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Succession planning is a strategic imperative for family-owned SMEs in Hong Kong 
 

 
 
Hong Kong's dynamic business environment is home to numerous family-owned small and medium 
enterprises (SMEs), many of which face unique challenges when planning for leadership transitions. 
Succession planning is a crucial process for ensuring business continuity, fostering growth, and preserving 
family legacies. This guide explores practical strategies tailored to the specific needs of unlisted family-
owned SMEs in Hong Kong, offering insights into how these businesses can navigate the complexities of 
leadership change. 
  
Incentivizing Management Through Share Schemes 
  
A crucial aspect of succession planning is aligning management's interests with the company's long-term 
goals. Share schemes serve as an effective mechanism for this alignment, providing financial rewards 
linked to company performance while preserving family ownership. 
  
Phantom shares emerge as a compelling option for family-owned SMEs in Hong Kong. These instruments 
offer cash payouts based on the company's performance (e.g. audited net profit per share), incentivizing 
key employees without diluting equity. Phantom shares provide the flexibility to design performance-based 
rewards that align with specific business objectives, fostering a strong motivation for management to drive 
growth while maintaining control over ownership. High-performing executives can then be primed to join 
the team of successors of the business.  
  
Useful Incentives: Share Options and Cash Bonuses 
  
In addition to phantom shares, Hong Kong SMEs can consider share options and cash bonuses as part of 
their succession planning toolkit. Share options grant executives the right to purchase company shares at 
a predetermined price after a vesting period, encouraging them to focus on enhancing the company’s value 
over time. On the other hand, cash bonuses provide immediate recognition and reward for strong 
performance. 
  



It is essential for businesses to be mindful of Hong Kong’s tax regulations, as share options may attract 
salaries tax. Careful planning is needed to maximize the benefits of these incentives while ensuring 
compliance with local laws. 
  
Transitional Arrangements: A Phased Approach to Leadership Change 
  
A gradual and well-structured transition of leadership is vital for family-owned SMEs. Founders can ensure 
continuity by reducing their operational involvement in phases, allowing the next generation or new 
leadership to develop their skills and adapt to their roles without the pressure of immediate, full responsibility. 
  
A phased transfer of control fosters stability and allows successors to receive mentorship from the outgoing 
leaders, ensuring they are well-prepared to take on greater responsibilities. This approach not only 
facilitates a smoother transition but also minimizes disruptions to the business during the leadership change. 
  
Optimizing Business Structures for Efficiency and Compliance 
  
As part of succession planning, family-owned SMEs should review and optimize their business structures 
to enhance operational efficiency and ensure compliance with local regulations. This may involve updating 
governance documents, such as bylaws and shareholder agreements, to reflect current business practices. 
Additionally, streamlining organizational structures can clarify roles and decision-making processes, 
improving overall efficiency. 
  
By strengthening governance and compliance frameworks, SMEs can reduce legal risks and position 
themselves for long-term success. Proactively addressing these aspects ensures the business operates 
efficiently while adhering to Hong Kong’s regulatory environment. 
  
Ownership Structures: Choosing Between Family Trusts and Direct Ownership 
 
Ownership structure is a critical factor in succession planning. Family-owned SMEs in Hong Kong must 
weigh the benefits of family trusts against direct ownership when planning for the future. 
  
Family trusts are a popular option for preserving wealth across generations. They provide a structured 
mechanism for holding assets, designating beneficiaries, and facilitating smoother transitions. For families 
focused on long-term wealth preservation, trusts offer significant advantages, including asset protection 
and stable continuity. Prospective successors may be systemically groomed for leadership development.  
  
In contrast, direct ownership involves family members holding shares individually. While this approach can 
simplify management, it may complicate transitions, particularly when ownership is split among multiple 
family members. Selecting the right ownership model is vital to ensuring the succession plan aligns with 
the family’s long-term goals. 
  
Establishing Family Offices: A Strategic Advantage 
  
For family-owned SMEs with substantial wealth, setting up a family office can be a game-changer. A family 
office centralizes the management of both business and personal financial matters, providing a coordinated 
approach to governance. These offices bring together legal, tax, and financial experts under one umbrella, 
simplifying decision-making and ensuring that the family’s interests are prioritized. 
  
By offering tailored services, family offices help families manage their wealth effectively while navigating 
the complexities of succession planning. This strategic approach minimizes risks and maximizes 
opportunities for long-term growth and stability. 
  
Corporate Governance: Building Transparency and Accountability 
  



Strong corporate governance is essential for family-owned SMEs, particularly during leadership transitions. 
Establishing clear policies and procedures promotes transparency, mitigates conflicts, and fosters trust 
among stakeholders. Key governance practices include: 
  

1. Regular board meetings to address strategic issues and monitor progress. 
2. Thorough documentation of decisions and actions to ensure accountability. 
3. Whistleblower policies to encourage ethical behavior and transparency. 

  
By prioritizing governance, family-owned SMEs can create a robust framework for decision-making and 
accountability, laying the foundation for sustained success. 
  
Conclusion: A Roadmap for Sustainable Growth 
  
Succession planning is a strategic imperative for family-owned SMEs in Hong Kong. By implementing share 
schemes like phantom shares, establishing thoughtful transitional arrangements, optimizing business 
structures, and leveraging tools like family offices, businesses can ensure a smooth leadership transition 
while preserving their legacies. 
  
Engaging experienced legal and financial advisors is crucial to navigating the complexities of succession 
planning. With proactive strategies and professional guidance, family-owned SMEs can secure their long-
term viability, foster growth, and achieve continued prosperity for future generations. 
  
How JML Can Help 
  
At JML, we are committed to advancing the business sector in Hong Kong through our specialized legal 
expertise. Our experienced team brings a wealth of knowledge and a proven track record to support family-
owned SMEs in their succession planning. Here’s how we can assist: 
  

1. Tailored Share Schemes: We design and implement customized share schemes, including 
phantom shares and share options, ensuring alignment with your strategic objectives while 
adhering to Hong Kong's regulatory framework. 

2. Phased Transition Plans: Our firm collaborates with business owners to develop structured 
leadership transition plans, facilitating gradual handovers that promote stability and mentorship for 
successors. 

3. Ownership Structure Guidance: We provide comprehensive evaluations of ownership models, 
assisting you in choosing between family trusts and direct ownership to align with your family’s 
long-term goals. 

4. Establishment of Family Offices: We support the license applications, risk allocation and regulatory 
compliance of family offices, enhancing centralized governance and financial management to 
effectively oversee family wealth and strategic interests. 

5. Corporate Governance Enhancements: Our team advises on strengthening corporate governance 
frameworks, promoting transparency and accountability during leadership transitions to build 
stakeholder trust. 

6. Regulatory Compliance Support: We offer expert guidance on navigating the complexities of rules 
and regulations, conducting regulatory "health-check",  ensuring your business remains compliant 
for pursuing growth and innovation. 

  
By leveraging our extensive experience and innovative methodologies, JML empowers family-owned SMEs 
to achieve sustainable growth and preserve their legacies for future generations. 
  
For inquiries about how JML can assist with your succession planning, please scan the QR code below for 
quick access to know more about our services: 
 



  
 
Information in this update is for general reference only and should not be relied on as legal advice.  
  
© 2024 JCHM Limited. All rights reserved. 
 


