were not able to 
work should they become disabled. 

 ■ What are some of the different 
types - There are many different 
types of disability insurance but it is 
important for you to know what your 
policy will and will not cover. Two of 
the most common types are:

■ Own Occupation: covers you as 
long as you are unable to work in 
your own occupation or profession

1 https://affordableinsuranceprotection.com/
disability_facts

■ Any Occupation: covers you if  
you are unable to return to the 
workforce in any occupation 
that fits your education, training 
or experience. 

 ■ How much coverage do I need 
- Most income earners have fixed 
expenses that consume 65% to 75% of 
their normal cash flow. This means that 
you should secure disability income 
insurance in the amount of at least 65% 
to 75% of your normal earned income.2

 ■ Company provided versus 
individually purchased. If the 
company pays for the disability 
insurance, the company can deduct 
the cost of the premium, but if the 
employee collects on the policy, the 
disability payments are taxable. If the 
employee purchases a policy directly 
through after-tax payroll deduction, the 
disability payments are not taxable.

Life Insurance:  
65% of parents 55 or older still support 
their children or grandchildren financially. 
Life insurance can continue this support if 
anything were to happen to you. 

 ■ What is it – A contract with an 
insurance company that states in an 

2 https://affordableinsuranceprotection.com/
disability_facts
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exchange for a premium, upon your  
death, your beneficiaries will be 
paid a lump sum death benefit.

 ■ Who needs it – You should 
consider getting life insurance and/
or reviewing your existing life 
insurance policies when:

■ Getting married or divorced
■ Having a baby
■ Changing jobs
■ Retiring
■ Experiencing the loss of 

a partner
 ■ What are some of the 

different types – 
■ Term: Is best for providing 

financial protection for a specific 
period of time, such as 20 or 30 
years (until your children are 
through college or the mortgage 
is paid off). The premium 
amounts are paid throughout the 
whole term and are fixed.

■ Whole Life: Tends to be more 
expensive and provides coverage 
for your life.

■ Variable or Universal Life: A 
hybrid that has some of the 
features of both whole life 
and term.

 ■ How much coverage do I need 
– The amount should be based on 
how much coverage your family 
would need without your income.
With all insurance, the earlier you 

get it, the more cost-effective it will 
be. Comparing different companies 
before purchasing any insurance is 
always a good idea. One company 
might have the best life insurance 
options for you, but another company 
might have better disability insurance 
options for your needs. Even if you 
have insurance, reviewing your 
policies annually will ensure that the 
coverage still satisfies your needs.

Determining the right insurance for 
the owner and/or key individuals in a 
business often requires professional 
advice. Typically, your accountant, 
financial advisor, and/or insurance agent 
will need to work together. The benefits 
for the key employee and the business 
can be substantial, but it is important 
that the correct policies and payment 

options are selected based on the needs 
and structure of the business. 
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