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Should You Insure Your CEO?
Is it a good idea to insure your organization’s key players?

Q: I’m on the board of an all-volunteer organiza-
tion. The founder plays the role of a full-time—

albeit uncompensated—executive director. Lately, 
as more and more has fallen on her shoulders, some 
board members have brought up the idea of taking out 
life insurance and disability policies on her. 

The rationale being expressed is two-fold. First, 
there’s a desire to provide the organization with a fi-
nancial cushion if the founder can no longer shepherd 
the organization forward and we have to find and train 
someone new. Second, some wish to compensate her 
for all she has done, and feel that taking out an insur-
ance policy to benefit either her or her beneficiaries is 
an inexpensive way to accomplish this. 

I’ve never heard of this before and feel uncomfort-
able about it. Am I out of touch or are the members of 
this sub-group?

A:  There are a number of issues inherent in your 
question. We have to look at each to help you 

decide how best to proceed. But let me start by an-
swering your direct question. Providing life insurance 
and disability policies to management-level employees 
is fairly common. These are usually relatively small 
policies that are included as part of an overall benefits 
package.

Another type of insurance, called key-person insur-
ance, is paid to the organization if it loses a person 
who’s crucial to the organization’s survival. Key-person 
insurance is prevalent in the for-profit sector. It’s less 
common in the nonprofit sector but not unheard of. In 
your case, where the founder is, I assume, the face of 
the organization and chief fundraiser, key-person in-

surance is appropriate because you’re seeking to cover 
the organization for the loss of critical skills over the 
time it takes to get back on track. In fact, the situation 
you describe is a textbook example of when to pur-
chase such insurance. 

However, more important than whether this action 
is appropriate is the implication of your question. You 
indicate that the founder is doing all the work. Where 
is the board? The direct service volunteers? Succes-
sion planning is all about having an infrastructure 
in place so that the organization can keep running 
smoothly even without the key player(s). Your organi-
zation doesn’t seem to have such an infrastructure. 

My fear is that with your organization so reliant on 
a single individual, it will be hard to find someone with 
the desire or capability to take over the organization. 
And, unless you do so in a timely manner, the organi-
zation will be forced to dissolve. This means that the 
insurance money you collect will end up being turned 
over to another organization, since all assets of a de-
funct nonprofit must go to another nonprofit with a 
similar mission. I suggest you consider whether the 
money you would pay for insurance would be better 
spent on board training and/or the hiring of staff to 
provide some redundancy of skills so that the organi-
zation isn’t so dependent on the founder.

Rather than paying insurance premiums to reward 
the founder for all she’s done, you might use that mon-
ey to pay her an annual salary, even if it’s a small one. 
That way she’s guaranteed some compensation for her 
efforts at a time when she can personally benefit from 
it. 
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