Disability Buy Out Stock Redemption Agreement

Shareholder A and Shareholder B each own 50% of the Business:

Shareholder A

)

o Corporation pays
D'S,ab'l'ty Buy-out premium (Nondeductible
Policy on A owned corporate expense)

by the
Corporation
—

”
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Shareholder B

)
Disability Buy-out
Policy on B owned
by the
Corporation

—

Corporation pays
premium (Nondeductible
corporate expense)

ABC Corporation

If Shareholder A becomes disabled:

Cash from insurance

Shareholder A
Any gain on the sale will be taxable to A

For discussion purposes only. This chart illustrates generic
situations and does not represent tax or legal advice.

Stock redeemed by
the corporation

)

Disability Buy-out
Policy on A owned

Premiums paid are not
tax-deductible, but any

benefits received are by the

income-tax-free [IRC Sec. Corporation

104(a)(3)]. P
—
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Disability Benefits payable
to the corporation

ABC Corporation

Shareholder B now owns
100% of ABC Corporation.
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