
An Educational Guide for Business Owners

Funding Your  
Buy-Sell 
Agreement
Ensuring financial obligations  
are met with life insurance 



You’ve spent  
years …
creating a significant financial interest in 
your business and a buy-sell agreement is an 
important fundamental step to help protect its 
financial future.

While you may recognize the need for an 
agreement, it is equally important to determine 
how to effectively fund the agreement to ensure 
that your legal obligations can be fulfilled when a 
triggering event in your agreement occurs.

This guide has been designed to help you learn about some of the funding 
methods you can consider for your buy-sell agreement — including how 
your agreement can be funded through the use of whole life insurance and 
disability insurance.

How a Buy-Sell Agreement works — and why it needs to be funded 

A buy-sell agreement generally requires the company or surviving owner to 
purchase the deceased owner’s interest in the business at a specified price, 
and requires the deceased owner’s estate to sell that interest. The contract 
protects both the company and the family of the deceased owner. The 
surviving owner maintains continuity of management and ownership. The 
decedent’s estate converts a non-liquid asset (the business) into cash to fulfill 
the financial needs of the surviving family. Most buy-sell agreements will 
ordinarily contain other triggering factors, such as the disability of an owner, 
retirement, criminal conviction, and more.



Buy-Sell Agreement  
Funding Options 
Some common ways of funding buy-sell agreements include:

• Business cash flow

• Cash reserves

• Borrowing (including the installment sale approach)

• Life insurance and disability buy-out insurance1,2 

Business cash flow  

In most situations, it is unrealistic to expect that a business will have sufficient 
cash flow to pay the purchase price stipulated in the buy-sell agreement, and 
still have enough to support new salaries, recruiting and training expenses. 
And that assumes there is no reduction in business revenues and profits after 
an owner dies or departs from the business. 

Cash reserves

Most businesses use their cash reserves to fund the growth-related activities 
of the business, not to pay off debt that has no positive impact on future 
revenue and profits.

Borrowing 

Borrowing may be even tougher to obtain in the wake of the death, disability or 
departure of an owner. Interest expense may also be excessive and drain the 
cash flow of the business.

Installment sale

An installment sale approach is another funding method, but that, too, leads to 
insufficient and expensive funding because business cash flow is typically the 
source of the funds used. 

Installment sales carry additional risk due to the time required to pay off 
the debt. Time increases the risk of default on payments, insolvency of the 
business in the future, and the possibility that the deceased or departing 
owner or his/her family will need to take back the business — which is contrary 
to the reason the buy-sell agreement was implemented in the first place.

Life insurance and disability insurance

Insurance, on the other hand, provides the funds needed at the appropriate 
time — at death or upon disability. 

In addition, by using permanent life insurance, the business is also building 
a balance sheet asset (i.e., the policy cash values) that can be used to fund 
a buy-sell agreement on account of a voluntary departure of an owner, 
supplemented by some of the other funding methods discussed above.

Questions for  
you to consider
If one of the owners of  
your business should die or 
become disabled:

• Would this have an adverse 
impact on sales? How is that 
going to be made up?

• Would the survivor(s) have 
to hire someone to take over 
some of the responsibilities  
of the deceased owner? Where 
is the cash flow coming from 
for this? 

• What happens to your existing 
company debt?

• What happens when your 
company or the surviving 
owner becomes insolvent?

If your business uses an 
installment obligation to  
fund the buy-sell agreement:

• Could any of the surviving 
owners generate enough 
profit to pay the installment 
obligation and still earn a good 
income for their own needs?

• Would the installment 
obligation affect the ability of 
the company to pay salaries, 
borrow money, expand or fulfill 
other business needs?
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*  The life insurance values used here are based on a hypothetical policy not available for sale, using Guardian’s Whole Life 99 policy, 2019 
dividend scale, preferred risk class, and averaging male and female values for issue age 48. This hypothetical illustration is intended to 
show, in general terms, how a typical participating whole life insurance policy might work. The values are based on Guardian's current 
annual dividend, which is not guaranteed and declared annually by Guardian’s Board of Directors. If purchase of a Guardian whole life 
insurance policy is being considered, a full illustration with guaranteed values and other important information must be provided.

Buy-Sell Agreement Funding  
in Action: A Case Study 
The following case study can help you see how 
various funding options may work — and how  
the various funding methods compare from a  
cost perspective.
Roger Thornhill is a 48-year-old advertising executive. He founded the 
Thornhill advertising agency and over the years, brought in a younger 
associate, George Kaplan, as a partner. Roger and George now each own 
50% of the business and are concerned about the continued success of that 
business should something happen to either of them. Their Guardian Financial 
Representative recommends a cross purchase buy-sell arrangement funded 
with life insurance. The business is currently worth about $7M, so each of 
them will buy a $3.5M policy on the other partner. Roger and George like 
the approach, but the premium for the policy on Roger is about $80K. When 
George hears this, he asks about different approaches that might reduce the 
cost. So their Guardian Financial Representative provides an analysis for them 
to help them compare some common alternatives.

In this case study, the alternatives for funding are: 

• Permanent life insurance 

• Using a sinking fund in tandem with loan funding

• All (100%) loan funding

• Installment sale

Life insurance funding approach

First, the Guardian Financial Representative examines the true cost* of the 
life insurance. The premium of the proposed policy is $80K, and based on 
current dividend rates will “offset” (meaning premiums will no longer need 
to be paid) by year 15. So the total premium cost is $1.2M over the 15 years. 
Assuming Roger dies at age 65 (year 18), the policy death benefit will be about 
$4.3M. After buying Roger’s portion of the business from his heirs, George will 
have about $800K left over. So the premium outlay of $1.2M is reduced by the 
$800K George receives, for an actual cost of about $400K.

Whole life provides 
a ready source of 
funds necessary 
to make a buy-sell 
agreement effective. 
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Year
Business 
Interest

Net
After-Tax

Outlay

Sinking  
Fund

Increase

Sinking  
Fund

Taxes

Sinking  
Fund 

Balance

Loan
Amount
Needed

Interest
Paid

Total  
Loan Cost Total Cost

1 $3,500,000 $80,000 $4,000 $1,120 $82,880 $3,417,120 $1,135,325 $4,552,445 $4,632,445

2 $3,500,000 $80,000 $8,144 $2,281 $168,744 $3,331,257 $1,106,797 $4,438,053 $4,598,053

3 $3,500,000 $80,000 $12,437 $3,483 $257,699 $3,242,302 $1,077,242 $4,319,544 $4,559,544

4 $3,500,000 $80,000 $16,885 $4,728 $349,856 $3,150,145 $1,046,623 $4,196,768 $4,516,768

5 $3,500,000 $80,000 $21,493 $6,018 $445,331 $3,054,670 $1,014,902 $4,069,572 $4,469,572

6 $3,500,000 $80,000 $26,267 $7,355 $544,243 $2,955,758 $982,039 $3,937,797 $4,417,797

7 $3,500,000 $80,000 $31,212 $8,740 $646,715 $2,853,285 $947,993 $3,801,278 $4,361,278

8 $3,500,000 $80,000 $36,336 $10,174 $752,877 $2,747,123 $912,721 $3,659,844 $4,299,844

9 $3,500,000 $80,000 $41,644 $11,661 $862,861 $2,637,140 $876,179 $3,513,319 $4,233,319

10 $3,500,000 $80,000 $47,143 $13,200 $976,804 $2,523,197 $838,322 $3,361,519 $4,161,519

11 $3,500,000 $80,000 $52,840 $14,795 $1,094,848 $2,405,152 $799,102 $3,204,254 $4,084,254

12 $3,500,000 $80,000 $58,743 $16,448 $1,217,143 $2,282,858 $758,470 $3,041,328 $4,001,328

13 $3,500,000 $80,000 $64,857 $18,160 $1,343,840 $2,156,160 $716,376 $2,872,536 $3,912,536

14 $3,500,000 $80,000 $71,192 $19,934 $1,475,098 $2,024,902 $672,766 $2,697,668 $3,817,668

15 $3,500,000 $80,000 $77,755 $21,772 $1,611,082 $1,888,919 $627,586 $2,516,504 $3,716,504

16 $3,500,000 $0 $80,554 $22,555 $1,669,081 $1,830,920 $608,316 $2,439,235 $3,639,235

17 $3,500,000 $0 $83,454 $23,367 $1,729,168 $1,770,833 $588,352 $2,359,185 $3,559,185

18 $3,500,000 $0 $86,459 $24,209 $1,791,418 $1,708,583 $567,670 $2,276,252 $3,476,252

Sinking fund & loan funding approach

Since George had suggested investing the money they might have spent on premiums (i.e., in a “sinking fund”) and 
then borrowing the rest when needed, their Guardian Financial Representative adds a sinking fund to the comparison. 
Assuming an interest rate of 5%, at retirement, the fund will have about $1.8M dollars in it.
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George would need to borrow an additional $1.7M to fully 
buy out Roger’s heirs. Assuming he borrows $1.7M at a 6% 
interest rate and pays the loan off monthly over 10 years, 
he would pay $560K of interest for a total cost of $3.5M. 
This total cost includes the $80K invested for 15 years,  
the loan principal, and the loan interest.

100% Loan funding approach

Another option open to George would be to postpone 
funding the agreement now, and borrow $3.5M when 
Roger dies. Their Guardian Financial Representative 
calculates that George would need to make a monthly 
payment of $38,857 to pay off a loan of $3.5M at 6% 
interest over 10 years. That represents a total cost of 
about $4.6M.

Installment sale approach 

Finally, George speculates that it might make more sense 
for him to buy the business from Roger’s heirs on an 

installment basis. Their Guardian Financial Representative 
points out that, under those circumstances, Roger’s heirs 
will most likely want a higher interest rate than a bank 
would. After all, Roger’s heirs are not in the business of 
lending money and it would be more convenient for them 
to be bought out all at once. Using the same 10-year 
time period but a loan interest rate of 9%, their Guardian 
Financial Representative calculates it would take a 
monthly payment of about $44K to pay off the installment 
sale, for a total cost of $5.3M.

Each of these funding methods is represented in the 
chart below. Note the small net cost of life insurance 
when compared to all other funding methods — on both 
a net cost and monthly cost basis. In the final analysis, 
permanent life insurance was able to fund the buy-sell 
agreement at a fraction of the cost of any of the other 
three methods.

The example shown here is based on a hypothetical policy 
not available for sale, using Guardian’s Whole Life 99 policy, 
2019 dividend scale, preferred risk class, and averaging 
male and female values for issue age 48. This hypothetical 
illustration is intended to show, in general terms, how 
a typical participating whole life insurance policy might 
work. The values are based on Guardian's current annual 
dividend, which is not guaranteed and declared annually 
by Guardian’s Board of Directors. If purchase of a Guardian 
whole life insurance policy is being considered, a full 
illustration with guaranteed values and other important 
information must be provided.$0
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Whole life is a versatile financial instrument ideally suited to  
protect businesses.
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Discover how you can use 
permanent life insurance to help 
fund your buy-sell agreement 

Contact a Guardian Financial Professional to learn 
more about the benefits this funding approach can 
offer your business.



1  Whole life insurance is intended to provide death benefit protection for an individual’s entire life. With payment of the required guaranteed 
premiums, you will receive a guaranteed death benefit and guaranteed cash values inside the policy. Guarantees are based on the claims-paying 
ability of the issuing insurance company. Dividends are not guaranteed and are declared annually by the issuing insurance company’s board of 
directors. Any loans or withdrawals reduce the policy’s death benefits and cash values, and affect the policy’s dividend and guarantees. Whole life 
insurance should be considered for its long term value. Early cash value accumulation and early payment of dividends depend upon policy type and/
or policy design, and cash value accumulation is offset by insurance and company expenses. Consult with your Guardian Financial Representative 
and refer to your whole life insurance illustration for more information about your particular whole life insurance policy.

2  Disability provisions, including disability buy-out insurance should also be considered to fund the buy-sell arrangement in the event that it is 
triggered by the disability of one of the participating owners. Individual disability income products underwritten and issued by Berkshire Life 
Insurance Company of America, Pittsfield, MA, a wholly owned stock subsidiary of The Guardian Life Insurance Company of America (Guardian), New 
York, or provided by Guardian. Product provisions and availability may vary by state.

Guardian, its subsidiaries, agents, and employees do not provide tax, legal, or accounting advice. Consult your tax, legal, or accounting professional 
regarding your individual situation.

All scenarios and names mentioned herein are purely fictional and have been created solely for training purposes. Any resemblance to  
existing situations, persons or fictional characters is coincidental. The information presented should not be used as the basis for any specific 
investment advice.

Guardian® is a registered trademark of The Guardian Life Insurance Company of America.

Every day, Guardian makes the lives of 26 million Americans more secure through our insurance and 
wealth management products and services. From our founding in 1860, doing the right thing for our 
policyholders and customers has guided everything we do. With a Fortune 250 ranking, we are one 
of the largest mutual insurance companies in the country, focused on giving people the security 
they deserve for life.

The Guardian Life Insurance 
Company of America
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