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SME statistics

� 1.88 million small businesses in Australia

� responsible for generating 3.6 million jobs

� approximately 35% of small businesses operate in regional Australia

61% 1-4 employees

28% 5-19 employees

10% 20-199 employees

1% 200+ employees (large business sector)

Australian Census - 2006
COSBOA (Council of Small Business of 

Australia) - 2007



� demographic generally time poor and more demanding

� unique service offering tailored to this market

� processes must be up to date , deliver on time and offer a 
broad suite of solutions

� must be able to plug into a broad network of industry 
professionals

Demanding Demographic

Business Health Survey January 2009
40,000 SME clients



Understanding the segment

Australia is not only facing a chronic underinsurance issue in the 
personal market but also at critical levels in the SME space

Debt continues to track at record levels while enormous gaps 
remain in the contingency and succession planning needs of most 
SME clients

Estimated transfer of $1.6 trillion of business value next 10 years



Tips for SME’s

Review debt obligations – better deals

Consider Lease vs. Buy – secondary market opportunities

Negotiate better trade terms

Quarterly or Bi Annual review of providers – utilities / technology

Build a strong ‘board of advice’ – feedback that is respected and trusted

Optimise your marketing strategy – don’t pull back

Review and update business contingency / succession plan – certainty & security

Develop a comprehensive business plan and execute it

Manage cash flow and liquidity fiercely

Engage your ‘team’ of professionals – accountant / general insurance broker / financial 
adviser

Source: Citi Group Survey - 2009



Who’s involved?

Risk Adviser

Project Manager

GI Broker

Owners

Staff

Accountant

Lawyer

Financial

Adviser

Bankers / Brokers

Team Approach
- Specialist Group of Advisers

A well prepared plan will consider the legal, taxation 
and financial impact on the business



Hybrid Insurance Model In Action

Peter McKnoulty 
Partner
McCullough Robertson Lawyers



��

Medicos Partnership

� Medical Practitioners

� 4 Partners / Owner

� Agreed to put in place insurance funded Buy Sell Agreement

� Insurance policies put in place



��

Medicos Partnership

� Buy Sell Agreement drafted/circulated/settled

� Partners neglected to sign despite repeated requests by 

advisers

� Self owned policies

� Partner dies



� Widow receives proceeds

� Partners request transfer of deceased’s partnership interest

� No binding agreement

� Widow says insurance was personal cover – offers to sell 
partnership interest for value

� Action commenced

� Parties settled with payment to widow (in addition to her retaining 
insurance proceeds)

Medicos Partnership



Focus of today

� Technical overview of the hybrid insurance 
structure

a. tax and commercial issues

b. comparison between traditional approaches with the 
new hybrid approach

� Practical case study 

� The team approach 



1. Overview of hybrid model

Blends core components of two types of ownership models

� Trust ownership

� Self ownership 



Trust ownership

� It is a simple trust structure

� Trustee is fully directed as to application of benefits

� Possibility of tax-free status but some dissension

� Client’s ultimate decision to sign off on



Trust ownership

Insurance benefits can be varied without 
amending ownership

Trust Deed embodies rules covering 
application of policy proceeds

May be documentation and administration 
costs

Can provide for quick settlement, as 
policy proceeds are held outside of the 
estate

Obtain comprehensive ATO approval before 
proceeding

One policy:
• covers several needs

• reduces policy fees

• may provide annual premium volume 
discounts

CGT payable if absolute entitlement trust not 
accepted by ATO

Avoids CGT on insurance proceeds:

• policy owned by Trustee on behalf of 
Life Insured

• Life Insured is the beneficial owner

MinusPlus



Self ownership

� Simplest to explain

� Claimant has both funds and equity

� Agreement is therefore crucial to ensure that equity transfers

� Put and call options are ideal, to manage date of effect for tax
liability



Self ownership

The Insured can take the policy 
with them after they leave the 
business

Cost inequalitiesShould avoid CGT on TPD or 
Critical Illness benefits

Good documentation to protect 
interests of all parties is required

Proceeds are paid quickly into 
the estate

MinusPlus



Hybrid ownership

Blends the best parts of the two most popular methods of ownership

Overlays trust elements over self-ownership model:

� Self-owned policy is placed

� Simple contractual obligations on owners to distribute/allocate the 
proceeds of the insurance in certain pre-agreed % and to certain 
persons/entities



Hybrid ownership

� Achieves the directional obligations of the trust ownership 
model

� Allows for simplicity of structure of both policy and agreement

� Few pages of agreement in most cases



� Simple schedule which can be easily updated when balance of 
debt/equity changes – review is critical

� % changes won’t impact the insurance policy amount unless 
total need increases

Hybrid ownership



Ricky Stirling

Case Study - succession planning

Australian Sports Management Pty Ltd
Sports management business worth $1.5m

Darren



The business succession plan ‘A’ (shareholders agreement) includes:

� Retirement or sale
� Resignation
� Other exit conditions (Divorce, Bankruptcy)

The business succession plan ‘B’ (buy/sell agreement) includes:

� Death
� Disablement
� Critical illness

Succession Plan A & B 



Hybrid succession strategy 
Assumptions - now

$2,200k$2,300k$2,500kTOTAL

$700k$800k$1,000k-Personal requirements

$100k$100k$100k$300kBusiness loan – internal

$900k$900k$900k$900kBank loan – guarantees

$500k$500k$500k$1,500kBusiness buy-sell

DarrenStirlingRickyTotalItem

Succession Plan B



Hybrid succession strategy
Assumptions – April 2010

$300,000Business loans internal (unchanged)

$1.2m
Bank Debt – business (personal 
guarantees)

$2.1mBusiness Value

Succession Plan B



Hybrid succession strategy
Assumptions April 2010

$2,250k$2,350k$2,550kTOTAL

$250k$350k$550k-Personal requirements

$100k$100k$100k$300kBusiness loan – internal

$1,200k$1,200k$1,200k$1,200kBank loan – guarantees

$700k$700k$700k$2,100kBusiness buy-sell

DarrenStirlingRickyTotalItem

Succession Plan B



Who’s involved?

Risk Adviser

Project Manager

GI Broker

Owners

Staff

Accountant

Lawyer

Financial

Adviser

Bankers / Brokers

Team Approach
- Specialist Group of Advisers

A well prepared plan will consider the legal, taxation 
and financial impact on the business



Key considerations

To be successful in providing advice to business owners it is critical that 
advisers develop a unique service offering specifically tailored to the 
needs and drivers identified

Treat the business as the client rather than the individual/s, this inturn 
achieves the desired alignment between client/s and adviser alike

The advice provided to this segment needs to be tailored in such a way as 
to recognise and consider the emotional drivers of the SME business 
owner



Business Protection Support CD

Business Protection Adviser   Guide

Multi Life Calculator

Business Protection Data Capture Form

Critical Facts Software

Technical Papers

Case Studies

Ready Reference Guide

Nuts & Bolts Document



SME Professionals Program

adviser education program 

industry leading support tools

helping develop COI relationships

FPA accredited



Aviva Stand # 27


