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A Practical Guide

This guide has been designed to act as a resource for business owners looking to safeguard their
company's future. It will take you through various aspects of your business, offering strategies to ensure
your business remains resilient and successful, regardless of unforeseen challenges.

Protecting your business is a continuous process that
requires careful planning, proactive measures, and an
understanding of potential risks. By considering the
strategies outlined In this guide, you can shield your
business from the unexpected, secure its long-term
viability, and ensure that it remains a thriving
enterprise for years to come.

Remember, business protection Is an investment in
your company's future, and the effort you put in now
will pay off in the form of enhanced stability and
peace of mind in the face of uncertainties.

We believe that business protection falls into two
distinct areas:

e Business protection
e Employee benefits

Business Protection Employee Benefits

The primary purpose of business protection Employee benefits refers to the additional
Insurance is to mitigate the financial impact that the benefits that employers can offer to their
loss of a business owner or key employee can have employees beyond their regular salary or wages.
on a company. In plain language Business Protection These benefits are designed to attract and retain
provides cover which safeguards three main employees. The specific benefits can vary, but
elements: some common types of employee benefits:

e Ownership e Pension Schemes

e Profit e |Life Insurance

e Debt e Sick Pay

e Health Insurance

This guide has bheen designed to provide you with some basic information about the background to each
area of your business and show what can be done to help alleviate some of the financial issues that can
occur and how we can help you.
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Background

Small and Medium-sized Enterprises

Small and Medium-sized Enterprises (SMEs) play a
crucial role In the UK economy, contributing
significantly to employment, innovation, and
economic growth.

The classification of small and medium businesses
In the UK Is based on the number of employees and
turnover. They are typically defined:

e Small Businesses - In the UK, small businesses
are defined as enterprises that employ fewer
than 50 employees and have an annual turnover
of less than £10 million.

e Medium-sized Businesses - Medium-sized
businesses are enterprises that employ between
50 and 250 employees and have an annual
turnover of between £10 million and £50
million.

SMEs make up a vast majority of businesses in the
UK. They represent over 99% of all private sector
businesses, showcasing their importance to the
economy.

SMEs are significant employers, providing jobs to
millions of people across various industries. They
are often more agile Iin hiring and can quickly
respond to changes in the market.

Running a Small and Medium-sized Enterprise (SME)
In the UK comes with various challenges that
entrepreneurs and business owners must navigate
to ensure their success and sustainability. Some of
the key challenges include:

e Financial Constraints - Access to finance is a
common challenge for SMEs. Securing funding to
start a business or support its growth can be
difficult, particularly for newer and smaller
businesses with limited assets or track records.

e Cash Flow Management - Maintaining a healthy
cash flow is critical for SMEs to meet their
financial obligations and invest in growth.

e Regulatory Compliance - Compliance with the
complex  and ever-changing  regulatory
landscape can be overwhelming for SMEs. They
must adhere to various laws and regulations
related to taxation, employment, data
protection, health, safety, and more.

e Employee - Attracting and retaining skilled
employees Is a struggle for many SMEs,
especially when competing with larger
companies that can offer more attractive
compensation packages and benefits.

Overcoming these challenges often requires a
combination of strategic planning, financial
management, innovative thinking, adaptability, and
most of all time.

In putting this guide together, we have reviewed
various pieces of research to help us identify
Information to help you understand the various ways
to safeguard your business, but specifically the way
Insurance policies — life insurance, serious/critical
Illness cover, and income replacement policies can
be used.
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Some Statistics

A recent report gathered insights from small and
medium-sized businesses about the potential risks
they may face, their awareness of risks and how
they, as a business, could mitigate them.

The key findings are:

e 75% of businesses have some form of business
debt.

e 94% of businesses recognise they have at least
one key person.

e 59% would cease trading within 12 months of
losing a key person.

e 73% of businesses had taken out Business
Protection following advice.

e 75% have not heard of a Relevant Life Plan or
Executive Income Protection.

It also notes that the top three risks for business
are:

e 52% - Death of an owner.
e 38% - Major Contract Loss.
e 35% - Owner suffering a critical illness.

These figures confirm the anecdotal information and
feedback we get when we meet with clients.

[Source: Legal and General State of the Nation SMEs
Report]

What are the chances of it happening....

Losing a business partner, recovering from illness,
or being involved in a serious accident has a terrible
Impact on the lives of those involved and the
business itself. These situations are at best difficult,
but when you add the financial impact to the
Individual and the business, the situation becomes
virtually impossible.

The trouble is that we all think that it will never
happen to us, and many of our clients dismiss the
risk that one of these events will happen to them.
Unfortunately, data shows that it is much more likely
than most people think.

Let’s look at the average male and female business
owners aged 40, who don’t smoke and see what
could happen to them before their state pension age
of 68:

Male Female

Chances of being
unable to work for 31% 39%
two months or more

Chances of
suffering a serious 17% 13%
illness

Chances of death 6% 5%

Likelihood of any of
the above 39% 44%
happening
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These statistics show that the chances of not being able to work for 2 months or more, being seriously ill and
dying are significant. The impact on most businesses will be huge.

The following pages are desighed to prompt you to think about the risks to you and your business, by asking
you questions and indicating ways to mitigate the situations you may face.

Before we explore the core principles of business protection, we would like to introduce the Prydis team. Our
team of experienced professionals specialise in accountancy, wealth management, legal services, and
commercial finance brokerage.

With Prydis, you are not just getting advice; you are getting expertise tailored to support every aspect of your
business.

Please note: Whilst the Prydis Group offers a range of professional services, any advice you recelve relating to
Business Protection, will be delivered by Prydis Wealth Limited, which is authorised and regulated by the
Financial Conduct Authority under Firm Reference Number 432014.
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Ownership

Once you have built your business, the
journey Is far from over. Building a
business Is just the first step; the real
challenges lie Iin growing and then
sustaining it over the long term. At some
point in that journey you will have to
decide what happens when you retire or

what happens if you are ill or worse still
die.

Here are some questions to consider:

e How many Directors or Partners are
In your business?

e How are the shares split between
you?

e Do each of you have specialised
roles?

e How damaging to the business do
you think it would be if one of you
were to die suddenly or became
seriously ill?

e Do you have a succession plan In
olace If one of the directors or
nartners were to die or become
seriously ill?

e Would the surviving directors and
partners wish to retain control of the
business?

e What sources of finance would be
readily accessible to fund the
purchase of the available business
share?

e Have you protected the value of your
share If you were to suddenly die or
be diagnosed with a serious/critical
Illness?

Losing an owner can have a massive impact on the day-to-
day running of a business and can rapidly lead to financial
difficulties.

For business owners, it Is essential to have a plan in place to
ensure the continuity and smooth transition of the business
In case of unforeseen circumstances.

Here are some steps you could consider taking:

A GUIDE TO BUSINESS PROTECTION



On a personal level:

e Create a Will - Having a legally binding Will is crucial to specify how the business should be handled after
the owner's death. The Will should address the distribution of assets, including the business, and name a
trusted executor to carry out the business owner's wishes.

e Power of Attorney - Consider appointing a power of attorney to make business decisions on your behalf in
case of serious illness or incapacity. This person should be someone you trust to act in your best interests.

The business:

e Succession Planning - Identify potential successors within

the business who can take over leadership roles if needed.
This might include family members, key employees, or
partners. Developing a clear succession plan can help ensure
a seamless transition.

Buy-sell Agreement - If the business has multiple owners, a
buy-sell agreement can be set up to determine what
happens to each owner's share in the event of death or
serious illness. This agreement can provide a framework for
the smooth transfer of ownership.

Discuss the Plan - Communicate the business succession
plan to key stakeholders, including family members,
partners, and employees, to avoid confusion and ensure
everyone Is aware of their roles and responsibilities.

Seek Legal and Financial Advice - Consulting with legal and
financial professionals experienced in estate planning and
business law Is crucial to ensure that all legal and tax
Implications are considered in your plan.

Insurance - Business owners can consider life and
serious/critical illness insurance policies to provide financial
support to their families or business partners in case of their
death or incapacity. The insurance payout can help cover any
financial obligations or fund the buyout of shares.

It's important to review and update these plans regularly, especially as the business evolves and

clrcumstances change.

Being prepared for the unexpected can provide peace of mind and protect the business's future in case of

unfortunate events.
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Profit

Losing a key employee can be a challenging and disruptive for any business. Key employees often possess
specialised skills, knowledge, and experience that are critical to the smooth functioning and success of the
company. The loss of a key employee to death or serious illness i1s a deeply challenging situation for any
business. In such times, clear communication, compassion, and support are essential to help the team cope

with the loss while ensuring that the business continues to function and thrive.

Here are some questions to consider:

e Do you have key individuals who contribute heavily to your profits and the success of your business?
e Would there be sufficient cash flow to maintain profits whilst a replacement is found and/or trained?

e Have you protected your business against the loss of these key individuals in the event of death or
serious/critical illness?

Business Continuity Plan

Having a business continuity plan in place is crucial to address unexpected events like the death or prolonged
Illness of key employees. This plan should outline the steps to ensure the business can continue to operate
and serve customers despite the absence of key personnel. Here are some strategies to consider:

e Training and Development - Investing in the professional development of existing employees can help fill
skill gaps and reduce the need for expensive external recruitment.

e Succession Planning - Having a well-thought-out succession plan in place can ensure that there are
Internal candidates prepared to step into key roles, reducing the costs associated with external hiring.
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Financing

Financing the replacement of a key employee can be a significant financial consideration for a business. The
cost of recruitment, onboarding, and training a new employee can vary based on the position's seniority, skills
required, and the industry. Here are some financing options and strategies to consider:

e Cash Reserves - If the business has built up cash
reserves or an emergency fund, it can use these
funds to cover the costs associated with hiring
and training a replacement for the key employee.

e Contingency Budget - Creating a contingency
budget specifically earmarked for unexpected
events like the departure of a key employee can
help cushion the financial impact and ensure the
business can continue operations smoothly.

e Credit - A business line of credit can provide
quick access to funds in case of emergencies or
unexpected expenses. It can be a valuable
resource to finance the replacement of a key
employee In the short-term.

e Business Loans - If the business lacks sufficient
cash reserves, it may consider taking out a
business loan to cover the costs of hiring and
training a replacement. Careful consideration iy P -
should be given to the interest rates, terms, and | / ' |
repayment schedule of the loan.

e Insurance - Some businesses opt for key person
Insurance, which is a life, serious/critical illness or
Income replacement Insurance policy taken out
on the life of a key employee. In the event of their
death or serious illness, the business receives a
payout that can be used to cover the costs of
recruitment and transition.

It's essential for businesses to consider the financial implications of losing a key employee and plan
accordingly. Being prepared with a sound financial strategy can help ensure the company's stability and
continuity during periods of transition.
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Debt Repayment

Debt repayment is an important financial consideration for businesses in the UK. Managing debt effectively can
Impact a company's financial health, creditworthiness, and long-term sustainability. As stated earlier in this
guide, It was identified that 75% of business have some debt, with the average level of this debt being
£200,000.

Here are some questions to consider:

e Does the business have any unprotected loans or
other types of business debt?

e Could these loans be easily repaid from cash
flow?

e Do you have any director loan accounts?

e Are you aware that director loan accounts must
be repaid to the shareholders family in the event
of death?

e What finance options would you have If you
needed to borrow money?

e Have you taken out any protection to ensure any
debt is repaid upon death?

Here are some debt repayment considerations for businesses in the UK:

e Budgeting and Cash Flow Management - Creating a detailed budget and managing cash flow effectively
are crucial for meeting debt obligations on time. A well-structured budget allows businesses to allocate
funds for debt repayment while covering other essential expenses.

e Seeking Professional Advice - For complex debt situations, seeking advice from financial advisors or debt
counsellors can be beneficial. They can provide guidance on debt management and help businesses make
Informed decisions.

e Building an emergency fund - Having an emergency fund can provide a financial safety net during
challenging times, reducing the need to rely on additional debt.

Debt repayment for businesses in the event of the death or serious illness of a key employee can be a
significant concern, particularly if the employee played a crucial role in the company's operations and financial
management.
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Here are some considerations for handling debt repayment in such situations:

e Review Debt Obligations - Upon the death or serious illness of a key employee, the business should
conduct a thorough review of its existing debt obligations. This includes identifying all outstanding loans,
credit lines, and other financial Liabilities.

e Emergency Fund and Reserves - If the business has built up an emergency fund or cash reserves, it may
consider using these funds to manage immediate debt obligations. These reserves can act as a buffer
during a period of uncertainty.

e Negotiate with Creditors - If the business is facing financial difficulties due to the loss of the key
employee, it may be necessary to negotiate with creditors for extended payment terms or other relief
options. Be transparent about the situation and explore possible arrangements that can ease the debt
burden temporarily.

e Evaluate Business Continuity - Assess the impact of the loss of the key employee on the overall business
continuity. If their absence severely hampers the company's ability to generate revenue, it may affect the
ability to service debt. In such cases, a business continuity plan is essential to navigate through the
challenging period.

e Succession Planning - If the key employee's departure i1s planned due to retirement or serious illness, a
well-developed succession plan can help ensure that there are capable individuals ready to step into their
role. This can help maintain business operations and financial stability.

e Stabilise Cash Flow - Implement measures to stabilize cash flow, such as increasing sales efforts,
managing expenses, and optimising inventory management.

e Rework Budget Priorities - Reevaluate budget priorities in light of the changed circumstances. Allocate
resources to ensure critical debt obligations are met while making necessary adjustments in other areas.

e Consider Refinancing - In some cases, it may be beneficial to explore debt refinancing options to lower
Interest rates or extend repayment terms. However, consider the associated costs and potential impact on
the business's financial health.

e Seek Professional Advice - If the business is struggling to manage debt repayment after the loss of a key
employee, seeking advice from financial advisors, accountants, or business consultants can be valuable.
They can help assess the situation objectively and recommend suitable strategies.

e Insurance - Some businesses opt for key person insurance, which is a life or serious/critical illness
Insurance policy taken out on the life of a key employee. In the event of their death or serious illness, the
business receives a payout that can be used to cover the costs of recruitment and transition.

Ultimately, the key to successful debt repayment for businesses is proactive financial management,
responsible borrowing, and a commitment to meeting obligations on time. Being diligent in debt management
can contribute to the long-term financial stability and growth of the business. Each business' situation is
unique, and the appropriate debt repayment strategy will depend on various factors such as the amount of
debt, the company's financial position, and the availability of insurance or reserves.

Seeking professional advice and being proactive in managing debt obligations can help businesses navigate
through challenging times and maintain financial stability.
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Employee Benefits

Attracting and retaining employees requires a
thoughtful and proactive approach by employers.
Ensuring that employees recelve competitive
salaries and benefits packages can make the
difference between retaining staff and losing them.

Here are some of the strategies which can be used
to help retain and engage with employees:

Pension Scheme

Company pension laws are governed by the
Pensions Act 2008 and subsequent regulations. The
primary focus of these laws Is to ensure that
employers provide eligible employees with access
to a workplace pension scheme and make
contributions on their behalf. Both employers and
employees are required to make contributions to the
pension scheme. The minimum contribution levels
are set by the government and are based on a
percentage of the employee's qualifying earnings.
These contribution rates are subject to change, so
employers must keep up to date with the current
requirements.

Life Insurance and Critical Illness Insurance

Outside of a company pension, perhaps the most
common benefit provided by employers is a ‘Death-
In-Service’ benefit. Death in Service benefit typically
works:

e The benefit provides a lump-sum payment to the
designated beneficiaries or dependents of the
deceased employee If they pass away while
employed by the company. The level of the
benefit is typically based on a multiple of salary
- typically 2 to 4 times salary.

e The employee usually designates one or more
beneficiaries who will receive the lump-sum

payment Iin the event of their death. Beneficiaries
can include family members, such as spouses,
children, or other dependents.

e The benefit 1s typically funded entirely by the
employer, and the employee does not have to
contribute directly to the cost of the benefit.

e The benefit Is usually available to all eligible
employees of the company. Eligibility criteria
may Include factors such as being on the
company's payroll, full-time employment, or
meeting certain service requirements.

e The lump-sum payment from the Death In
Service benefit Is tax-free.

There are various ways in which this benefit can be
provided. With larger companies It Is generally
through a Group life insurance scheme. These
schemes play a crucial role In providing financial
security to employees' families during difficult
times. For employees, 1t offers peace of mind
knowing that their loved ones will be financially
supported If the worst should happen. For
employers, It can be a valuable addition to their
benefits package, contributing to a positive company
culture and employee satisfaction.

With smaller companies a product called a Relevant
Life policy maybe more effective. Relevant Life
policies are basically just a ‘term assurance’ policy
that must be written into trust and is provided by the
Employer for the benefit of the employee. The main
advantages of these policies are that the policy is an
allowable expense so it can be offset against
corporation tax, they do not count against the
pension lifetime allowance and the level of cover
can be significantly higher than available through a
group life scheme.

A GUIDE TO BUSINESS PROTECTION
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Sick Pay

Employee sickness can have a significant impact on
a business delivering the service or products it
provides. The impact on employees Is also
significant. The impact 1s not just being ill but, In
most cases, financial.

Employers in the UK are not required to provide any
form of sick pay outside of the legal requirement to
provide Statutory Sick Pay (SSP) to eligible
employees. Statutory Sick Pay Is a form of financial
support provided by the government to employees
who are unable to work due to illness or incapacity.
Statutory sick pay commences from day 4 of
sickness and Is paid for a maximum of 28 weeks. For
the tax year 2024/25 this payment is £116.75 per
week. Clearly, this level of payment is not going to
help the majority of employees to pay their
mortgages, rent and maintain their monthly bills, let
alone live.

Some employers understand this and provide
schemes that are more generous than the statutory
minimum. Some smaller companies do this on a
personal basis, generally for directors or key
employees. Larger companies arrange ‘company
sick pay’ via a Group Income Protection scheme.
These schemes are generally a cost-effective way of
providing sick pay. The HMRC does not consider
these schemes as a P11D benefit and the monthly
premiums, qualify as an allowable business expense
and therefore are tax deductible.

Healthcare

As stated above, employee sickness can have a
significant impact on the way a business operates.
Getting employees well and back to work quickly
can be a major benefit to the business. We are all
aware of the huge difficulties that the NHS is having
maintaining the level of service we all want.

Private Medical Insurance (PMI) is designed to help
with the costs of private medical treatment for acute
conditions (but not chronic conditions) that occur
after the policy commences. It works alongside but
should not be seen as a replacement for the NHS.

It often gives you access to shorter wait times, a
choice of location, and treatments only offered
privately. Some employers provide private health
Insurance or access to private medical facilities as
part of the benefits package, the aim being to help
their employees get the treatment they need and so
return to work.

A low-cost solution to providing employees with
routine healthcare matters Is a Health Cash Plan.
These typically aim to help employees with (for
example) dental and optical costs, covering things
like check-ups, treatments, eye tests and the cost of
glasses or contact lenses.

A GUIDE TO BUSINESS PROTECTION
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Business Protection

In the previous sections of this report, we have
posed questions about ownership, profit, and debt
and then we have suggested solutions that can be
used to mitigate, the financial issues that can affect
your business.

In each section the last stated solution is insurance.
The reason for this is that we strongly believe that
Insurance — Life Insurance and Critical Illness Cover,
IS potentially the most effective solution for a
business.

When we talk to clients there 1s a common
misconception that protection policies are a waste
of money, that they are expensive and that they
never pay-out. None of this is True.

Protection policies DO PAY OUT:

The Association of British Insurers (ABI) and the
industry body Group Risk Development (GRiD) have
recently confirmed that protection pay outs for both
Individual and group protection policies reached a
total of £6.85 billion in 2022,

This is a slight increase from a ‘record’ £6.8 billion
of pay outs by protection providers in 2021. Overall,
providers paid out 98% of claims in 2022.

Protection policies are Cost-Effective:
To provide an indication of costs of providing cover

In each area we have used clients who are 40 years
old (the average age of a business owner in the UK).

Ownership

It I1s difficult to provide an average value of a
shareholding, but based on a value of £500,000 to
age 65, the cost of cover (subject to underwriting)
could be:

e Life Cover Only - £28.76

e Life or Critical Illness Cover - £186.79

Profit

In the same way that 1t I1s difficult to value a
shareholding, putting a value to a ‘keyperson’ is not
straight forward, but, in most businesses, there is
one person whose contribution is significant.

Based on a value of £150,000 per year and using a
5-year term, a renewable term assurance policy
(subject to underwriting) could cost:

e Life Cover Only - £38.15

e Life or Critical Illness Cover - £240.70

Debt

As stated earlier In this guide, it was identified that
75% of business have some debt with. The average
level of this debt being £200,000. Based on a term
of 10-years, the cost of cover (subject to
underwriting) could be:

e |ife Cover Only - £6.50

e Life or Critical Illness Cover - £39.70

ALl figures correct as at 18 September 2023,
according to software used covering the whole of
the market]

These figures are averages, they reflect the age,
amounts and terms stated. When we make
protection recommendations they are based on the
Individual circumstances at that time and the costs
will reflect this, but as an indication of costs we
believe that they support our view that life
Insurance, serious/critical illness cover, and income
replacement policies can be a cost-effective
solution for all businesses.
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Summary

We hope that our guide provides you with valuable information and insights into ways to safeguard your
business in the following key areas:

e Ownership

e Profit

e Debt

e Employee Benefits
In each section we have broadly outlined solutions to the various situations. As stated at the start of this guide
we are driven by our client’s needs. We believe that we are well placed, through our accountants, legal
advisers, and financial advisers, to help you navigate the complexities of these situations and tailor solutions
to meet the needs of your business.

For more information about safeguarding your business, contact Prydis on:

Telephone — 01392 432431
Email — mail@prydis.com

Or visit our website at www.prydis.com to book a free consultation online.

""||'- e
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