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The death or diagnosis of a critical illness of a Director or Partner can put huge 
strain on a business and not just in a financial sense. It is not uncommon and recent 
statistical evidence suggests that in a business with four Directors/Partners aged 
40, there is a 24% chance of one of them dying before reaching age 65 and a 74% 
chance of one of them suffering from a critical illness. 

The financial strain might take the form of loss of profits leading to cash flow prob-
lems and potential issues with lenders or simply additional costs in terms of recruit-
ing a suitable replacement to the business. However, one key issue that many busi-
nesses miss is how the death will be dealt with in terms of the ownership of the 
share of the business belonging to the deceased.

The physical and emotional strain can also be huge. Not only do the remaining 
directors/partners have to cope with the loss of a close colleague with whom they 
have worked for many years, but they have to almost immediately pick up all of 
their work, some of which may be very unfamiliar to them e.g. financial accounting, 
to ensure the business continues to operate as if nothing has changed. 

The death or incapacity of a Shareholder/Partner affects two groups. The family of 
the individual and the ongoing shareholders/partners.

What issues do the family of the deceased face?

• Uncertainty over their financial position
• Do they want to be involved in the business?
• If not, how do they extract the value of their share from the surviving   
 Directors/Partners

What about the ongoing Shareholders/Partners?

• How do they get someone in place quickly who can over the duties of their  
 former colleague
• Do they want the family of the deceased involved in the business as share 
 holders/partners 
• If not, how do they raise what might be a considerable sum quickly in order  
 to buy them out

Planning in advance can address the concerns of both sides. Putting life assurance 
and/or critical illness cover in place means that in the event of the loss of one of the 
Directors/Partners, money is made available quickly to those remaining. They can 
use this to hire replacement staff or outsource work to third parties, such as 
accountants, and importantly, they will also have funds to ensure the family of the 
deceased can receive money for their share of the business. 
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What do I need to consider?

• In a Partnership, do you have a formal Partnership Agreement in place? If not,  
 a Partnership must be automatically dissolved on death of one of the part 
 ners – what would this mean for you? If you do have a Partnership Agree 
 ment in place, is it up to date and effective for Inheritance Tax Purposes?

• In a Limited Company, what do your Articles of Association say will happen  
 to your shares in the event of your death? Often, they confer rights to the  
 automatic transfer of the shares to other individuals which can be ineffective  
 for Inheritance Tax Purposes and lead to large unexpected bills. If not cov 
 ered in the Articles, have you created a Shareholder Agreement?

• What is the value of your business and your share of it and how would its  
 buyout be financed in the event of your death or critical illness? Could the  
 remaining Directors/Partners afford to buy out your share? Would a bank  
 support them at such a difficult time?

• Would you want to work with or be answerable to the family of your   
 deceased Co-Director/Partner in the event of their death? If not, buyout is  
 the logical answer and is something which also gives them financial certainty  
 and security.

Dealing with the transfer of ownership can be a simple process if planning has been 
undertaken and can significantly relieve the pressure on remaining Directors/Part-
ners.

Step one is to put in place a suitable agreement at to what should happen to the 
share of the business in the event of a death or critical illness of one of the Direc-
tors/Partners. Such an agreement needs to be worded correctly to ensure it doesn’t 
lead to any unintended tax consequences but will normally take the form of a 
simple exchange of options where the survivors in the business have the right to 
insist the family of the deceased sell their share in the business and the family of 
the deceased have the right to insist that the survivors in the business buy it. 

Step two is to then ensure sufficient funds are available to enable the transaction to 
take place by putting in place an appropriate Life Assurance and/or Critical Illness 
policy on the life of each of the Directors/Partners which would pay out to the 
surviving Directors/Partners allowing them to purchase the share of the business 
from the family of the deceased. Such cover is simple to arrange subject to the 
health of the individuals involved. 

If you would like to discuss how we can help you to put in place succession plans in 
the event of the loss of a Director or Partner, please please get in touch with us on 
0161 834 2222, email us at enquiries@hammondraggett.co.uk or contact your usual 
adviser.


