
How a Cross Option Agreement Can
Protect Your Business and Family

Introduction 

A Cross Option Agreement is a legally binding contract between shareholders that gives
surviving shareholders the right to buy the deceased shareholder’s shares, and the
deceased’s estate the right to sell them. This ensures that the business stays within the
control of surviving shareholders while providing fair compensation to the deceased’s
heirs. 

2. Fair Compensation
    for the Estate 

Key Benefits of a Cross Option Agreement

1. Retaining Control It ensures that surviving shareholders maintain control
of the business, preventing shares from passing to
family members or third parties who may not have the
business’s best interests at heart. 

What is a Cross Option Agreement?

A Cross Option Agreement is a vital tool for business owners who want to protect
their business and ensure its smooth transition in the event of a shareholder’s death.
This guide explains how these agreements work, why they are essential, and the
benefits they provide for both the business and the family of the deceased.

The deceased shareholder’s estate receives a fair
market value for the shares, providing financial security
for the deceased's family.

3. Business Continuity By setting clear terms for the transfer of shares, a
Cross Option Agreement minimises disruptions to the
business, ensuring its smooth operation during the
transition.



How it Works 

In a typical Cross Option Agreement, each shareholder agrees to take out life
insurance policies that will pay out enough to cover the value of their shares. Upon
the death of a shareholder, the surviving shareholders use the insurance payout to
buy the deceased's shares from their estate, allowing for a smooth transfer of
ownership and ensuring fair compensation. 

1. Incomplete Agreements : Setting up life insurance without completing the Cross 
Option Agreement could leave your business exposed to risks. Ensure both the insurance 
and the agreement are in place. 
2. Generic Templates : Using a generic template may not account for the unique 
structure of your business. It’s essential to customise the agreement to fit your company’s
 needs. 
3. Failure to Integrate with Business Relief: A properly structured Cross Option
 Agreement can help preserve Business Relief, which reduces or eliminates inheritance 
tax on business assets. If not structured correctly, you may lose out on these tax benefits.

Common Pitfalls to Avoid

A Cross Option Agreement can be even more effective when combined with a Business
Relief Trust. This ensures that the business is passed on tax-efficiently, safeguarding it
from unnecessary inheritance tax while allowing the family to benefit from its value.

Combining Cross Option Agreements with Business Relief
Trusts

1. What happens if no Cross Option Agreement is in place?
      Without a Cross Option Agreement, shares could pass to family members or
     even third parties, potentially causing disruption to the business. 

2. Can a Cross Option Agreement help with inheritance tax
planning?
       Yes, when combined with Business Relief, a Cross Option Agreement can help
      minimise inheritance tax liabilities. .

FAQs 



How We Can Help

3.  How do I ensure my Cross Option Agreement is legally sound?
      Customise the agreement to your specific business needs, and work with a 
      professional to ensure it is compliant and effective. 

At Inheritance Planning Company, we specialise in creating customised Cross Option
Agreements that protect your business and your family. Our team will ensure your
agreement is tailored to your business's unique structure and integrated with life
insurance and tax planning strategies. 

Disclaimer:
This information is correct as of September 2024. Legal updates or changes may have
occurred since then. For the most current advice, please contact Inheritance
Planning Company Ltd at:

For the most current advice, please contact:
Inheritance Planning Company Ltd 
18 Walsworth Road 
Hitchin SG4 9SP
E-mail: info@inheritance.uk.com 
T: +44 01462 616687


