
“Fair but Unequal” as a Guide to Business Succession 
 
 
Are some of your customers successful business owners grooming their children 
to succeed them?  What if only some of the children are active in the business?  
If the business is your customer’s major asset, there may be a problem treating 
all of the children fairly and equally.  A universal life insurance policy like Lifetime 
Protector FlexSM1 can help your customers pass their estates to their children 
fairly, if unequally. 
 
Equal Split of the Business 
 
Consider John, who owns a successful welding supply company.  It is his principal asset.  Two 
of his children, Ron and Mary, are active in his business, and will succeed him when he retires 
or dies.  John’s other children, Susan and Bob, are pursuing successful careers of their own.  
John wants to be fair and is struggling with the best way to distribute his estate at his death.  He 
is considering leaving equal shares of the business to each of the four children, but worries if he 
is being fair to Ron and Mary.  Why won’t an equal split of the business work? 
 
1. Seat equity: Ron and Mary have “earned” the right to succeed John, through their hard work 

in the business. 
 
2. Disagreements over firm management: 
 

Division of profits: Susan and Bob may want dividends; Ron and Mary may want to reinvest 
profits in the company, and pay themselves salaries. 
 
Control of the company: Susan and Bob have never run the business, but may try to assert 
some control over the business once they have ownership interests. 
 

3. Business risk: 
 
 The business may fail under Ron and Mary.  Susan and Bob could lose their inheritance 

through no fault of their own. 
 
 The business may soar.  Susan and Bob could reap a windfall on the backs of their siblings. 
 
4. Buy-out: Ron and Mary could buy Susan and Bob’s shares to gain control of the company, 

but they would have to agree on a price, and a payment schedule.  Ron and Mary may not 
have the cash, and their borrowing capacity could be limited.  Besides, they may have better 
uses for debt than taking control of their company. 

 
5. Uncertainty: These issues will arise during a time of great uncertainty following John’s 

death.  Customers, creditors, and suppliers will be watching the company for a smooth 
transition. 

 
In John’s case as equal split of his business is not fair to any of his children.  He should pass his 
business to those who have earned it, and can run it, Ron and Mary.  However, John should not 
begrudge Susan and Bob pursuing successful careers on their own.  Life insurance is the 



obvious strategy because it can add to the estate that Susan and Bob are receiving, allowing 
John to pass his business intact to Ron and Mary.  Should John simply buy enough life 
insurance to give Susan and Bob cash equal to Ron and Mary’s shares in the business?  Again, 
that would be equal, but not necessarily fair. Why? 
 
The value of Ron and Mary’s inheritance depends on the skill and effort they invest in the 
business. 
 
Ron and Mary will receive a return on their inheritance only through hard work. 
 
The value of Susan and Bob’s inheritance is fixed, does not depend on any effort from them to 
retain its value, and generates a return through passive investing. 
 
The Life Insurance Strategy 
 
To be fair, John may consider applying a discount to Susan and Bob’s inheritance.  How large a 
discount depends on John’s values, the needs of his heirs, and his own sense of fairness.  
Every case will be different.  Why should he use a universal life insurance policy to fund the 
inheritance? 
 
1. Universal life insurance lasts as long as John lives, provided he continues to pay premiums 

sufficient to keep the policy in force  and the loan balance does not exceed the cash 
surrender value. 

 
2. Adjustable benefits: John can decrease or increase (depending on insurability) the death 

benefit as his business grows and as the needs of his heirs change. 
 
3. Flexible premiums: John can pay premiums at whatever level his budget allows (subject to 

paying sufficient premiums to keep the policy in force). 
 
Many believe that equal means fair, but that is not always the case, especially in estate 
planning.  Think of Lifetime Protector FlexSM as a possible solution allowing your customers to 
treat their heirs fairly, when they can’t treat them equally. 
 
The Genworth companies wrote this content to help you understand the ideas discussed.  Any examples are 
hypothetical and are used only to help you understand the ideas.  They may not reflect your client(s)’ particular 
circumstances.  Your clients should carefully read their contract, policy, and prospectus(es), when applicable.  What 
we say about legal or tax matters is our understanding of current law; but we are not offering legal or tax advice.  Tax 
laws and IRS administrative positions may change.  We did not write this material for use in avoiding any IRS penalty 
and neither you nor your clients may use it for that purpose.  Your clients should ask their independent tax and legal 
advisors for advice based on their particular circumstances. 
 
If this material states or implies that it was prepared or distributed to promote, market or recommend an investment 
plan or arrangement within the meaning of IRS guidance, or such use may be reasonably expected, then, as required 
by IRS, the following also applies: 
 
The tax information in this material was written to support the promotion or marketing of the transaction(s) or 
matter(s) addressed in this material. 
 
  
1 Lifetime Protector FlexSM universal life insurance is subject to the terms, issue limitations and conditions of Policy 
Form No. ULFCL02SP et al. for First Colony Life or ULGE02SP et al. for GE Capital Assurance. 
 
Not available in all states. 


