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Application of Insurance Policy In
Business Succession Planning
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A brief introduction to Hong Kong
Partnership Law

& Partnership dissolves upon death of a partner

& Decceased’s estate is entitled to share
partnership asset

& Fund to buy out the partner’s rights
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A brief introduction to the concept of a
limited company and joint venture

& Shares in a limited company

& Shares in a joint venture
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Limited Company

& Shares in a limited company
& Succeeded by spouse/children

& Fund to buy out the spouse/children’s right
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How does insurance policy help?

Insurance policy provides pre-agreed pre-
estimated, ready fund for the purpose of business
succession
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The Insurance Product

€ Term Life
Tax deductible — running expenses of business

€ Endowment (?)

€ Whole Life (?)
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What is Business Succession (“BS”)?

“Business Succession” 1s the process
whereby the interest of a deceased’s
Business Is acquired by Co-owners, with
the aim of bringing about the smooth
continuation of the Business
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The Problem

€ What happens to a Small Business when one
of the co-owners dies unexpectedly?

€ What happens to the control of the Business?
& Can the surviving owners quickly get together

enough cash to buy out the deceased person’s
Interest at a fair and reasonable price?
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The Problem (Con’t)

€ Will the surviving owners be forced into
business with outsiders or with their former
associate’s heirs?

& Could the Business collapse because the
survivors cannot get their hands on an
Immediate source of cash?

&€ Does the Business have to be sold in order to
pay out the deceased’s Estate?
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The Answer
A Term Life Policy
Plus

A Business Succession Agreement
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How Business Succession Operates?

&€ The Business takes out a Policy on each co-
owner’s life and nominates itself as the
Beneficiary.

& If an insured co-owner of the Business dies
or retires the Proceeds are paid by the
Insurance Company to the Business.
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& Since the Business is the owner of each
policy, and pays the premiums, each co-
owner shares the total cost of all policies In
proportion to his share in the Business

& Since the Business owns the policy, the
premium IS working expenses and IS

L

deductible from tax.

ne proceeds are estate duty free [Section

10(ga) of the Estate Duty Ordinance]
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The BS Agreement

€ The BS Agreement should be signed by the
partners at the time of taking out the policies

@ It sets out the arrangement in details and each
co-owner nominates the person who Is going
to receive the proceed and release the
business interest
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Difficulties and Solution
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L_aw of Succession

-
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What Happen If Died Intestate ?
A B ILEYS » SRR B 7
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Relative Surviving

1. Spouse

2. Spouse and issue

3. Spouse and parent or brother
or sister of the whole blood or
issue of such brother or sister

4. Issue
5. Parent(s)

6. Brothers and sisters of the
whole blood

7. Brothers and sisters of the half
blood

8. Grandparent(s)

9. Uncles and aunts of the whole
blood

10. Uncles and aunts of the half
blood

11. None of the above relatives
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LAWYERS

Law of Succession % & x4

Other Relatives

No issue, or parent or brother or sister
of the whole blood or issue of such a
brother sister

Other relatives immaterial

No issue

No spouse
No spouse, no issue

No spouse, no issue, no parent
No spouse, no issue, no parent, no
brother or sister of the whole blood

None of the above

None of the above

None of the above

(Copy Right Reserved)

Entitlement

All to spouse

Spouse takes $500,000 and half of the
residue; the other half is held on
statutory trusts for issue

Spouse takes $1,000,000 and half of
the residue; the other half is held for
parent(s) or on statutory trusts for
such brothers or sisters

All to issue on statutory trusts
All to parent(s)

All to such brothers and sisters on
statutory trusts

All to such brothers and sisters on
statutory trusts

All to grandparent(s)

All to such uncles and aunts on
statutory trusts

All to such uncles and aunts on

All to Hong Kong Government as bﬂ_%a
vacantia
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Who should make a Wil

» Person with young children A4E4F22 A

 Married couple & without children E.4& T i
+ULZN

« Remarried person with children borne with

previous spouse 75 [F]BCAE kA [EI BB A
TN

 Person travel outside Hong Kong frequently

with spouse B & ERFCE—[E] 7 E 2 A
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(Con’t)Who should make a Will
() EEEX I LES

 Person without any children or relative

AR 2 A
o Unmarried person K452 A

 Person with special testamentary intention

HRAIEBZA

» Person who own property outside Hong

ngm%ﬁﬁr%%ZA
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What are the contents of a Will
"EE AR

[ el aR B AT TR NEIRSS (FE5E: 2526 7666) © ]

TESTATOR
I TEEE LA

NAME : ( )
W Surname Given Name (In Chinese)
da % ai%s
SEX:
el
PASSPORT/H.K.I.D. NO. : (Photocopy is enclosed)
sE I [ BRSO EER (F ESZENA)
OCCUPATION : DATE OF BIRTH :
e S A H B

RESIDENTIAL ADDRESS - :

MARRIAGE STATUS : Single/ Married/Divorced (Please delete whichever inapplicable)
AE IR HBE I OE | BHE (A M2 8 )
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EXECUTORAND TRUSTEE
AT ARASREA
NAME : (
W4 Surname Given Name (In Chinese)
yéa # 3L
SEX:
vl

PASSPORT/H.K.1.D. NO. :

(Photocopy is enclosed)

&0 | BB SIELS

OCCUPATION :

LS

RESIDENTIAL ADDRESS #fiif- :

((f E2E1AR)

DATE OF BIRTH :
tH AR H

RELATIONSHIP WITH TESTATOR :
BT TE ) N 2R
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A)

BENEFICIARY
RN
NAME : )
i Surname #k Given Name % (In Chinese) f137
Sex :
M1

Passport/H.K.1.D. No. :

il | BARSOELSS

Date of Birth :

AR H B

Relationship :

B
Residential Address il :

% of Estate :

W STECE S3EE
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INFANT BENEFICIARY

REEZIZN
CBIH /AT )
NAME : ( )
144 Surname Given Name (In Chinese)
: # Rz
SEX:
(el

Passport/Birth Certificate No. :
BN [ AR S E SRS

Date of Birth:
H A= H A

Relationship :

B %

Residential Address Hif- :

If the Beneficiary is under the age of 18, we suggest that you should appoint a guardian.

W2 NFER I8 LL T - e R — BN -
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GUARDIAN
BB A

NAME : ( )
144 Surname #: Given Name %4 (In Chinese) 13z
SEX:
el
PASSPORT/H.K.I.D. NO. : (Photocopy is enclosed)
RE 0T | HARGRETRS (ff _E5ZEIA)

RELATIONSHIP :
B %

RESIDENTIAL ADDRESS #fiif- :

Note : Please ensure she/he is willing to act

sk« aAtECRA / RER AR R BN
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SIGNATURE DATE
" H3H

CONTACT TEL. NO.
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_aw of Succession

* Probate BB EE

o Letters of Administration & & &K=
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When to Write a Wil
5] BB S PR

» When you are healthy, physically and
mentally S 55 SOrF tHED B 2 HIHH =
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Sharp v. Adam

Adam — successful — stud farm — multiple
scleroses (93) — cannot speak/write —
spelling board — nodding — shaking his head
—rolling eyes, blinking — dies in Aug 2002

2 daughters — mother divorced (92) —
3/2001 — change Will — good friend —
solicitor - appeal
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Tam Mel Kam v. HSBC
International Trustee Ltd

(Anita Mui’s case)

« Write a Will and a Trust on the same day.

« 18 days of Trial.
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What is Trust Law ¢
R {EREE ?

EXxpress Trust

A)  Discretionary Trust
B) Unit Trust

C) Charitable Trust

D) Family Trust
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(Con’t) What is Trust Law
(88) HEREEEE ?

Implied Trust

A) Resulting Trust

B) Constructive Trust
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What Is a Trust ?

Definition:

e ATrust is an equitable obligation binding a
person (the trustee) to deal with the property
over which he has control (the trust fund) for
the benefits of persons (the beneficiaries).
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(Con’t) What is a Trust ?

Key Concept in Common Law:

e Separation of ownership of property (legal
ownership) and the enjoyment of property
(beneficial ownership).

e The Trustees have legal ownership and cannot
benefit from the property and the beneficiaries
have an equitable interest in the property (l.e.
the right to enjoy/benefit) that they do not
legally own.
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Discretionary Trust / Company Structure
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What are the Duties of the Trustees?

To act In the best interests of the Beneficiaries
Integrity

Observe the terms of the trust

Observe the proper law of the trust
Impartiality

Asset preservation

To act In accordance with the laws of the
governing jurisdiction
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What is Trust Policy ?

AL R 2

* By Contract

* By Law
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Q&A
Fﬁ n_.l‘-\‘ﬁl

Thank You
b
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PLEASE NOTE

The law and procedure on this subject are very specialised.
This article is a general explanation for your reference only and
should not be relied on as legal advice for any specific case. If
legal advice is needed, please contact our solicitors.

BRI

AR H Z AR+ B - ISCER B i
(AR22 > A EEHRE R BN (LR E B 2 AR E A, -
NFARER, o BRI RN -

Christine M. Koo & Ip, Solicitors & Notaries LLP
BRH - EREERIERET smrenaen
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