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Key person replacement cover

Business Expenses

Introducing Business Expenses insurance
which will cover the costs of hiring a
replacement employee while a business
owner is disabled.

Many small and medium (SME) business
owners are key people in their businesses.
If they were unable to work in the event
of illness or injury a replacement employee
is often required, at least in the immediate
short-term. Key person replacement cover
provides a short-term solution to help

the business fund the cost of a
replacement employee.

What is key person replacement cover?

If your client is a business owner and they are unable to work
because of sickness or injury, their business will likely need to hire a
replacement employee. Key Person Replacement cover may provide a
potential short-term solution to ensure the business continues to
operate and meet client service/delivery expectations and continue as
a viable going concern.

Your client, as business owner, can apply to insure up to 75% of the
cost of a replacement employee provided they are a key person. The
benefit payable is based on a proportion of the actual cost incurred by
the business to hire a replacement employee, while the business
owner is unable to work due to sickness or injury. Any revenue
generated for the business by the replacement employee will not
offset the benefit payable.

Why is it important for your clients?

Many SME business owners are also key persons in their business,
responsible for revenue and the ongoing viability of the business. It is
often the case that if they were unable to work, due to sickness or
injury, a replacement would be immediately required. The cost of a
replacement person can significantly impact the cashflow, overall
profitability and ongoing viability of any business.

The following example demonstrates the scenario where a business
loses a key person, which in turn has an immediate impact on
revenue generation and the ability to cover costs.

Disability

Revenue

$10,000 -

$8,000 -

$6,000 1 Variable costs

$4,000
Fixed Costs
$2,000 -

$0

$-2,000 -

Jul Aug Sep ©ct Nov Dec

Jan Feb Mar Apr May Jun

$-4,000 -

$-6,000 -




Key person replacement cover provides a short-term solution where

a replacement is needed. This can then potentially be combined with
Income protection (with a one year waiting period), to give the business
owner a long-term solution in the event of the worst case scenario.

In addition to providing a short-term solution, Key person replacement
cover is designed to reduce interruption to the business and minimise
the impact on cash flow, as illustrated below.
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Key person replacement cover at a glance

Key Person Replacement cover provides a short-term solution to cover
up to 75% of the cost of a replacement, subject to the following:

e the applicant being a business owner and a genuine key person
in the business

e at underwriting the replacement cost is easily identifiable and
sounds reasonable considering the key person’s role in the
context of the business

e cover to be owned by the business

e cover is limited to 12 times the monthly benefit

e replacement is a third party

e standard Business Expenses cover is otherwise unavailable

e any Income protection cover is subject to usual underwriting and
at least a one year waiting period.
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